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A lot can change in 
four years
On the 50th anniversary of 
floating exchange rates in 
2023, I reflected on how the 
four years 1969-73 marked a 
shift from the postwar world 
economy to the modern world 
economy
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Source: Floating Exchange Rates at Fifty, Douglas Irwin
and Maurice Obstfeld, eds., Peterson Institute for International
Economics, 2024

https://www.piie.com/bookstore/2024/floating-exchange-rates-fifty


The years 1969-73 were 
the first Nixon term
• Fundamental economic 

and social conditions 
determine which madmen 
get authority, and when

• But however they were 
determined, Nixon’s 
actions were enormously 
consequential
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The list of 1969-1973 “origins” is long
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The economic 
consequences of 
Donald Trump

• The second Trump presidency 
also reflects long-simmering 
forces

• To some degree, these reflect 
the postwar system’s successes!

• Since Trump’s return in 2025, 
much of the post-postwar 
structure has been brought into 
question
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https://ideas.repec.org/a/spr/italej/v6y2020i1d10.1007_s40797-020-00121-4.html


Structural 
demolition since 
January 2025
I will focus on four areas:
• The global trade system
• The global financial system 

based on the dollar
• Geopolitical realignments
• Rules and the rule of law – 

at home and abroad
Of course, these demolitions 
are mutually reinforcing

66/9/2026



The global trade system
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Contrary to predictions, 
global trade flourished in 
the floating-rate period
• Floating exchange rates allowed countries to 

dismantle trade barriers that had been motivated 
by balance of payments concerns

• The effect was especially strong in middle-
income countries during the 1990s (Irwin 2025)

• The US dollar’s global role helped offset 
exchange-rate uncertainty

• Non-policy trade costs declined (Hummels 2007)

• WTO, NAFTA, EU single market, China PNTR

• But there were also structural disruptions, 
political backlash

• Trade growth has stalled since the GFC
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https://www.cambridge.org/core/journals/journal-of-economic-history/article/trade-policy-exchange-rates-and-the-globalization-surge-of-the-1990s/C84E92EE2205A55462A9E09CA9359CEA
https://www.aeaweb.org/articles?id=10.1257/jep.21.3.131


US tariff policy is 
driven by grievance, 
but has many goals
• Grievances include US trade 

deficits, deindustrialization

• Revenue motive (Clausing and 
Obstfeld 2026)

• Also, a powerful weapon to drive 
economic concessions – so-called 
“trade deals”

• A weapon to drive non-economic 
concessions (e.g., don’t dare to 
defend Greenland; don’t run 
objectionable TV ads; drop certain 
domestic prosecutions)
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US trade policy 
necessarily discards
the MFN principle

106/9/2026

• Fundamental to the GATT 
and WTO systems

• Meant to reject the 
discriminatory practices of 
the interwar period

• Simplifies business decisions 
and enhances economic 
efficiency

• US is engaging with WTO to 
isolate China, expand range 
of “reciprocity”

Source: New York Times, February 27, 2026



The global financial system and the 
dollar

116/9/2026



Global financial activity 
exploded under floating 
exchange rates
• Being freed of the need to devote 

monetary policy to the exchange 
rate, governments could liberalize 
financial movements (“trilemma”)

• Free-market ideology helped

• Lobbying helped: financial interests 
concentrated, stability costs diffuse

• Financial cooperation (BCBS, FSB, 
IOSCO) 
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https://www.brookings.edu/articles/external-wealth-of-nations-complete-update-2023/
https://www.brookings.edu/articles/external-wealth-of-nations-complete-update-2023/
https://www.brookings.edu/articles/external-wealth-of-nations-complete-update-2023/
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The US dollar has 
supported this, serving 
as a global currency

• Eurodollar trading in the 1960s set 
the dollar up as the premier offshore 
currency

• Finance complementary to trade 
(Gopinath-Stein 2021); network 
effects; deep US financial markets

• Reagan budgets (Coppola et al. 2025)
• Volcker disinflation set up the 

dollar’s current dominance
• US has supported offshore markets 

(most recently, swaps)

Source: 2015 data from Ilzetzki, Reinhart, and Rogoff, NBER wp 23134, 2017 

The dollar has been the overwhelmingly dominant anchor currency

https://academic.oup.com/qje/article-abstract/136/2/783/5941506
https://academic.oup.com/qje/article-abstract/136/2/783/5941506
https://academic.oup.com/qje/article-abstract/136/2/783/5941506
https://www.nber.org/system/files/working_papers/w33390/w33390.pdf


No currency ready to 
supplant USD, but its 
status could erode

• Threats to Fed independence

• Erosion of rule of law in US (more 
on that to follow)

• US withdrawal from global security 
arrangements and other public 
goods

• Desires to insulate from exposure 
to dollar system

• US fiscal indiscipline

• Financial fragmentation could 
undermine domain of the dollar

• Only tentative signs so far, but …
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Financial fragmentation 
seems inevitable

• We have not yet seen a finance backlash 
comparable to that against trade

• But populist elements traditionally attack 
finance and are starting to do so – “moving 
money around vs. making real stuff”

• Regulatory non-cooperation will promote 
fragmentation – and/or a race to the bottom

• Security non-cooperation will promote 
fragmentation

• Higher trade costs hamper finance 
(Obstfeld-Rogoff 2001; Chari et al. 2025)

• Keynes’s (1924) argument
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https://www.nytimes.com/2026/02/06/opinion/capitalism-industry-financialization.html
https://www.jstor.org/stable/3585403
https://www.jstor.org/stable/3585403
https://www.jstor.org/stable/3585403
https://cepr.org/publications/books-and-reports/geneva-28-geopolitical-tensions-and-international-fragmentation
https://babel.hathitrust.org/cgi/pt?id=uiug.30112067704897&seq=590
https://babel.hathitrust.org/cgi/pt?id=uiug.30112067704897&seq=590


We should expect more restrictions
• Keynes’s argument is not unlike some of the arguments for reshoring 

trade on national security grounds
• Expect more outflow restrictions, which also may be motivated by 

security considerations
• We are also seeing more restriction of investment inflows on security 

grounds – or explicit conditions and implicit “taxes” on the inflows
• There may also be more pursuit of macroeconomic rationales for 

inflow controls or taxes; or measures to coerce other countries
• Even before Trump 2.0, FDI flows showed clearest evidence of 

geopolitical stress (Aiyar et al. 2023)
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https://cepr.org/system/files/publication-files/190366-geoeconomic_fragmentation_the_economic_risks_from_a_fractured_world_economy.pdf


Dollar stablecoins: The US play to 
preserve dollar dominance and 
rescue the American fiscal future
• The US government’s proposition is that global stablecoin 

demand creates a demand for Treasuries that will lower 
federal borrowing costs
o Quantitative potential for net demand?
o Loss of seigniorage from underground cash holdings is 

substantial – transferred to coin issuers
• Best use case may be in low- and middle-income 

countries – effects on monetary sovereignty?
• Tracking illicit finance and tracking capital flows? 

International cooperation will be needed
• US control over a new avenue of cross-border payments?
• Effects on credit creation?
• Links and risks to the traditional financial system?

176/9/2026 Source: Aldasoro et al., BIS Bulletin 108, July 2025



Geopolitical realignments
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The year 1972 was a watershed for China’s global role
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China became the 
world’s leading exporter
• China’s share of world 

exports understates its 
structural impact, because its 
export prices have fallen 
quickly

• Consumer gains, but labor 
market disruptions in many 
countries, notably the US

• Has created political 
backlash, notably in US

• Current export wave 
threatens further trade actions
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Direct US trade with 
China has fallen 
precipitously
• US trade with China began to 

decline with Trump’s first actions 
against it in 2018

• Some trade was initially diverted 
through third countries (such as 
Vietnam), but the universal 2025 
tariffs have made that less 
profitable

• China’s overall global exports 
have not fallen; they have been 
diverted elsewhere, in effect 
exporting earlier tensions with the 
US to bystanders
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Can the non-US world 
maintain open trade 
under WTO rules?
• The G20 is exploring policies 

to resolve global imbalances
• China’s surplus and export 

promotion will remain risks
• Most countries have reacted 

by diverting trade from the 
US, rather than retaliation

• EU-Mercosur, India-EU, 
Indonesia-EU, Philippines-
UAE, possible new entrants 
to CPTPP …. 
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1973 brought OPEC to 
the fore; now we have 
another oil shock

• The 1973 and 1979 shocks led to large-scale 
acquisitions of US assets by Gulf oil producers

• These changed the nature of foreign official 
flows into the US

• Higher oil prices enabled the USSR to become 
an oil exporter in 1973 -- now they are enabling 
it to prolong war with Ukraine

• Ukraine is monetizing its defense expertise
• With vast implications for Europe …
• …which depends on the Gulf for natural gas
• The luster and security of Gulf states may be 

reduced for the long term
• Severe economic implications for Asia
• A quagmire will diminish US global power
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Chokepoint



Rules of the (market) game and 
the rule of law
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The US has departed 
from norms and rules, 
at home and abroad
• Political meddling in markets and the 

justice system harms investment

• Encourages bad behavior globally rather 
than providing an exemplary public good

• Government stakes or profit shares in US 
Steel, MP Materials, Intel, Nvidia, AMD

• Political weaponization of investigations 
and contracts (Anthropic, universities)

• Questionable tariff authorities

• Seizure of Venezuelan resources and 
diversion of proceeds abroad

• Meddling in foreign elections (not new but 
now overt and conducted in public)

• Opportunistic international cooperation
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Newly flimsy wall 
between national and 
private interests
• Presidential support of crypto 

• Lax enforcement of Foreign Corrupt 
Practices Act

• Unproven suspicions of insider trading

• G20 summit set for Trump Doral club

• Favorable prosecutorial treatment for 
presidential allies accused of crimes

• Use of presidential pardon power 
outside of previous institutional channels
o Undermine faith in impartial treatment by 

US government and creates incentives 
for rent seeking

o Further weakens the dollar’s position
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Reacting to the Nixon “imperial” 
presidency, Congress passed 
numerous legislative safeguards
The names speak for themselves:
• War Powers Resolution (1973)
• Budget and Impoundment Control Act 

(1974)
• Trade Act (1974)
• Federal Election Campaign Act 

amendments (1974)
• Further laws later in 1970s on ethics, 

inspectors general, domestic surveillance
All of these are currently being tested in 
a new imperial US presidency; the 
Congress is not resisting much
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Thank you.
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