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Abstract 

What explains the US dollar’s role in the global economy and the tensions affecting its likely 
persistence? Most analyses start from Triffin’s dilemma, which accurately captured specific 
but partial tensions of a global monetary system based on essentially fixed exchange rates, 
gold backing for its core currency, and relatively robust capital controls. Triffin’s approach, 
and those based on it, struggles to explain the tensions in a system with floating exchange 
rates and fiat money, because Triffin and successors assume a commodity theory of money, 
a loanable funds model for credit creation, and the “triple coincidence” of monetary, legal, 
and economic zones. Approaching the question from different premises – chartalist money, 
endogenous credit creation, and interlocked global balance sheets – enables us to see four 
factors behind the antinomies or dilemmas that structure the dynamics and durability of 
US dollar centrality. Those four factors are adequate credit creation and thus global aggre-
gate demand growth, current account deficits for the core, domestic legitimacy in major 
economies, and the dollar’s status as global quasi-state money.

Keywords: Balance of payments, foreign debt, geo-economics, international financial sys-
tem, money, power, reserve currency

Zusammenfassung

Wie lässt sich die Bedeutung des US-Dollars in der Weltwirtschaft erklären? Was hat das 
mit den Spannungen auf sich, die über den Fortbestand der Dollar-Dominanz entscheiden? 
Die meisten Analysen nehmen das Triffin-Dilemma zum Ausgangspunkt, das spezifische 
Spannungen des globalen Geldsystems einst gut erfasste. Dieses System basierte im Wesent-
lichen auf festen Wechselkursen, einer goldgedeckten Leitwährung und Kapitalverkehrs-
kontrollen. Triffins Ansatz und darauf aufgebaute Analysen haben aber Schwierigkeiten, 
wenn es um die Spannungen in einem Geldsystem mit Fiatgeld und frei schwankenden 
Wechselkursen geht. Triffin und seine Nachfolger nahmen die Warentheorie des Geldes 
und das Loanable-Funds-Modell der Kreditschöpfung als stimmig und die dreifache Ko-
inzidenz von Währungs-, Rechts- und Wirtschaftsräumen als gegeben an. Wenn wir das 
Problem hingegen unter den Prämissen des chartalistischen Geldes, der endogenen Kredit-
schöpfung und miteinander verzahnter globaler Bilanzen betrachten, lassen sich hinter den 
Unvereinbarkeiten und Dilemmata vier Faktoren erkennen, die für die Dynamiken und die 
Dauerhaftigkeit der Dollar-Dominanz entscheidend sind: eine angemessene Kreditschöp-
fung und damit ein Wachstum der globalen Gesamtnachfrage; Leistungsbilanzdefizite der 
Kernländer; innenpolitische Legitimität in den großen Volkswirtschaften; und der Status 
des Dollars als globales Quasi-Staatsgeld.

Schlagwörter: Auslandsverschuldung, Geld, Geoökonomie, internationales Finanzsystem, 
Leitwährung, Macht, Zahlungsbilanz
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Triffin Reloaded: The Matrix of Contradictions around 
Global Quasi-State Money

1 Introduction

I was totally wrong in underestimating the duration and the size of the U.S. deficits that foreign 
central bankers would be willing to absorb, at the cost of an inflationary explosion of world 
monetary reserves and of a multiple expansion of the money supply in their countries under the 
traditional system of fractional reserve requirements.
Robert Triffin (1978, 4)

Banks create money, and money is a sovereign good. States decide what we can do with it.  
Jean Lemierre, chairman, BNP Paribas (quoted in Favas 2020)

There’s an infinite amount of cash at the Federal Reserve. 
Neal Kashkari (Minneapolis Federal Reserve President, March 2020)1

The simple reality is that we live in a dollar world: on the real side, where dollar invoicing is domi-
nant; on the financial side, where dollar funding is essential to global banks and non-financial 
corporations; and on the policy side, where dollar anchoring and dollar reserves are prevalent. … 
[S]ince 1971 the centrality and dominance of the dollar has increased in all dimensions.
Pierre-Olivier Gourinchas (2021, 266, 268) 

What tensions surround use of the US dollar as “global quasi-state money” – a neologism 
for the dollar’s dominance and centrality in the world economy I explain below – in the 
contemporary global economy? What do these tensions tell us about the likely persis-
tence of dollar dominance in the face of waning US economic and military predomi-
nance, and the rise of alternative global payments systems? Most answers to this question 
ultimately address it through a partly incorrect version of the liquidity versus confidence 
dilemma or contradiction Robert Triffin (1960) elaborated sixty-four years ago. As Triffin 
posed it, the dollar dilemma rested on the contradiction between the fact that the world 
needed a steady expansion of dollar-denominated trade credit to remove a major source 
of deflation in the global economy, yet the expanding volume of offshore dollar holdings 
would eventually exceed the US state’s capacity to redeem dollars with gold at its USD 
35 per ounce par. Later work updated and generalized Triffin’s definition of confidence 
in redeemability to confidence in the US economy itself or, more narrowly, the US state’s 
ability to make good on its debt instruments. This reflected the shift in the apparent US 
net international investment position from creditor to debtor.

Acknowledgment: Thanks for comment and criticism from Lucio Baccaro, Randall Germain, Martin 
Höpner, Geoffrey Underhill, and MPI participants at lectures on June 6, 20, and July 7, 2023. As well, 
I owe obvious intellectual debts to Steffen Murau.
1 Economist, “America’s Federal Reserve,” February 23, 2023, https://www.economist.com/culture/ 

2023/02/23/a-new-book-traces-the-evolution-of-the-feds-extraordinary-powers.

https://www.economist.com/culture/2023/02/23/a-new-book-traces-the-evolution-of-the-feds-extraordinary-powers
https://www.economist.com/culture/2023/02/23/a-new-book-traces-the-evolution-of-the-feds-extraordinary-powers
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Those later analyses follow Triffin’s foundational assumptions about the nature of mon-
ey and credit, namely a commodity theory of money in which money precedes credit 
and necessarily has some arbitrary commodity backing, and a loanable funds model of 
credit creation in which savings necessarily precede lending and investment. I label this 
view the “Sovereign Currency View” (SCV) below, both to signal its primary intellec-
tual location and that we are investigating credit and money at a global rather than the 
purely domestic level. In the SCV, money and by extension credit can only exist in one 
place at one time – thus Triffin sees the US as “exporting” locally created money. And 
the SCV accords priority in money creation to private actors – American households 
and firms that save (or not) dollars that might then be exported to the world, as well 
as the state, on account of its fiscal deficits. The SCV often understands those private 
actors as homogeneous financial and less often non-financial firms whose choices de-
termine which currency emerges out of a tournament among potential international 
currencies (Cohen 1998, 114). Finally, the SCV has a methodologically nationalist epis-
temology (Schwartz and Blyth 2022; Wimmer and Glick Schiller 2022), implicitly as-
suming what Avdjiev, McCauley, and Song Shin (2016) call the “triple coincidence” or 
overlap of political decision-making area, economic area, and monetary area. These as-
sumptions mislead with respect to contemporary dollar dynamics, which is why those 
post-Triffin analyses repeatedly mis-forecast dollar decline since the 1970s (Bergsten 
2009; Eichengreen 2011, 121, 150–51; Kindleberger 1981, 316; Triffin 1978). In particu-
lar, the SCV misunderstands the role of the US current account deficit and assigns too 
much importance to formal foreign exchange reserves.

By contrast, an analysis rooted in the different assumptions of the credit theory of mon-
ey (Ingham 2004a; Mehrling 2010; Murau and Pforr 2023) yields a more accurate un-
derstanding of the dollar’s role in the global economy and its surprising resilience in 
the face of persistent US current account deficits, a steadily worsening net international 
investment position (i.e., rising net foreign debt), and recurrent challenger currencies. 
Paralleling the SCV nomenclature, I call this the “Global Credit View” (GCV). Murau 
(2018) and Murau, Rini, and Haas (2020; Murau, Pape, and Pforr 2021) provide ar-
chetypical statements of the market-based GCV. The GCV’s DNA stems from Triffin’s 
contemporaries Susan Strange and Robert Cox (1987).2 In the GCV and credit theory 
of money, credit predates and produces money, and banks endogenously create cred-
it that the state validates at its discretion. Endogenous credit creation also establishes 
links across the balance sheets of banks and non-bank financial and non-financial firms. 
Credit instruments on those balance sheets are hierarchical, and actors continually seek 
to transform their assets into higher forms with more stable par values (Murau, Rini, 
and Haas 2020). Thus, unlike the SCV, the GCV sees states rather than private finan-
cial actors as the critical, though not necessarily exclusive, actor in financial markets. 
While public and private credit expand in a coevolutionary fashion (Bodenhorn 2000; 
2002; Murau 2023), the inherent tendency towards excess (speculative) credit creation 

2 Note that these two views overlap with but are not isomorphic with what Cohen (2007) called 
the American versus British or European views of International Political Economy.
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and thence crisis (Minsky 1977; 1986) means the state often has the last word in this 
hierarchical financial system. Finally, the GCV abjures the triple coincidence in favor of 
a complex global division of labor whose financial side decidedly does not map neatly 
onto discrete, sovereign states. A central global – not “international” – currency emerg-
es from and is one manifestation of a global power hierarchy. US dollar-denominated 
assets linked to the US state and Federal Reserve system sit at the top of that hierarchy. 

Although the US share of global GDP and global trade has declined since the 1960s, the 
US dollar currently occupies the top of the global monetary hierarchy, acting de facto 
as the unit of account for the highest-powered money (Murau, Rini, and Haas 2020; 
Murau, Pape, and Pforr 2021). This despite a gradual decline in relative US economic 
predominance. In 1965 the US accounted for 38 percent of world GDP, 14 percent of 
global trade, and was becoming a major oil importer. From the 1990s onward, the US 
share stabilized at roughly 25 percent of nominal global GDP, roughly 9 percent of glob-
al trade, and, until roughly 2020, the US remained the world’s largest net oil importer. 
Yet in the past decade the dollar still accounted for a predominant and disproportionate 
share of global cross-border lending (c. 60 percent), cross-border bond issues net of 
intra-eurozone issues (c. 65 percent), trade invoicing (c. 80 percent outside of Europe 
and 50 percent overall), foreign exchange transactions (c. 90 percent out of 200 percent) 
and, though significantly less important than in Triffin’s day, foreign exchange reserves 
(c. 60 to 65 percent) (Akinci et al. 2022; Aldasoro et al. 2020; Bertaut, von Beschwitz, 
and Curcuru 2021; Gourinchas 2021; McCauley 2021). Dollar-denominated debt con-
stitutes roughly 90 percent of cross-border debt for non-financial firms and 60 percent 
of public debt in the emerging markets (EMDEs) that currently constitute about half 
of global GDP (FSB 2022, 7–10). Many countries anchor their currency exchange rate 
against the dollar (Ilzetzki, Reinhart, and Rogoff 2019), although this is increasingly dif-
ficult to distinguish from anchoring against the renminbi (McCauley and Shu 2019). Fi-
nally, with respect to the most important indicator of dollar dominance, non-US banks 
do 80 percent of the cross-border lending done in dollars, and this constitutes roughly a 
third of their cross-border exposure (more if intra-eurozone lending is netted out). As 
Aldasoro, Ehlers, and Eren (2022, 2; see also Beck 2022; Beck and Knafo 2020) say, “US 
dollar funding is the lifeblood of international banking,” reflecting the large share of 
dollar-denominated liabilities on non-US banks’ cross-border balance sheets.

Why then “global quasi-state money”? The global quasi-state money neologism flows 
from a neo-chartalist approach to credit and money (Knapp 1924; Mitchell-Innes 1914; 
Wray 1998; 2004).3 As noted above, endogenous credit creation implies a persistent 
danger of excessive credit creation (Minsky 1986; Bauerle-Danzman, Winecoff, and 
Oatley 2017). In a world without capital controls or comprehensive global level regula-
tion, competitive pressures force and induce banks to generate unsustainable levels of 
credit across formal monetary jurisdictions, increasing the danger of a general crash by 
adding exchange rate risks to the normal credit, maturity, and interest rate risks. In a 

3 Cohen (1998, 11) explicitly dismisses the Knapp/chartalist view of money.
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self-contained national financial system, the local central bank can step in and rescue 
an overextended banking sector by exchanging its own assets (so-called outside or state 
money) for banking system liabilities, with the state’s taxation power backing the cen-
tral bank’s newly created liabilities. But at the global level?

The dollar is not full-fledged state money at the global level. While domestic tax capac-
ity backs domestic bailouts, no formal global state tax capacity backs the liabilities the 
US Federal Reserve system creates in those rescues. Indeed, when the Fed makes losses 
it simply issues IOUs to itself, to be redeemed from future profits. The US state largely 
lacks the legal, emotional, and bureaucratic authority/capacity to demand and compel 
payment of taxes in other polities, and thus does not emit state money in the truest sense. 
We can regard the vast and continuing US current account deficit as an unrequited trans-
fer akin to taxes, but this is clearly not the same thing as the tax capacity most rich OECD 
states possess. Yet the US dollar clearly functions as state money for most of the global 
economy, in the sense that it backs non-US banks doing the bulk of offshore dollar lend-
ing, which in turn, as noted above, constitutes the bulk of offshore lending. Foreign and 
offshore use of the dollar as the predominant global unit of account enables – Hardie and 
Maxfield (2016) would argue forces – the US Federal Reserve system to bail out non-US 
banks via their local central banks in such a crisis. Thus the “quasi” in quasi-state money. 
Simultaneously the dollar is anchored in the set of political institutions around trade 
and security that Susan Strange (1971; 1989) identified as a global transnational empire 
centered on the United States. The intersection of security, credit, and trade concerns 
around, for example, petrodollars and Mideast (in-)security evidences the US role as 
hegemon or imperial center most strongly. Thus the “state” in global quasi-state money. 

Yet as Triffin argued, and as SCV analysts have echoed, an exorbitant burden matches 
the exorbitant privilege accorded to the US economy by virtue of issuing the highest-
powered currency and having most global credit denominated in its own unit of ac-
count. Conventionally that burden manifests as the current account deficit and an ero-
sion of traded sector employment. These conventionally comprise what the SCV under-
stands as a Triffinesque liquidity versus confidence threat to the dollar: private lenders’ 
fear that an increasingly indebted economy cannot make good on those liabilities might 
induce them to stampede to some other currency. As of 2023, the US net international 
investment position was 66 percent of US GDP, and gross liabilities were nearly double 
US GDP. That said, both ratios are very sensitive to exchange rate changes – net debt 
was 80 percent of GDP in 2021 due to weaker European stock markets and a stronger 
dollar – and potentially mislead because of tax avoidance and evasion by US firms – 
much of what is “owed” to entities registered in the Cayman Islands, for example, is 
owed to entities controlled by US firms.

From the GCV standpoint, however, the strengths and weakness of the dollar are some-
what more complex. Confidence is a matter of global power, domestic political sustain-
ability, and differential GDP growth (Schwartz 2009). The US current account deficit 
validates the new global liquidity that staves off capitalism’s inherent deflationary ten-
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dencies. In particular, the deficit also offsets deflation stemming from energy exporters’ 
efforts to transform illiquid raw materials like oil into liquid financial assets. All told, 
as I will argue below, use of the dollar as the unit of account for the majority of global 
cross-border credit creation and as global quasi-state money generates three contra-
dictions that include and go beyond Triffin’s dilemma, creating a more complex set of 
policy choices. Unsurprisingly, this complexity leads to recurrent crisis and – so far 
unsuccessful – challenges to the dollar’s role.

This discussion paper thus has four remaining sections. Section 2 contrasts the differing 
underlying assumptions behind the money theory of credit-based SCV and the credit 
theory of money-based GCV, including a discussion of the political aspects of the US 
empire sustaining the dollar as global quasi-state money. Section 3 lays out Triffin’s di-
lemma in relation to the money theory of credit-based SCV and contrasts it with the 
credit theory of money-based GCV. Section 4 builds on the GCV to describe and explain 
the three antinomies or contradictions. Section 5 concludes, with brief consideration of 
why various challenger currencies have yet to generate a multi-currency world let alone 
dethrone the dollar.

2 Money, credit, and the state

Two cleavages define different positions on money and credit (Murau and Pforr 2023). 
These foundational cleavages revolve around what came first: Is money prior to credit 
or the reverse (Schumpeter 1954)? And, in the debate between chartalists (Knapp 1924; 
Mitchell-Innes 1914) and metallists (Menger 1892), is money originally a state-based or 
a market-based institution? 

The Sovereign Currency View rests on a monetary theory of credit. In a monetary 
theory of credit, money is simply a politically neutral social convention that resolves 
the problem of a “double coincidence of wants” in situations of barter and thus lowers 
transaction costs in exchange. Mainstream economics views money simply as a special 
kind of commodity that private actors have agreed to use to avoid the frictions involved 
in barter. Money comes into being by convention. Either private actors converge upon a 
specific, special commodity which they use to reduce transaction costs in exchange, or 
the state selects that commodity and enforces it on those private actors. Money here is 
prior to and distinct from credit and has no effect on actual production. Changes in the 
supply of money only affect nominal, not real values.

Money becomes a unit of account to denominate debts only after its use as a means of 
exchange. In effect, an asset is simply an exchange value pushed into the future. Because 
money pre-exists credit, new credit (assets and liabilities) comes from prior savings – the 
loanable funds model. Actors voluntarily reduce their consumption, and direct the re-
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sidual from their income to agents, usually but not necessarily banks (Hoffman, Postel-
Vinay, and Rosenthal 2000), who then relend those funds to different actors. Banks are 
simply intermediaries who potentially can lend out a multiple of their deposit base if the 
state permits them to engage in fractional reserve banking. In this imaginary, interna-
tional lending involves a transfer of money from one location to another. Thrifty Ger-
mans save from their paychecks, and they loan that money to profligate BMW-buying 
Americans. That money, those savings, cannot be in two places at the same time, which is 
why Triffin and subsequent SCV-type analysts see current account deficits arising from 
inadequate savings (or its mirror image, consumption in excess of local production). 

The mono-locality of money is particularly true for metallists like Triffin, who saw mon-
ey as anchored in gold reserves and understood balance of payments issues in terms of 
Hume’s specie flow mechanism. This mono-locality gives rise to Triffin’s dilemma, if we 
understand inflation as a growing disparity between the unit of account and its gold an-
chor. From Triffin’s point of view, the optimal way to stabilize the supply of money and 
thus the price level is by tying money to a scarce physical commodity like gold that the 
political authorities cannot manipulate. From the point of view of more realistic econo-
mists and sophisticated “goldbugs,” the optimal solution is a money supply that grows 
in tandem with the economy, controlled by a central bank governed by rules rather than 
discretion (Kydland and Prescott 1977). But the money supply cannot accommodate 
both the US domestic growth rate and the desired rate of growth for global trade if 
those growth rates differ. Someone, somewhere, will suffer either inflation or deflation.

What about the state and any potential hierarchy of moneys? Consistent with Minsky’s 
(1986, 255) comment that “Everyone can create money; the problem is to get it accepted,” 
the monetary view of credit does not rule out a domestic hierarchy of money that might 
range from central bank money and central government debt through corporate and 
mortgage bonds all the way down to store discount coupons and frequent flyer miles. 
In a state-centric monetary theory of credit, state fiat money necessarily has the highest 
degree of acceptability, backed as it is by the state’s coercive power. But state-imposed 
fiat money is impossible internationally, given the absence of a genuine authoritative 
and legitimate legal entity backing that fiat money. So, while in principle the monetary 
theory of credit allows for both state- and society-centric origins for money, in its SCV 
version international money must arise from private choices. The absence of an interna-
tional state means that popularity among private users determines which money will be 
central and what any commodity backing will be (Cohen 1998, 114; Eichengreen, Mehl, 
and Chiţu 2018, 4–5, 186–97). Network effects – lower transaction costs – then reinforce 
its use. Even in Kindleberger’s (1967; Despres, Kindleberger, and Salant 1966) more so-
phisticated understanding of dollar centrality, Europeans opted to lend short-term to the 
United States while borrowing long-term in order to acquire safe, liquid assets. These 
private choices generate fragility for dollar centrality. If transaction costs for using other 
currencies fall, or if maturity preferences change, then private actors might easily migrate 
to using those currencies, as Eichengreen (2011, 8–9, 119, 124) has explicitly argued.
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Even where the SCV accepts that money in global use can exhibit a hierarchy of state 
(and implicitly market) moneys (Cohen 1998), the choice of which specific common 
currency rests on private actors adjudicating the relative utility and durability of vari-
ous competing hard currencies. Cohen’s (1998, 114; my emphasis) currency pyramid 
emerges from market contestation rather than power: “narrow at the top, where a few 
popular currencies circulate; increasingly broad below, reflecting varying degrees of 
competitive inferiority.” Those currencies were in principle initially backed by gold, al-
beit sometimes indirectly through a potential exchange with the US dollar. This link 
to gold underlay private actors’ confidence in the dollar during Bretton Woods 1 and 
through that their ability to veto state activity. Thus, both Eichengreen (2007; 2011) and 
Cohen (1998; 2007; Cohen and Benney 2014) view private actors as ultimately pos-
sessing primacy over all states, not just those lower in the global monetary hierarchy. 
States that lost credibility, especially around fiscal issues (Eichengreen 2007; 2011, 160; 
Eichengreen, Mehl, and Chiţu 2018) and/or balance of payments deficits (Cohen 1998, 
11), risked capital flight and speculation against their currency. Here the moneys of dif-
ferent states vary in acceptability based on the balance of payments situation for their 
underlying economies. This is a price rather than a power relationship, so even the state 
issuing the central currency could lose credibility.

This view stems from the methodological stance of the SCV. Methodologically, the SCV 
approach identifies bottom-up, unit-level choices as the source for what we observe in the 
world, often ignoring fallacies of composition (Cohen 2007; Strange 1982; Schwartz and 
Blyth 2022). On this view, autonomous national units with fundamentally similar levels 
of “monetary sovereignty in a Westphalian sense” (Murau and van ’t Klooster 2022, 1319) 
issue currencies that circulate inside a national economic space regulated by the local state 

– Avdjiev, McCauley, and Song Shin’s (2016) triple coincidence. The global monetary hier-
archy emerges from bottom-up market actors seeking lower transaction costs, not a top-
down global structure of power, which is why the SCV attends so much to the possibility 
that spontaneous panics or currency switching by private investors will trigger a flight 
from the dollar. Network effects reinforce this essentially voluntary choice and its trans-
action-cost-lowering consequences, while potential defection from that network rests on 
almost daily calculations about the costs of using and holding the central currency. This 
approach saw state and private as distinct actors and accorded equal status to them.

By contrast, in a credit theory of money, credit (assets and liabilities) precedes money, 
and money is primarily a unit of account for those credits. Money still has a special status 
in its cash form, because cash always exchanges at par for debts denominated in the same 
unit of account. But money and credit have no commodity basis. In turn, this means that 
states and banks can create money “out of thin air,” that is to say, simply by making ledger 
entries. The special status of banks, and particularly the central bank, in the economy is 
precisely this license to create money (Hockett and Omarova 2016). Banks create money 
by simultaneously extending a loan to a borrower (creating an asset for the bank and a 
liability for the debtor) and funding that loan by creating a deposit for the borrower (cre-
ating a liability for the bank and an asset for the borrower) (Mehrling 2010). 
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The credit theory of money has both state-centric and market-centric versions, just like 
the monetary theory of credit. But these differ in both subtle and blatant ways. On 
the private market side, as noted above, actors, particularly banks, can create money 
rather than intermediating existing savings in their credit operations. In the aggregate, 
in theory, these new assets and liabilities on everyone’s balance sheets should net out to 
zero. In quotidian operations, newly created bank credit typically ends up as reserves at 
the central bank, which validates this new credit (Hockett and Omarova 2016; Mehrling 
2020). But the theoretical balance between assets and liabilities both at the individual 
and aggregate level can also come undone on account of two asymmetries between 
private assets and liabilities. The first asymmetry is the maturity mismatch between de-
posits, which generally are short-term, and loans, which generally are long-term. This 
creates the danger of bank runs.

The second, and related, asymmetry is that deposits (bank liabilities) at least nomi-
nally exist at par value, while Minsky’s (1986, 255) problem of acceptability chronically 
plagues bank assets. The mark-to-market value of bank assets can potentially deviate 
from par if interest rates change, or if the value of collateral backing those loans changes. 
Falling interest rates and rising collateral values obviously help banks, and indeed drive 
the upswing in Minsky’s instability cycle. But the reverse is also possible (Pettis 2001). If 
collateral becomes impaired and/or loans go into default, depositors may run the bank, 
demanding the immediate liquidation of their deposits. A large enough hit to collateral 
(as with the housing values underpinning subprime mortgage-backed securities in 2008), 
or a sharp rise in interest rates that devalues mark-to-market assets (as with Silicon Val-
ley Bank’s Treasury bonds in 2023), can trigger a general financial collapse. Thus “inside 
money” – as in, created inside the financial system – is vulnerable to devaluations that 
bring down the entire system if they cannot be used to extinguish debts at their par value. 

By contrast, state money is always acceptable, conditional on state capacity. To the extent 
that the state has a monopoly of violence, rests on the exercise of infrastructural power, 
and has effective taxation power (Mann 1984), it can define what constitutes the highest-
powered, most generally acceptable money by accepting that money as payment for tax 
debts/liabilities, and by creating its own liabilities as part of its day-to-day operations 
(Murau and Pforr 2023 dissent somewhat). State money is conventionally called “outside 
money,” because it is created outside the financial system and without an immediate cor-
responding asset matching the new liability, and by contrast with private inside money, 
where money creation simultaneously generates matching assets and liabilities. 

Critically, the state’s – more precisely the central bank’s – ability to create outside money 
enables it to bail out, at its discretion, a financial system in which the nominal value of 
bank or other lender assets has fallen significantly while the nominal value of their li-
abilities has not. Thus Ingham (2004b, 25; 2004a, 181) flatly claims that no fully stateless 
money or credit is possible: “Money is a form of sovereignty and as such it cannot be 
understood without reference to an authority.” In the 2008-2010 crisis, the US Federal 
Reserve bailed out banks by buying impaired mortgage-backed securities (MBS) from 
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those banks at par (Schwartz 2009); more generally, central banks lend freely at penalty 
rates to calm markets (Mehrling 2010). Central banks anchored in high-capacity states 
do not go bankrupt. When the US Federal Reserve loses money (as it did in 2023, be-
cause its quantitative easing policy caused it to accumulate large volumes of low-interest 
rate bonds), it simply writes itself an IOU which it will offset with future profits.

At the theoretical level, the state and private versions of the credit theory of money dif-
fer in their understanding of money qua money, that is, cash and bank deposits (Murau 
and Pforr 2023). In the private version, money is a special form of credit that retains its 
par value. In the chartalist version, some money is fiat money, that is, state-issued to-
kens that command resources in return for their utility in tax payments, and some mon-
ey is the special form of credit at par. But practically speaking, public and private credit 
historically expanded in a coevolutionary process whose endpoint is the near universal 
overlap of bank and state physical money we observe today, rather than the historical 
separation of state money and banknotes. For example, even in the gold standard era, 
state (i.e., provincial, länder) banks in the antebellum US south issued bonds backed by 
their tax capacity to privately organized planters’ banks, which then issued mortgages 
funded by sale of those bonds into the London capital market (Bodenhorn 2000; 2002). 
Similarly, Murau (2023) shows how the Prussian state used state-owned off-balance 
sheet financial institutions to expand public credit, by crowding in private resources, 
and in turn private banks expanded their lending operations knowing that the Prussian 
(and later German) state stood behind them (Tilly 1992). Prussian mortgage institu-
tions (Raiffeisen) likewise emerged as cooperative landowner (Junker) dominated banks 
backed by the state-owned Hypotheken-Aktienbank (Schwartz 2019a).

In normal times, dollar dominance in global credit creation endows the Federal Reserve 
with considerable power. Its interest rate decisions and the related shifts in the dollar’s 
relative strength reverberate through the rest of the world economy. A stronger dollar 
superficially (in Econ 101 terms) might be expected to lead to more rapid, export-led 
growth for countries supplying the US economy. But it actually correlates with slower 
growth in emerging markets (EMDEs) as higher import and borrowing costs dampen 
local profits and investment, as local central banks tighten in order to stabilize their ex-
change rate (and thus offshore debt service), and as a slowing US economy dampens US 
import growth (Bruno and Shin 2015; Obstfeld and Zhou 2023). This relationship is not 
symmetrical. A stronger renminbi, for example, causes effects that do line up with the 
naïve Econ 101 expectation – slower Chinese export growth and rising exports elsewhere.

In crisis times, the Fed’s power becomes even more apparent. All financial systems built 
on endogenous credit creation are inherently unstable. As Minsky (1986) argued, sta-
bility breeds instability by encouraging actors to take on increasing degrees of risk and 
rewarding them for doing so – at least until the crash. Politically, excess credit creation 
tends to worsen income inequality, strengthening the influence of risk-taking winners. 
But the “quasi” in quasi-state money creates additional problems and instabilities spe-
cific to the dollar-centric global monetary system. Though all systems of financial regu-
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lation are porous and subject to arbitrage and gaming, the lack of an authoritative regu-
lator at the global level makes destabilizing regulatory arbitrage even easier.4 As Murau, 
Pape, and Pforr (2021; Aldasoro et al. 2020; Mehrling 2010; Schwartz 2018) argue, this 
makes much of the global financial system rely on the Federal Reserve’s ability to create 
outside money in times of crisis, and makes liquidity management an especially difficult 
problem for cross-border banking based on intermediation (Beck 2022) as well as en-
dogenous credit creation. This last resort power, combined with what Mehrling (2010) 
has termed the Federal Reserve’s role as dealer of last resort, suffices to pin the quasi-
state money label on the dollar. No other currency or central bank has a symmetrical or 
reciprocal influence on the US financial system. This asymmetry de facto goes beyond 
the mere fear of losses that Kirshner (2008, 420, 425; see also Bordo and McCauley 
2017) sees as anchoring adhesion to the dollar: “States (and private actors within states) 
that use the dollar (and especially those that hold their reserves in dollars) develop a 
vested interest in the value and stability of the dollar.” Rather, Minsky’s (1986) survival 
constraint, an existential issue, not a fear of simple losses, binds.

Finally, as noted above, the US state does not possess explicit tax capacity at the global 
level (though it does try to tax US citizens’ income regardless of where they actually 
live). The link between outside money and the state’s ability to expand the tax base that 
serves as the implicit asset offsetting the explicit liability created by emitting outside 
money is weaker at the global level. In the ideal typical case of domestic money, the state 
can take for granted that its taxation power creates a tacit asset that matches the liability 
generated when its central bank bails out the financial system. In relatively closed econo-
mies, the state can pursue echt-Keynesian (Keynes [1936] 1964; but see also Schumpeter 
1934) policies of state-subsidized or -funded investment whose immediate inflationary 
impulse is absorbed as new supply comes online. That new supply expands the state’s tax 
base, generating an asset that matches the liability the state created via new money cre-
ation. Here the chronic post-1970s US current account deficits serve two purposes. They 
are an unrequited transfer of real resources to the United States, allowing its public and 
private actors to consume, invest at home and abroad, and fund a global military reach 
with weaker trade-offs than otherwise. In this sense they are quasi-tax revenues. And 
by pumping additional demand into the world economy, they offset the deflation that 
would otherwise accompany capitalism’s natural tendency to generate it, and the more 
specific deflationary impulse from payment to net oil exporters (more on this below).

Nonetheless, the United States occupies a unique position in the global economy, which 
is again why we can talk of the state in global quasi-state money. The United States sits 
at the center of a global empire – in every sense of the word – encompassing much of 
the world. The political, military, economic, and financial orders of empires are hierar-
chical, asymmetrical, and heterogeneous. With respect to asymmetry, we live in a world 

4 For a domestic example, see the discussion of private lending in Robin Wigglesworth, “The Private 
Credit Golden Moment,” Financial Times, July 7, 2023. https://www.ft.com/content/42297b43-
7918-4734-b6d5-623c6d6fa00f. 

https://www.ft.com/content/42297b43-7918-4734-b6d5-623c6d6fa00f
https://www.ft.com/content/42297b43-7918-4734-b6d5-623c6d6fa00f


Schwartz: Triffin Reloaded 11

in which, as Susan Strange (1987, 565) observed, the United States alone possessed 
“the power to choose and to shape the structure of the global political economy.” Other 
actors were or are largely “price takers” of the consequent global economic system, in-
cluding its trading order (Gruber 2000). The United States rewrote the global monetary 
order in the 1970s and the global trading order in the 1980s, and it appears ready to 
revise the global trading order again today. Other actors – at least so far – cannot do 
this. Asymmetry also characterizes production, in the sense of control of profitability. 
US firms dominate the dynamic and high-profit sectors of the world economy, captur-
ing 35.1 percent of cumulative global profits for the 4,382 firms ever appearing on the 
Forbes Global 2000 list, 2006 to 2023, and a similar 35.2 percent of cumulative profits for 
the over 20,000 global ultimate owners with annual sales over USD 100 million in the 
Orbis database, 2010 through 2019.5 Both data points are disproportionate relative to 
the 24 percent US share of global GDP. Finally, the United States remains the only mili-
tary power with a global reach, including, critically, a global logistics capacity. China 
remains a fundamentally regional power despite steadily and considerably diminishing 
the US ability to project military power into the western Pacific.

For our purposes the asymmetry, hierarchy, and heterogeneity of credit arrangements 
matter most. As noted above, roughly 60 percent of global lending is dollar-denomi-
nated, with 80 percent of that originated by non-US banks. These banks typically end 
up with roughly one-third of their cross-border balance sheet denominated in dollars 

– even more if we net out intra-eurozone lending on the argument that this is not true 
cross-border lending on account of monetary union. This exposes those banks to the risk 
that their home central bank cannot bail them out if the collateral backing their dollar-
denominated lending collapses. The same is not true for US banks. The Federal Reserve 
asymmetrically backs other actors in the global financial system, as the 2008-2010 crisis 
and the 2020 Covid pandemic show. That backing is both hierarchical and heteroge-
neous, as the four tiers of access to Federal Reserve swap and repo lines briefly elaborated 
below will show (Murau, Pape, and Pforr 2021). These asymmetries come together in the 
fact that the United States can massively subsidize an ambitious transformation of new 
energy and domestic manufacturing production through the 2022 CHIPS and Inflation 
Reduction Acts subsidies without concerns about its balance of payments. 

Moreover, the “state” in quasi-money is even more apparent when we turn to the sa-
lience of US government and government-guaranteed securities in global capital mar-
kets. The very large and liquid asset market which the SCV sees as the source of lower 
transaction costs and network effects is primarily a creature (and creation) of the US 
state. Treasury bonds, Fannie Mae6 or Freddie Mac mortgage-backed securities and 
direct debt, and municipal bonds constituted 77 percent of US fixed income securities 

5 Author calculations from the Forbes Global 2000 annual lists and the Bureau van Dijk Orbis 
database.

6 While the two “Government Sponsored Enterprise” giants were nominally privately owned 
from 1968 to 2008, everyone believed they had an implicit government guarantee for their debt. 
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on average from 2007 to 2021; US fixed income securities in turn constituted an average 
38.3 percent of global fixed income securities (SIFMA 2022). Put differently, roughly 30 
percent of the global fixed income pool is US government-guaranteed bonds, so actors 
in current account surplus economies looking for fixed income securities, actors build-
ing derivatives on fixed income securities, and actors on the borrowing side of repo 
find the market is largely a market in US state securities. More subtly, actors looking for 
equities rather than fixed income securities would find that the shares of firms whose 
profits depended on state-created intellectual property rights comprised a substantial 
part of the US equity market. US equities comprised 36.1 percent of global equity capi-
talization on average from 2007 to 2021, but the trend has been upward, peaking at 42 
percent in 2021 (SIFMA 2022).

We can now return to Triffin and his successors to understand why his dilemma was 
a specific, time-bound instantiation of the more general tensions across endogenous 
credit creation, current account recycling, differential growth favoring the emitter of 
global quasi-state money (here the United States), and the need for quasi-state money 
to stabilize any global financial system. These antinomies (soft contradictions) drive 
dollar dynamics, bringing endogenous sources of decay for the dollar into sharper focus 
than the original or updated versions of Triffin’s dilemma.

3 Three dilemmas, not one

This section revisits Triffin’s original dilemma and its successors, focusing first on the 
deflationary pressures in the global economy that ultimately animate the antinomies 
sketched below. These deflationary pressures signal why endogenous credit creation 
matters, allowing us to see how three antinomies around use of the dollar arise. The 
subsequent section explores those antinomies in terms of their specifics. But a preview 
here helps orient the discussion of deflationary pressure. The three antinomies revolve 
around adequate global credit creation, the core central bank’s ability to act as the ul-
timate lender, buyer, and dealer of last resort in financial markets, the core economy’s 
ability to act as a buyer of last resort in goods markets, and legitimacy in domestic and 
international politics. Credit, deficits, legitimacy, and global quasi-state money … but 
of these, quasi-state money is the most important, because the global economy is first a 
system of power and only second a set of exchange-based markets. The tensions across 
these problems generate three different long-term antinomies:

Nationalization in the 2008 crisis validated that belief. Their mortgage-backed securities have 
long had equal status with Treasuries as bank reserves and indeed banks preferentially hold 
them as reserves.
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1. an antinomy between the new credit creation (not just trade finance or foreign ex-
change reserves) needed to offset the secular deflation characterizing capitalism and 
the recurrent financial crises that flow from excess credit creation; Triffin’s original 
dilemma was a specific and contingent instance of this antinomy. Related to this, the 
presence of quasi-state money backing both subordinate financial systems and the 
new credit they create increases use of dollar-denominated credit and thus increases 
the probability of crisis-inducing currency mismatches and vulnerability to Federal 
Reserve monetary policy

2. an antinomy between the center’s economic growth and validation of externally cre-
ated credit; while current account deficits transfer real resources to the center, they 
also work against the differential growth securing the center’s position in and domi-
nance over its empire, including, critically, the economic basis for dollar centrality/
dollar as global quasi-state money

3. an antinomy between financial stability and legitimacy; the issuer’s current account 
deficits and financial bailouts tend to undermine the domestic and international 
legitimacy for the political structures and power blocs supporting use of that quasi-
state money in the first place, particularly as bailouts aggravate existing tendencies 
towards rising income inequality

Triffin’s original dilemma emerged from the Sovereign Currency View’s monetary theory 
of credit. Private actors and states desired a smooth expansion of trade finance in the 
post-Depression, postwar world characterized by capital and exchange controls, still con-
siderable barriers to trade, and the export of (mostly) fully built-up commodities. The 
desynchronization of national business cycles – itself a consequence of capital controls – 
meant that trade surpluses could drive growth while trade deficits might open up supply 
bottlenecks throttling growth (Shonfield 1965, 61–70). With most trade dollar-invoiced, 
this implied the expansion of dollar-denominated credit in global markets that Triffin 
supported. But in the 1950s and well into the 1960s the issue of confidence referred not 
to the US economy as a whole but rather to the narrower question of convertibility into 
gold at USD 35 per ounce. The US maintained a positive, if shrinking, trade balance 
until 1971. Its current account deficit stemmed from unrequited military and foreign 
aid transfers as well as the offshore cost of war in Southeast Asia. Confidence, for Triffin 
(1960; 1962), was confidence in convertibility at USD 35 per ounce, not the issue of dif-
ferential growth. That said, postwar reconstruction meant that the United States was on 
the wrong side of differential growth relative to western Europe and Japan.

As noted above, Triffin is the DNA for the SCV, which is best – in all senses of the word 
– proxied in classic works by Eichengreen (2007; 2008; 2011) and Cohen (1998) and 
policy-oriented analyses by Bergsten (1975; 1987; 1997; 2009; 2015). The SCV trans-
formed Triffin’s concern with convertibility into gold into a more general concern with 
confidence in the US economy. But in doing so these analysts remained faithful to the 
indicators that Triffin’s loanable funds assumption and monetary theory of credit sug-
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gested as the key indicators of US monetary power. Thus, they continued to focus on 
the proportion of foreign exchange reserves held in dollar-denominated assets, and on 
the scale of the US current account deficit. For the SCV, a declining share of reserves 
and a rising deficit in relation to GDP were unambiguous signs of decaying dollar domi-
nance. This made sense in a world where current account deficits might threaten a fixed 
exchange rate, and reserves acted like a household’s savings to cover unexpected short-
falls of income in relation to outgo. (See, for a recent random example, Gavin 2004, 21: 

“Liquidity is simply another word to describe reserve assets that are transferred from 
debtor to surplus countries to cover their payments gap.”) 

Despite the lack of isomorphism between Triffin’s assumptions and the current global 
financial system, the “liquidity-confidence” dilemma continues to structure most dis-
cussions of the dollar’s durability. Those discussions see the US current account deficit 
and associated rising net foreign debt as problems that might spook the faceless and 
homogeneous private investors populating equally undifferentiated global investment 
markets.7 Thus, for example, Gourinchas (2021, 289–93) posits a new Triffin dilemma in 
which the shrinking US share of global GDP conflicts with a growing global economy’s 
need for safe assets in the form of US Treasury debt backing repo (repurchase) agree-
ments. This approach partly opens the door to the importance of differential growth, 
and breaks with gold, but remains a fundamentally economic rather than power-cen-
tered approach to money and global finance.

That said, Triffin’s concern with preventing potential deflation is valid, even if his focus on 
liquidity rather than credit creation misses the mark. The contemporary world economy 
is a capitalist economy, and as such it is inclined towards secular deflation (Schumpeter 
1934; Brenner 2006).8 Capitalist competition driving deflation is a systemic factor. Re-
cency bias around the post-Covid inflation suggests not, but the important word in the 
sentence is secular. It is not only prices for specific commodities that have fallen over the 
past 170 years but even more importantly the price of desired types of goods. The real 
cost of 1 kWh of electricity fell from USD 8.76 in 1890 to USD 1.15 in 1920 to USD 0.10 
in 2023. Goods whose nominal price has seemingly risen, as with the typical automobile, 
often incorporate considerable new content; compare the 1980 Toyota Corolla or VW 
Golf with any contemporary Corolla or Golf. Secular deflation implies downward pres-
sure on profits and increased pressure on indebted entities who need free cash flow to ser-
vice their debts. In this context, new credit creation denominated in dollars serves to keep 
prices from falling further. This is obviously true for the vast central bank money creation 
in the 2008-2010 and 2020-2021 crises, as well as the less appreciated Federal Reserve 

7 That said, in the run-up to the 2008 global financial crisis, analysts like Eichengreen (2007) 
and Cline (2005) also worried about state actors, particularly China, turning away from dollar-
denominated assets.

8 See also the Economist’s industrial commodities price index at https://www.economist.com/
graphic-detail/2014/01/09/more-valleys-than-hills, which shows the trend from 1845 to 2014. 

https://www.economist.com/graphic-detail/2014/01/09/more-valleys-than-hills
https://www.economist.com/graphic-detail/2014/01/09/more-valleys-than-hills
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efforts to forestall deflation after the 2001 internet crash. But even in normal times, the 
endogenous credit creation and US current account deficits help to offset this deflation. 

By contrast, starting from the Global Credit View’s credit theory of money and under-
standing the dollar as global quasi-state money provide a sharper and more accurate 
assessment of the antinomy between credit creation and confidence. The GCV helps 
clarify the cases and consequences of endogenous credit creation in dollars. Four factors 
drive that credit creation, which does, as Triffin argued, help offset potential deflation 
in global markets. Each in turn drives one of the dilemmas or antinomies noted above. 
But each also significantly contributes to what we can call “Hirschman lock-in,” after Al-
bert Hirschman’s (1945) seminal work on eastern European dependence on the interwar 
German import market. Offsetting deflation puts more dollar-denominated credit onto 
global balance sheets, tying financial systems to the dollar as global quasi-state money. 

Hirschman lock-in is rooted in the accelerated deepening of the global division of labor 
after the 1970s and its associated expansion of trade relative to global GDP, the nature 
of oil exports/imports, the institutional structures of export surplus economies (Klein 
and Pettis 2021; Schwartz 2009), and the inherent dependence of development poli-
cies on credit-financed imports of capital goods. Note that virtually all export surplus 
economies are successful late developers, so the third and fourth factors are linked. The 
third is in some sense a special, and more important, case of the fourth. Each of these 
four factors increases the demand for endogenously created credit either domestically 
in the United States or offshore. Critically, offshore credit creation makes non-US banks 
reliant on the Federal Reserve in times of crisis, as noted above. Hirschman lock-in thus 
differs from the SCV’s network-based lock-in, which rests on unmeasurable increasing 
returns from lower transaction costs. 

These two charts (Figure 1, Figure 2) help orient the discussion below. They present cu-
mulative current account deficits and surpluses in real 1992 US dollars from 1992 to 2021.

First, trade, which was Triffin’s main concern. In Triffin’s day (and in many Econ 101 
textbooks today) trade is an exchange of wholly built-up commodities across national 
boundaries using their own currencies, as in the triple coincidence Avdjiev, McCauley, 
and Song Shin (2016) criticize. When production is (almost) entirely domestic, financ-
ing for production occurs in local currency. But as Shin (2017) has argued, the increas-
ing complexity of global commodity chains magnifies the need for trade finance and, 
though he does not discuss this, quite possibly creates a demand for dollar-based pro-
duction finance. Many components and indeed many partially built commodities will 
pass across several global borders before final sale. Shin notes that each of these steps in 
a global commodity chain requires financing, and those financial claims must be main-
tained until final sale. Thus global trade and financial flows grow in lock-step. 

This resembles a firm’s internal or external financing of more complex commodities at 
a purely domestic level, but with three critical differences. First, the shift from arm’s 
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length trade in the fully built-up commodities that characterized most trade before the 
1960s or 1970s requires a vast expansion of trade finance (though not necessarily do-
mestic finance) in volume terms. Second, this expanded volume carries exchange rate 
risk, unlike domestic transactions. Third, though Shin does not discuss this, the fact 
that roughly one-third of global trade is administered trade inside transnational firms 
(and another third is trade between those firms and various semi-captive suppliers) 
(UNCTAD 2013, 135) increases the likelihood that financing is done in dollars, as those 
transnational firms extend credit to their internal and external suppliers. 

US firms obviously operate natively in dollars. But, notably, non-US firms and in par-
ticular firms from the global south typically borrow in dollars for their international 
transactions. McCauley, McGuire, and Sushko (2015, 190) estimated that dollar credit 
to non-US, non-financial firms was already approximately USD 8 trillion in 2014. So 
at a very basic level the liquidity part of Triffin’s dilemma persists. If global banks could 
not or did not generate new credit to fund these operations, firms presumably would 
face higher domestic production costs or be unable to export, slowing growth. Fur-
thermore, the majority of non-US firms are able to borrow in dollars at lower interest 
rates than in their native currency (McCauley, McGuire, and Sushko 2015, 192, 194–95), 
which creates an incentive to borrow in dollars. While US residents ended up holding 
roughly one-third of US dollar-denominated bonds issued by offshore borrowers (Mc-
Cauley, McGuire, and Sushko 2015, 197), borrowers and the banks generating this new 
credit need to find dollar revenue to service that debt. This locks them into serving the 
US market or other markets willing to transact in dollars.

Second, oil. Oil exports might be profoundly deflationary in the absence of endogenous 
credit creation. This structural economic factor pushes in the direction of dollar- (and 
as we will see, sterling-) denominated pricing for that credit. Oil is an illiquid asset 
whose production generates Ricardian rents (see also Hotelling 1931). In principle, 
these rents should be transformed into a liquid asset after extraction, as Norway does 
through its Pension Fund Global. PFG currently owns 1.5 percent of all global equities 
by value, and about 0.5 percent of global bond markets. In practice, many oil producers 
consume the rent – vide Nigeria – treating it like lottery winnings spent on vacations 
and expensive cars. But not all oil exporters do this, and net oil exports account for 
23 percent of cumulative current account deficits in real 1992 dollars or 27 percent of 
nominal cumulative current account surpluses from 1992 to 2021.9 In a loanable funds 
world, financing this aggregate deficit would be profoundly deflationary by channel-
ing income into passive savings and reducing aggregate demand. Indeed, policymakers 
feared exactly this outcome in the early 1970s. In an endogenous credit creation world, 
new credit can offset this drag on demand. From 1992 to 2021 the ten largest emerg-
ing market net oil importers accounted for just over 12.4 percent of cumulative global 

9 Author calculation from IMF World Economic Outlook database, https://www.imf.org/en/
Publications/WEO/weo-database/2023/October.

https://www.imf.org/en/Publications/WEO/weo-database/2023/October
https://www.imf.org/en/Publications/WEO/weo-database/2023/October
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current account deficits.10 And net oil imports accounted for nearly half of US current 
account deficits in the ‘00s.

Three reasonable assumptions suggest that oil exporters who are generating an aggre-
gate current account surplus by transforming oil into a liquid asset will accumulate 
these surpluses mostly in dollar-denominated assets. First, as noted above, the bulk of 
globally available assets were and are dollar-denominated, limiting alternatives. Second, 
to the extent that net oil export revenue is invested in non-dollar assets, this will tend 
to displace the original holders back into the larger and more elastic pool of dollar-
denominated assets – the dollar proceeds from sale of assets must go somewhere! Every 
seller must find a home for their proceeds, so ultimately non-dollar sellers of assets 
must have open financial systems. Finally, net oil importers running current account 
deficits will need to borrow to fund those oil purchases, and lenders will want to and 
need to denominate those loans in dollars rather than soft local currencies to assure 
repayment at something close to real value.

But why dollar denomination for most of that new credit and most of those new assets? 
The second structural factor here is the relationship between oil and the military and 
production aspects of empire. To understand why, we need to start with Schumpeter’s ar-
gument about the sources of growth in capitalist economies and its relationship to hege-
monic powers. Put simply – and I think uncontestably – historically hegemonic powers 
necessarily possess some organizational or material advantage that enables them to be-
come a hegemonic power in the first place. In the industrial or capitalist era, that means 
possessing overwhelming industrial might, and typically faster growth than potential 
rivals. For Schumpeter (1939; 1954; Perez 2003), new growth waves always comprised a 
package of new production processes, new consumer goods, new transport modes, new 
corporate organizational formats, and, critically, a new energy source. And these arose in 
their full form in both of the post-1800 global hegemons, Britain and the United States.

Insofar as a key precondition for global domination is a large, rapidly growing economy 
that is at the technology forefront, some degree of domination over the key new energy 
input is not surprising, though parsing the degree to which this is structural or contin-
gent is difficult.11 Nonetheless, this is not a purely naturalistic factor (i.e., it just happens 
that Texas has huge oil fields and Newcastle has coal), as continued dollar pricing of 
oil shows. Much as Britain was the largest producer and exporter of coal in the sterling 
era (Varian 2017), the United States either was the largest exporter of oil or was able to 
maintain dollar pricing of oil in the contemporary era (Spiro 1998; Yergin 2009). 

10 Author calculation from IMF World Economic Outlook database, https://www.imf.org/en/
Publications/WEO/weo-database/2023/October.

11 Note that solar and wind power, unlike coal or oil, are not geographically concentrated, though 
the production of solar modules currently is. However, producing modules simply requires a 
commitment of resources, not acquisition of potential oil-bearing territories. Solar and wind 
thus represent a potential break in the congruence of hegemonic powers and control over key 
energy resources.

https://www.imf.org/en/Publications/WEO/weo-database/2023/October
https://www.imf.org/en/Publications/WEO/weo-database/2023/October
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Structurally, the country generating global quasi-state money surely starts as a net ener-
gy exporter and naturally prices those exports in its own currency, and, unsurprisingly, 
both Britain and the United States priced energy exports in their own currency. Dollar 
(sterling) pricing for oil (coal) means that net energy importers must find dollars (ster-
ling) to buy that energy or forgo transport and production technologies that use it. In 
the contemporary world, the biggest net oil exporters are fragile states facing significant 
geostrategic threats; 52 percent of cumulative net oil exports by value from 2003 to 2021 
come from sixteen relatively vulnerable or unstable polities.12 The political exchange of 
oil pricing in dollars for military security, which started with Roosevelt and Ibn Saud in 
1944 and was reinforced in the 1970s, is a contingent factor in economic terms, though 
structural in geostrategic terms. 

While any given net energy importer might be able to price exports in something other 
than dollars, in the aggregate this is not possible. Historic pricing in dollars, reinforced 
by geopolitically enforced pricing in dollars, forces net importers to find dollar sources 
of borrowing and thence revenue to service that borrowing. The major sources for those 
dollars would be net energy exporters and the successful late developers with net ex-
ports. Energy imports thus reinforce the accumulation of claims denominated in dol-
lars on net exporters’ balance sheets, and dollar liabilities on net energy importers’ (and 
net importers’ in general) balance sheets. 

All that said, dollar pricing for oil is clearly subject to geopolitical contestation. Rus-
sia and Iran have tried to price oil exports in euro and renminbi. But this remains a 
relatively limited share of the market. Negotiations between India and Russia to buy oil 
with rupees in 2023 collapsed after three months. Likewise, China has induced some 
Gulf exporters to price in renminbi, stabilizing prices for Chinese energy users. This is 
a more profound issue, given that China is the world’s second largest oil importer (USD 
3.45 trillion cumulatively 2003–2021, versus USD 3.5 trillion for the United States).13 
That said, Saudi Arabia’s 1.7 mmbpd of exports to China account for less than 2 per-
cent of daily oil trade. Again, though, what those Gulf states do with their renminbi 
(“petroyuan”) receipts remains an open question. China’s closed capital account limits 
their ability to translate invoice renminbi into renminbi-denominated assets. Mean-
while roughly three-fourths of EU energy imports are priced in dollars.

Late development dynamics create the third and fourth factors inducing endogenous 
credit creation in dollars, respectively on the supply and the demand side of endogenous 
credit creation. Here again, dollar denomination is a structural feature both in terms of 
use and with respect to offsetting deflation. First, successful efforts at late development 
tend to leave those winners with permanently depressed domestic demand. Successful 
late development requires and reinforces domestic political institutions and actors fa-

12 Calculated from data at https://intracen.org/resources/data-and-analysis/trade-statistics, my 
assessment of vulnerability or instability.

13 Calculated from data at https://intracen.org/resources/data-and-analysis/trade-statistics.

https://intracen.org/resources/data-and-analysis/trade-statistics
https://intracen.org/resources/data-and-analysis/trade-statistics
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voring local demand repression. As Klein and Pettis (2021) argue, successful late devel-
oping economies have income distribution favoring firms over households, producing 
perpetual domestic demand deficits. Growth, and more importantly the economies of 
scale that drive profitability, requires net exports to offset this demand deficit. While 
currencies lower in Cohen’s (1998) global pyramid might anchor credit systems in these 
regional or national economies, financial systems in each of these systems tend to accu-
mulate dollar-denominated liabilities and assets precisely because they run export sur-
pluses against the center. Net exports (Figure 2) imply an accumulation of assets, rather 
than a transformation of export earnings into local currency or increased imports. Ex-
porters opt for dollar-denominated assets rather than increased consumption in order 
to continue “enjoying” net exports. As noted above, some of that asset accumulation 
must go into dollar-denominated assets, if only because US equity and bond markets 
have a disproportionate weight in global financial markets. But equally so, efforts to 
prevent their own currency appreciation suggest recycling surpluses as dollar lending 
to would-be developers.

The fourth factor driving continued dollarization is ongoing efforts at late development. 
Poor countries are unable to produce a comprehensive package of capital goods domesti-
cally, and many are net oil importers, creating the demand side that meets the supply of 
dollars accumulated by Klein and Pettis’ successful exporters. They borrow in order to 
capitalize industry or build infrastructure to service their own firms’ and foreign firms’ 
exports. And they borrow in order to buy the oil needed for the wide range of petro-
chemical inputs into agriculture and plastics production. On the one side this borrowing 
adds to global aggregate demand. On the other, any success at late industrialization tends 
to depress global prices for the same reasons elaborated for factor three above.

This might seem like a loanable funds model in which offshore banks intermediate “sav-
ings” by net exporters back to net importers, and it says nothing at all about which cur-
rency ends up denominating surplus countries’ asset holdings. However, this interme-
diation is only the second step in an endogenous credit creation process. The United 
States accounted for just over half of cumulative global current account deficits in real 
terms from 1992 to 2021, and with the other Anglo countries accounts for almost exactly 
two-thirds of cumulative deficits (Figure 1).14 All of these countries have credit- and 
immigration-driven housing booms in which rising housing prices expand the collateral 
backing endogenous credit creation by local banks. This endogenous credit creation is 
the origin of their current account deficits (Kohler 2022; 2023), which, when gross flows 
net out, leaves offshore banks with a loanable residual. But those offshore banks also 
endogenously create credit for would-be late developers financing capital goods imports.

The Klein and Pettis (2021) analysis takes for granted the degree to which the US and 
Anglo economies more easily generate housing-related endogenous credit to match suc-

14 Indeed, Fichtner (2016) sees the Anglo economies as a unified and globally dominant financial 
space.
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cessful developers’ desire for net exports. But this factor relates to their own late de-
velopment trajectories as high-wage, largely family farming, agricultural export-driven 
political economies. Those trajectories generated robust domestic mortgage markets 
servicing spatially extensive urban and rural settlements (Blackwell and Kohl 2018; 
Link and Maggor 2020; Schwartz 2019a). While US policy responses to the Great De-
pression bank failures reconstructed the mortgage system as a debtor-friendly credit-
generating machine that Fannie Mae and Freddie Mac put on steroids (Schwartz 2012), 
housing policy and finance in Australia, Canada, and New Zealand also favored credit 
expansion (Boléat 1985). 

4 Three antinomies around resource transfer, legitimacy, financial stability, 
and differential growth

Endogenous credit creation at the global level and inside the United States (and to a lesser 
extent the other four Anglo economies) helps offset the global deflation inherent to capi-
talism and, more specifically, generated by transnational firms’ expansion of world trade 
via deliberate efforts to arbitrage across wage and productivity differentials, oil exporters’ 
desire to transform oil into financial assets, and the demand repression inherent in suc-
cessful and ongoing efforts at late development. At the same time, for all their positive ef-
fect in offsetting deflation, these current account deficits are no free lunch. They threaten 
the domestic sources of support for the US dollar’s role as global quasi-state money, as 
well as potentially undermining the US economic edge over potential peer rivals. 

Antinomy 1: Credit expansion and financial crises

Three interacting antinomies – soft contradictions or sources of endogenous decay for 
dollar dominance and the stability of the US empire overall – exist. The first can be un-
derstood as a kind of super-Triffin dilemma, in which growth-promoting global credit 
creation conflicts with the differential growth needed to maintain US superiority versus 
potential rivals. In many ways Robert Gilpin (1975; 1981) was the first to highlight this 
danger, implicitly referencing Marxist theories of uneven and combined development 
(Trotsky 1936; Allinson and Anievas 2009) and again, implicitly, Schumpeter’s (1939) 
arguments about leading sectors. Gilpin argued that hegemons – he mostly reserves 

“empire” for pre-industrial social formations – provided public goods to their peripher-
ies, by which he meant all subordinate social systems, and not just the poor countries 
captured in dependency theory’s use of the term. Public goods like security, some kind 
of common legal framework, and a common currency for international trade all en-
abled those peripheries to catch up to hegemons whose dominance rested on their prior 
possession of the Schumpeterian package of leading sectors. Indeed, Gilpin (1975) ar-
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gued, public policy and corporate profit seeking might accelerate that catch-up as when 
US multinational firms brought the mass production, assembly line production pack-
age to Europe.15 I will pick up the broader tension between current account deficits and 
differential growth below, but here I highlight the narrower issue foregrounded in the 
discussion of money above: all credit expansions end in tears (Minsky 1986). 

For neo-Triffinites like Gourinchas (2021; Gourinchas and Jeanne 2012), this narrower 
issue resolves into the ratio between US ability to generate safe assets and the global 
need for such safe assets. As in credit theories of money, Gourinchas argues that all 
financial systems are hierarchical and that the highest-powered credit instruments and 
money at par ultimately validate credit instruments with lesser degrees of acceptabil-
ity. Gourinchas notes that the US share of the global economy has been shrinking and 
is likely to shrink even further as the other big EMDEs continue to grow. This makes 
Gourinchas (2021) less sanguine about long-term stability than Gourinchas and Jeanne 
(2012), who argued that falling interest rates would ease the US ability to supply the ulti-
mate safe asset, its public debt, to the world. While I think that the straight-line extrapo-
lations of Chinese, Indian, etc., growth are all too rosy – not least because the effects 
of climate change will be felt most strongly in the hot and densely populated parts of 
Asia – the US share of global GDP did shrink in nominal terms (which matters more in 
financial markets than purchasing power parity-adjusted terms)16 from its post–World 
War II position of overwhelming dominance.

Much as Gilpin argued about Europe in the 1960s, US and other rich country transna-
tional firms have expanded and upgraded production in the EMDEs, and in a hand-
ful of those EMDEs aggressive state policy has cultivated both growth and world-class 
exporters. But as Gourinchas (2021) himself notes, relative size depends to a degree 
on exchange rates. In 1971, the US share of global GDP had fallen to only 18 percent 
on the back of the devaluations Nixon set in train. But the US share of global GDP has 
been stable at around 22 to 24 percent since the ‘00s. Perhaps more important, the US 
share of rich country GDP at nominal exchange rates has increased from an average 
of 31.7 percent in the 1991–1995 quinquennium to an average of 41.9 percent in that 
of 2017–2021. This has increased the relative weight of the dollar in top-tier safe assets.

Despite this, Gourinchas is correct that the growing global need for credit expansion 
to finance not just trade (including oil import deficits for the foreseeable future) and 
development creates a mismatch with the potential supply of US government and gov-
ernment-guaranteed assets. The issue here is partly political and partly economic. Eco-
nomically, a rising volume of US government debt, particularly in relation to US GDP, 

15 Gilpin’s (1975) analysis elides the role the US state played through the Marshall Plan and other 
policy initiatives, but the point is that both public and private US behavior enabled faster catch-
up than might be expected.

16 PPP-adjusted GDP is irrelevant in financial crisis and quotidian repo markets because financial 
instruments trade at their nominal values. PPP-adjusted GDP might matter for other issues, like 
military and production strength, however.



Schwartz: Triffin Reloaded 23

makes macroeconomic policy extremely difficult. As we saw in early 2023, Federal 
Reserve interest rate hikes intended to stem inflation generated huge mark-to-market 
losses at major banks, requiring a massive bailout of Silicon Valley Bank and a moral-
hazard-creating expansion of deposit insurance coverage to what were de jure unin-
sured deposits. The former suggests limits to the Fed’s inflation-fighting ability, while 
the second encourages even more risk-taking in the banking sector. Neither helps the 
dollar’s global standing. 

Second, at current interest rates, the growing volume of federal public debt means that 
interest payments already exceed defense spending. In the absence of rate decreases by 
the Fed they will be higher than their 1991 peak, relative to GDP. This also hinders the 
Fed’s ability to control inflation, because higher interest rates strain the federal budget. 
While deflation seems the more likely worry, given the flood of Chinese manufacturing 
exports coming onstream, deflation lowers federal tax revenue relative to the fixed debt 
burden, and similarly stresses global dollar debtors whose export revenues decline. The 
dollar-based financial system thus faces an expanded version of Triffin’s old dilemma in 
the absence of substantial US differential growth.

Third, expanded credit at the global level expands the scale of currency mismatch non-
US debtors face, and thus the risk of crisis when the Federal Reserve alters its interest 
rate stance. After the 2008 crisis, extremely low interest rates and the related quantita-
tive easing policy pushed rich country investors into EMDE markets, causing currency 
appreciation (Schwartz 2016). EMDE firms, meanwhile, rushed to borrow at low rates 
and then often engaged in carry trades into their higher interest rate domestic markets, 
expanding EMDE debts in both domestic and hard currencies. Both behaviors eroded 
EMDE competitiveness relative to Chinese and rich country producers. Unfortunately, 
the reverse situation of rising US interest rates is also damaging. It raises borrowing 
costs for EMDE borrowers. It also raises the cost of imported intermediate goods. In 
principle, the Federal Reserve pays no attention to foreign markets (Schwartz 2016), but 
in practice it is hard to see how it cannot consider the reverberations of EMDE default 
back through non-US lenders to the Fed’s swap lines with core central banks. While this 
does not necessarily produce the binding constraint that Hardie and Maxfield (2016) 
hypothesize, it does constrain Fed policy to a degree. In principle, an expanding US 
economy again resolves this issue as it expands the US capacity to act as a Kindleberge-
rian importer of last resort. But here a second antinomy emerges.

Antinomy 2: Differential growth versus current account deficits

The second dilemma is akin to the other side of the original Triffin and neo-Triffin di-
lemma, namely confidence in the sustainability of the US economy. But here we should 
understand this as a question of differential growth favoring the center in the context 
of current account deficits. Triffin argued that sufficient liquidity in the form of trade 
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finance risked undermining confidence in the US state’s ability to redeem dollars for 
gold at a fixed exchange rate. More subtly, for neo-Triffinites, the erosion of the US 
trade surplus threw into question the US economy’s ability to redeem dollars in goods 
and services, because expanding the US money supply fast enough to meet global trade 
needs generated domestic inflation that raised US relative unit labor costs (RULCs) and 
undermined US competitiveness. 

Fast forward to today, when the US current account is consistently and seemingly per-
petually in deficit. This generates what the SCV can see as a super-Triffin dilemma be-
tween US fiscal and household deficits and the drag on the core economy that continual 
current account deficits create on the one side, and the need for safe assets to liquify 
repo markets and provide reserves against losses for non-US banks on the other. Slower 
growth in the central economy calls into question its ability to validate assets denomi-
nated in its money. While non-US banks and governments can generate and sell US 
dollar-denominated claims (Bordo and McCauley 2017, 16–17), ultimately someone 
needs to backstop these claims, as noted in the first antinomy (Binder 2023).

Current account deficits do not necessarily subtract from GDP growth. But the coin-
cidence of deficits with an output gap does suggest a drag on growth. The US economy 
has combined deficits and an output gap in twenty-five of the past forty non-Covid 
years (1980 to 2019 and thirteen of the past twenty at 0.6 percent), with a negative 
output gap averaging 0.5 percent of GDP. Equally so, US capacity utilization has drifted 
downward in each business cycle (trough to trough) from the one ending in the first 
quarter of 1975 (which averaged 84.8 percent capacity utilization) to the one ending in 
the fourth quarter of 2009 (77.6 percent); indeed, as of November 2023, US capacity 
utilization stood at 78.6 percent despite the enormous monetary and fiscal responses to 
Covid.17 Nonetheless, the US economy has largely been on the right side of differential 
growth over the past thirty-plus years in both aggregate and per capita terms. While a 
few smaller developed economies have outpaced US growth, the larger ones – Japan, 
Germany, and both the eurozone and EU as a whole – have not (Table 1). Obviously, 
several developing countries have outgrown the United States, with China of course 
the outstanding and most problematic example. Overall, though, the United States has 
had surprisingly robust growth despite current account deficits, its size (which makes it 
harder to beat the average), and its position at the technology frontier. 

Triffin’s original simple dilemma between liquidity and confidence can thus be under-
stood as a more complex antinomy between the purposes and tools of empire. All suc-
cessful empires balance extraction with the institutionalized provision of order and 
standards, as well as the transmission of production and cultural technologies. Empires 
exist to extract resources from their peripheries on behalf of various elite constituen-

17 Output gap data calculated from OECD Economic Outlook database at https://OECD-ilibrary.
org; capacity utilization data from the Federal Reserve Bank at https://fred.stlouisfed.org/series/
TCU#0. 

https://OECD-ilibrary.org
https://OECD-ilibrary.org
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cies. Imperial order, standards, stability, and demand transmission enable peripheries 
to catch up with the center in economic and, potentially, military terms (Gilpin 1981; 
Mann 1986). Catch-up increases the volume of resources the center can harvest from 
the periphery via tax farming in the past and trade deficits today (among other things), 
but, as China’s rise shows, risks creating potential peer rivals in those peripheries.18

The dollar’s role as quasi-state money for a US-centered empire enabled a vast flow of 
imports, and a corresponding cumulation of current account deficits into foreign-held 
dollar-denominated assets. The imperial center’s dilemma around differential growth 
is that enabling peripheries to grow richer generates more harvestable resources but 
simultaneously enables those peripheries to potentially challenge the center. Classical 
Marxist thought saw convergence as innate to capitalism, with Trotsky (1936, 19) noting 

“capitalism inherently and constantly aims at economic expansion … [and] the conver-
sion of self-sufficient provincial and national economies into a system of financial inter-
relationships equal[izing] the economic and cultural levels of the most progressive and 
the most backward countries.” Resource extraction and the differential growth needed 
to secure that extraction are thus in tension. Deficits also undermine the financial and 
physical basis for military superiority, as the difficulties scaling up munitions produc-
tion for Ukraine revealed. Indeed, US industrial production largely moved sideways 
from the 2008 crisis through 2023.19 

That said, the tsunami of federal subsidies unleashed in the misnamed Inflation Reduc-
tion Act 2022 and the CHIPS Act 2022 have generated a near doubling of investment 
in manufacturing facilities. The state’s gamble here pits the apparent lack of a balance 
of payments constraint against a revival of US manufacturing that might reduce future 
trade deficits. The US state pulled off this kind of Bourdieuvian recalibration of capital 

18 Space constraints prohibit a full discussion of US policy towards China since the early 1990s, 
but those policies provide a caution against the belief that state actors have perfect foresight and 
ability to act.

19 Federal Reserve Bank data at https://fred.stlouisfed.org/series/INDPRO. 

Table 1 Differential growth in GDP and GDP per capita: cumulative percentage increase   
 from 1992 to 2021

∆GDP
(current USD)

∆GDP 
(real local currency)

∆GDP per capita
(real local currency)

USA 258 102 56
Australia, Canada, New Zealand 309 – –
EU 136 – –
Eurozone 117 – –

France 111 51 32
Germany 100 42 37

Japan 26 21 20
China 3509 1135 924
China + Hong Kong 2940 – –

IMF WEO database at https://www.imf.org/en/Publications/WEO/weo-database/2023/April

https://fred.stlouisfed.org/series/INDPRO
https://www.imf.org/en/Publications/WEO/weo-database/2023/April
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three times in the past sixty years. First, Nixon’s demolition departing from Bretton 
Woods in favor of floating exchange rates. Second, a two-decade-long campaign to shift 
profitability towards intellectual property rights-rich firms – largely US firms – via the 
extra-territorialization of US IP law through the TRIPs agreement of the World Trade 
Organization and subsequent trade negotiations (Sell 2003; 2010; Schwartz 2019b). 
Third, the Obama administration’s transformation of oil extraction into a manufactur-
ing process via fracking, which enabled the United States to become the largest oil pro-
ducer in the world by 2023 and eliminate oil imports as a source of current account defi-
cits. But these three successes are no guarantee that the current round of overt indus-
trial policy will succeed in maintaining differential growth favoring the United States 
relative to the rest of the OECD and, perhaps more importantly, China.

Antinomy 3: Differential growth and current account deficits versus legitimacy 
and popular support

David Calleo and Susan Strange (1984, 99) perceptively wrote that “no integrated inter-
national monetary regime is likely to survive unless the domestic economic and social 
order in each major country is in harmony with the international regime.” Resource ex-
traction in the form of trade or current account deficits creates a third tension between 
that extraction and domestic political support for use of the dollar as global quasi-state 
money (Germain and Schwartz 2014; 2017). Continual current account deficits gener-
ate endogenous dynamics undermining the legitimacy of free trade in US politics (vide 
Trump, of course, but Biden has not reversed Trump’s trade policies in any great de-
gree). In principle, central elites could use part of the resource flow to buy support from 
domestic groups exposed to trade competition, much as British financial elites bought 
votes for free trade with cheap food imports. In the United States, imports from low 
wage countries, particularly clothing and housewares, benefited the broader population. 
The costs from trade deficits fell more narrowly regionally and racially, as collapse of 
the southern textile industry largely hurt Black women. Cheaper imports helped drive 
down the cost of consumer non-durables and even more strongly durables in the US 
economy from the 1980s forward. Non-durables prices rose 13 percent more slowly 
than the average price index (CPI), and durables a remarkable 60 percent more slowly 
until the Covid shock.20 But as imports began to erode durables production and thus 
white male employment in the Midwest manufacturing zone after 2000, tolerance for 
free trade and thus the current account deficits needed to power global growth evapo-
rated. It is no accident that Trump eked out his 2016 victory on the basis of very narrow 
margins in the manufacturing states of Michigan, Pennsylvania, and Wisconsin.

20 Calculated from Federal Reserve Bank data at https://fred.stlouisfed.org, series CPIAUCSL, 
CUSR0000SAN, CUSR0000SAD, and CUSR0000SASLE.

https://fred.stlouisfed.org
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The inverse is true in the major current account surplus countries, where the transla-
tion of surpluses in asset accumulation by firms and related elites compresses domestic 
mass consumption (Klein and Pettis 2021) and thus long-term legitimacy. Household 
consumption in the twelve major surplus economies averaged about 47 percent of GDP, 
1992 to 2021, as compared to 67 percent in the United States, and 62 percent for the 
twelve largest deficit countries.21 To be sure, the average German is hardly poor, but, 
first, the issue is consumption relative to productivity rather than absolute income, and 
second, income and wealth inequality have become politically salient issues in Germa-
ny. Populist challenges to politics-as-usual are not unique to the United States. Resource 
extraction and the domestic legitimacy needed to sustain use of the US dollar as quasi-
state money (on both sides of the exchange) are thus in tension. 

Growth, of course, cures all political ills. But the first two antinomies highlight the 
problems inherent in endogenous credit creation in pursuit of growth. Europe currently 
finds itself in a difficult institutional and economic bind. Institutionally, the European 
Central Bank’s single-minded pursuit of price stability, the EU-level Growth and Sta-
bility Pact, and the German debt brake (along with parallel if uncodified mindsets in 
Austria, Denmark, the Netherlands, and Sweden) all militate against any wide-ranging 
effort to boost local income and thus local demand. Economically, the bulk of European 
exports are in price-sensitive sectors (Baccaro and Pontusson 2016), reinforcing the in-
stitutional bias towards lower local aggregate demand.22 Yet at the same time, industrial 
policy akin to the US IRA and CHIPs Acts risks both local inflation and a shift towards 
current account deficits. The EU north could probably manage its public debt in the 
face of current account deficits, as most of these countries are substantial net creditors 
in global markets. Denmark and Sweden, for example, had net international investment 
positions over 35 percent of GDP towards the end of 2023. But overall, the eurozone 
had a net positive position of only 2.3 percent, reflecting negative positions in the south 
(ECB 2024). This makes public debt there vulnerable to investor sentiment in a way that 
it is not in the United States.

Here Klein and Pettis (2021) correctly assess that income inequality – class warfare in 
their view – is driving global imbalances, even if they take the dollar’s central role for 
granted. In both the United States and Europe this inequality is driving populist politics 
and pressure for trade protection. Yet growth cannot occur in the absence of new credit 
creation.

21 Calculated from data at https://www.oecd-ilibrary.org/statistics.
22 Most, not all. Obviously firms like ASML, LMVH, machine tool manufacturers, and to an extent 

the pharmaceutical sector are less price-sensitive. But the profit data unambiguously suggest 
significant limits on pricing power (Schwartz 2019b).

https://www.oecd-ilibrary.org/statistics
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5 Concluding remarks

Thus, four critical and largely political elements interact in a global monetary system 
anchored by the dollar as quasi-state money: credit creation, current account or trade 
deficits, domestic legitimacy, and differential growth. Each of these simultaneously sup-
ports yet conflicts with the others. Imperial centers run current account or trade deficits 
in order to extract resources from their empires. These deficits help generate new credit 
and thus a growth impulse that offsets what would otherwise be the deflationary norm 
in peacetime capitalism. Triffin identified a very specific instantiation of the tension 
between these two poles that later analysts expanded into a more general concern that 
rising current account deficits and inflation would undermine confidence in the dol-
lar. More generally, the expansion of global credit could permit faster catch-up growth 
by peripheries, undermining the center’s relative economic and thence military power. 
Imperial centers need to generate differential growth in their favor to prevent a loss of 
confidence while still being able to absorb real resources from subordinate economies. 
In short, the question of differential growth at a global level generates an antinomy 
around the dollar as quasi-state money.

The core central bank also needs to sustain its currency as quasi-state money. This cre-
ates an antinomy between global use of the currency and in particular the current ac-
count deficits that put that money into circulation, and between control over domestic 
inflation and the rising net international debt that the core’s current account deficits 
generate. This creates a tension between the dollar’s role as global quasi-state money 
and differential growth because sustained deficits also tend to hollow out the traded 
sectors in the economy in the absence of an active industrial policy. A key dynamic 
sustaining use of the dollar as quasi-state money is the combination of recycling (loan-
able funds) and endogenous credit creation by offshore and non-core banks. Put as 
simply and concisely as possible, empires fend off global deflation through an expan-
sion of global credit denominated in their money, but this comes at the cost of widening 
deficits and net debt for the central country and the risk of delegitimating financial cri-
ses and employment losses. The dollar’s role as global quasi-state money backing both 
growth and financial systems in the rest of the empire is the key active lever the center 
deploys with respect to the global financial system. That said, the center also needs an 
active industrial policy to generate differential growth in its favor and a robust welfare 
state or side payments to contain domestic dissent. Balancing these tensions is difficult. 
Nonetheless, the US government successfully rewrote the rules of the global monetary 
and trade system in the 1970s and 1980s. It is now attempting the same rewrite through 
an overt industrial policy and the promulgation of new institutional supports for use 
and origination of dollar credit by non-US banks. It remains to be seen if this will be as 
successful as the prior rebooting of the global monetary system.
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