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Stocks were mixed last week, with broad gains on Monday and Friday
bookending midweek selling pressure as investors digested earnings results
from more than 100 S&P 500 companies.

The Standard & Poor’s 500 Index ended the week roughly where it started,
slipping 0.10 percent, while the Nasdag Composite Index declined 1.84
percent. The Dow Jones Industrial Average rose 2.50 percent. By contrast, the
MSCI EAFE Index, which tracks developed overseas stock markets, rose 0.49
percent. -2

Dow 50,000

Stocks bounded out of the gate on Monday with the Dow leading a broad rise
across all three major averages. Markets rose in anticipation of a big week for
Q4 corporate reports.’

Market sentiment quickly changed on Tuesday as anxious investors appeared
to rotate out of technology names and into cyclical areas of the economy more
likely to rebound with an improving economy.

News on Wednesday that private-sector job growth slowed in January added to
investor anxiety. Stocks fell again on Thursday, with the S&P 500 briefly
going negative year-to-date.*

Then things turned around.

Stocks rebounded broadly on Friday as investors appeared to “buy the dip.”
The Dow led, closing above the 50,000 level for the first time. The tech-heavy
Nasdaq closed back above 23,000, while the S&P gained 2 percent. The latest
University of Michigan survey showed consumer sentiment rose to its highest
level in six months, helping buoy investor sentiment.®
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Fed Watch: Jobs Data

The brief government shutdown that ended last week delayed
several economic reports. The federal employment report for
January, originally due out on February 6, has been delayed until
Wednesday, February 11.

But payroll processor ADP reported on Wednesday that private
employers added 22,000 jobs in January—about half of the
45,000 expected. Then, on Thursday, outplacement firm
Challenger, Gray & Christmas reported that companies cut more
than 108,000 jobs in January—the highest number of layoffs of
any January since 2009.7

Investors tried to reconcile the reports with the Fed’s January
post-meeting statement, which read, “Available indicators
suggest that economic activity has been expanding at a solid
pace. Job gains have remained low, and the unemployment rate
has shown some signs of stabilization. Inflation remains
somewhat elevated.”

This Week: Key Economic Data

Monday: Atlanta Fed President Raphael Bostic and Fed
governors Christopher Waller and Stephen Miran speak.

Tuesday: NFIB Small Business Optimism Index. Retail Sales*
(Dec). Import Prices™ (Dec). Employment Cost Index (Q4).
Business Inventories™ (Nov). Fed Presidents Beth Hammack
(Cleveland) and Lorie Logan (Dallas) speak.

Wednesday: Employment Report. Federal Budget.

Thursday: Weekly Jobless Claims. Existing Home Sales (Jan).
Fed governor Miran speaks.

Friday: Consumer Price Index (CPI).
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“There is no means of avoiding the final collapse of a boom
brought about by credit expansion. The alternative is only
whether the crisis should come sooner as the result of voluntary
abandonment of further credit expansion, or later as a final and
total catastrophe of the currency system involved.”

— Ludwig von Mises
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Despite the consensus narrative, what we are currently
experiencing globally 1s not “de dollarization,” but a broad loss
of confidence in developed economies’ fiat currencies and
sovereign debt as a reserve asset for central banks and
institutions. This fundamental loss of confidence in the solvency
of developed economies’ sovereign issuers is boosting demand
for gold.

However, the latest data shows no crossover or fiat alternative
substitution. The US dollar’s central role in the fiat system
remains intact.

MMT supporters state that monetary sovereign nations can issue
all the debt they want without inflationary and confidence risk.

However, monetary sovereignty is not a given; it is not perennial
and governments face three limitations when it comes to issuing



debt. Domestic and global confidence in sovereign issuers
begins to decline once they surpass those limits. The three limits
for governments are:

1. the economic limit, when more government debt leads to
stagnation and productivity growth decline;

2. the fiscal limit, when interest expenses and debt burdens
soar despite central bank easing and rising tax receipts;

3. and the inflationary limit, when the loss of the purchasing
power of currencies becomes large and persistent, eroding
citizens’ standards of living.

Over the last few years, the most important trend in global
reserves has been the rotation from government bonds of
advanced economies toward gold, not “out of dollars,” as some
media highlights, and even less so into other fiat currencies.

Many analysts blame the recent sanctions against Russia as a
factor that has triggered the move to other forms of reserve.
However, this does not seem like a plausible cause when most of
the gold reserves that have been added globally are stored in
countries that enforce those sanctions. The evidence is more
complex and different: Central banks globally stopped trusting
in developed nations’ debt as their core asset in 2021 when
inflationism and lack of fiscal responsibility started generating
losses at major central banks. Sovereign debt stopped being the
quality, stable, and income-generating asset that provided real
economic returns to institutions all over the world.

Despite the media and social media comments, the slump of
euro and yen assets as reserves has been more aggressive than
that of the US dollar. Bloomberg and the World Gold Council
data show central banks and sovereign funds have doubled the
pace of gold purchases in roughly three years, accumulating
around 80 metric tons a month and driving record demand and
record prices. This buying comes on top of strong private-sector
investment demand, turning gold into the main beneficiary of



rising concerns about debt sustainability and currency
debasement in the US, Europe, Japan, and the UK. At the same
time, analysts at JP Morgan highlight that much of this official
gold buying is opaque, with significant “unreported” flows via
hubs such as Switzerland, which reinforces the 1dea of a stealth
shift into a real asset outside the fiat system.

The real underlying driver is the deterioration in the fiscal and
monetary credibility of developed economies. Government debt
is close to peacetime record levels, while long term spending
commitments, unfinanced liabilities, weak growth, and aging
populations make future fiscal consolidation politically
challenging. Since the pandemic, major central banks have
combined ultra loose policy, large balance sheets, and implicit
financial repression to maintain the illusion of solvency of
sovereign issuers, which has strengthened the view that fiat
currencies will be used to manage debt through inflation and
negative real rates for a long time. The freezing of Russian
reserves in 2022 and the weaponization of sanctions only served
as a confirmation of the debasement risk and convinced many
emerging market central banks that holding large stocks of G7
sovereign debt and deposits entails growing political and legal
risk. Faced with a mix of fiscal excess, financial repression, and
geopolitical risk, reserve managers have finally returned to the
strategy of adding reserves in an asset with no counterparty risk.
The famous “gold is money, everything else is debt” sentence
becomes more relevant than ever

Dedollarization requires a fiat alternative crossover.

The same sources that show soaring gold demand also show that
there is no true “dedollarization” in the sense of a fiat to fiat
substitution. This also makes sense. The US dollar is the world’s
strongest weak currency because it has a higher level of
liquidity, more independent institutions, and better legal and
investor security than any alternative. The US dollar is losing its



place as a global reserve to gold but not losing its position
relative to the euro, yen, pound, or yuan.

IMF COFER figures show that the US dollar’s share of allocated
FX reserves remains at 59.6%, and when adjusted for exchange
rate moves, the IMF itself concludes that the dollar’s share has
been broadly stable, with recent declines explained mostly by
valuation effects, not active selling. The euro, at 20.3%, is not
even close to being a contender. The euro, yen, sterling, and
even the Chinese renminbi have not captured the supposed
“lost” dollar share. Their combined importance in reserves is flat
or declining, while the rising share belongs to gold and “other
assets,” including silver, oil, or domestic equities in the case of
Japan.

BIS FX turnover and SWIFT payment data allow us to reach the
same conclusion. The dollar is on almost 90% of all FX
transactions and roughly half of global SWIFT payments, with
the euro a distant second and the renminbi still only a low single
digit share. There is no crossover where another fiat currency
replaces the dollar’s role in trade, finance, or reserves. The real
story 1s that all major fiat currencies are losing relative trust to
an asset outside the system, like gold.

Institutions all over the world have suffered losses with
sovereign debt since 2021 and see no end to the inflationary
currency debasement policy, while solvency is under question as
governments reject any form of spending control.

Calling this “de dollarization™ is misleading, because it suggests
a transition from a dollar centric order to a euro , yuan or
BRICS centric fiat order, something the data clearly do not
show. What is actually happening is better described as “de
fiatization at the margin,” a shift away from all heavily indebted,
policy managed fiat currencies towards real assets that do not
depend on governments. The dollar remains the least imperfect
fiat currency, with unmatched liquidity, legal and investor



security, and support in trade and finance, so there is no scalable
alternative that reserve managers can move into without
assuming even greater risk. That is why central banks diversify
some of the marginal flow into gold but keep the bulk of their
liquid reserves, payment systems, and FX operations in US
dollars.

The world is penalizing the fiscal and monetary excesses of
developed economies by demanding less of their debt and more
gold, not by building a new fiat currency alternative. The record
highs of gold and the constant purchases by central banks
indicate a lack of confidence in the long-term purchasing power
and credit quality of sovereign issuers, not in a competing fiat
currency. Meanwhile, the dollar’s share in reserves, trade
invoicing, FX turnover, and payments remains dominant and
broadly stable, with no evidence of a large scale substitution into
euros, renminbi, or any other fiat unit

The global system is therefore not moving from “dollar
hegemony” to “yuan hegemony” or a multipolar fiat regime; it is
moving from unchallenged trust in developed market paper to a
world where gold re emerges as the ultimate reserve asset, and
the dollar stays at the declining fiat center because nothing else
can replace its security, infrastructure, and depth.

While investors legitimately worry about America’s credit
credibility and the US dollar’s purchasing power, no one is
naive enough to consider the euro area, Japan, China, or a basket
of serial devaluators like the BRICS as viable alternatives to the
US dollar.

The solution is to go back to sound money policies. However,
no fiat currency issuer seems to want that shift. No government
desires a strong currency because it undermines their illusion of
paper promises.'”
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value
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