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INTRODUCTION — THE THRESHOLD OF SYSTEMIC VULNERABILITY

The Shadow Cast on Global Finance
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We are living through a pivotal moment in history, one of those rare periods when the very foundations of the international financial order tremble under the weight of imbalances accumulated over decades. At the start of 2026, while the scars of successive crises—pandemic, energy, geopolitical—are still visible on the body of the global economy, a sword of Damocles threatens to fall not on a single king, but on the entire planetary economic system. This sword is the American public debt. More than a simple accounting aggregate, more than just another macroeconomic statistic, the debt of the United States has become the central pivot around which global financial stability revolves. It is both the engine of American growth and the potential Achilles' heel of global prosperity.

This book, *The American Sword of Damocles *, is not an ideological plea for a collapse of the dollar, nor an alarmist pamphlet predicting the imminent end of American hegemony. It is a cold, realistic, and technical analysis of the mechanisms that underpin US sovereign debt and the breaking points that could transform this debt into a major systemic risk. The term "risk" is not chosen arbitrarily. It refers to the probability—not zero, certainly, but significant enough that institutional investors, central banks, and governments must incorporate this variable into their long-term strategies. For the past forty years, US debt has been considered the ultimate "risk-free" asset, the cornerstone of investment portfolios, the ultimate guarantee of retirement systems, and the dominant reserve currency of central banks. Today, this certainty is crumbling.

The illusion that prevailed during the postwar decades—that of infinite American solvency guaranteed by the power of the dollar—is being challenged by the mathematical reality of compound interest and by the shifting landscape of global geopolitics. Structural budget deficits, rising debt servicing costs in a higher interest rate environment, and the emergence of competing economic blocs seeking to reduce their dependence on the dollar (notably the BRICS) are creating an unprecedented convergence of risk factors. When debt servicing costs begin to absorb a significant portion of the federal budget, competing with social security, defense, and public investment spending, fiscal sustainability becomes a highly contentious political issue. This book starts from a simple but dizzying observation: in a financialized world where capital flows cross borders in milliseconds, a loss of confidence in the ability of the United States to honor its commitments, or even a simple concern about its political will to do so, could cause a brutal revaluation of dollar-denominated assets on a global scale.
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The Nature of the Danger: Beyond the Debt Figure
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To understand the urgency of the current situation, it is imperative to look beyond the raw debt figure, which now exceeds $35 trillion, and analyze its structure and ownership. The danger lies not only in the nominal amount, but also in the speed at which it is increasing, the maturity of the bonds issued, and the diversity of creditors. Historically, the Federal Reserve has been able to monetize some of this debt through quantitative easing (QE) policies, keeping interest rates low and facilitating refinancing. However, in a persistently inflationary environment like the one observed since 2021, the central bank's ability to maintain this policy without triggering an uncontrollable inflationary spiral is limited. The dilemma is a difficult one: maintaining low interest rates to support fiscal solvency risks destabilizing the currency; raising rates to combat inflation mechanically increases the debt burden.

This internal tension in the United States has major external repercussions. Foreign creditors, particularly China and Japan, which hold trillions of dollars in US Treasury bonds, find themselves in a strategically vulnerable position. They are forced to finance the US deficit to support their own exports and stabilize their exchange rates, while simultaneously seeing the real value of their reserves eroded by inflation or threatened by financial sanctions. This mutual dependence, often referred to as the balance of financial terror, is beginning to show its limits. The militarization of the dollar by the United States, through the use of extraterritorial sanctions, has prompted many countries to seek alternatives to secure their trade transactions and stores of value. Dedollarization is no longer a marginal scenario reserved for conspiracy theorists; it is a structural trend observable in the balance of payments and foreign exchange reserve data of emerging market central banks.

This book therefore explores the multidimensional nature of this risk. It is not simply a credit risk in the traditional sense, as the probability of a pure technical default (hard default) remains low for a power issuing its own fiat currency. The risk is more a currency risk (massive depreciation of the dollar), an inflation risk (erosion of the real value of the debt), or a liquidity risk (freezing of the Treasury market during periods of stress). Each of these scenarios would have devastating consequences for the international financial order, challenging the hierarchy of currencies, the stability of banking systems, and the fluidity of global trade. Analyzing US debt means analyzing the solidity of the foundations upon which economic globalization, as we have known it since 1971 and the end of the dollar's gold convertibility, rests.
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Objectives and Methodology of the Work
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The goal of this book is to provide readers—whether investors, policymakers, economics students, or informed citizens—with a clear overview of the vulnerabilities of the US debt system. We will seek to demystify the often opaque technical mechanisms for the general public: how Treasury issuance works, the role of primary dealers , the interaction between Congressional fiscal policy and the Fed's monetary policy, and the transmission channels of a US crisis to emerging and developed economies. We will draw on verifiable public data (reports from the Congressional Budget Office, data from the Federal Reserve, and statistics from the IMF and the World Bank) and on analyses from leading economic research institutions.

It is crucial to clarify that this book is not investment advice. Financial markets are inherently unpredictable and react to a multitude of exogenous variables. However, understanding underlying structural trends allows for better preparation for potential shocks. We will adopt a forward-looking scenario-building approach: rather than predicting a single future, we will explore several possible trajectories, from a soft recovery through financial repression and moderate inflation, to the catastrophic scenario of a bond market crash and a sudden loss of confidence. Each scenario will be analyzed in terms of its probabilities, potential triggers, and differentiated impacts across geographical areas.

The methodology employed combines traditional macroeconomic analysis with a geopolitical reading of financial flows. Debt is not merely an economic phenomenon; it is an instrument of power and international constraint. We will therefore examine how debt dynamics influence American foreign policy and how, in turn, geopolitical tensions (trade conflicts, regional wars, technological competition) influence the demand for American debt. This holistic approach is necessary to grasp the complexity of the subject: the fiscal sustainability of the United States cannot be isolated from its role as global policeman or its position in the race for critical technologies.
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Analysis Structure: A Ten-Step Process

[image: ]


To offer a comprehensive and progressive view of this issue, this book is structured into ten thematic chapters that complement and illuminate one another. We have chosen a pedagogical approach that begins with the technical diagnosis and moves towards the overall strategic implications.

Chapter 1, “Anatomy of Debt – State of Play 2026 ,” will lay the factual groundwork. We will analyze the composition of the debt (publicly held vs. intra-governmental debt), the historical evolution of debt-to-GDP ratios, and the identity of the main creditors. The objective is to provide an accurate snapshot of the situation without unnecessary alarmism, but with absolute clarity regarding the orders of magnitude.

Chapter 2, “History of a Hegemony—From Bretton Woods to the Fiat Dollar ,” will place current debt in its historical context. We will trace the evolution of the international monetary system since 1944, the end of gold convertibility in 1971, and the establishment of the petrodollar. Understanding how US debt became the global benchmark asset is essential to grasping the deep roots of the current system.

Chapter 3, “The Treasury Mechanism—How the Machine Works,” will delve into the technical details. We will explain the process of issuing bonds (T-bills, notes, bonds), the role of primary banks, and the interaction with the Federal Reserve's monetary policy. Demystifying these mechanisms is crucial to understanding how the United States finances its deficit on a daily basis.

Chapter 4, “The Exorbitant Privilege—Why the World Finances America,” will analyze the structural advantages of reserve currency status. We will examine why China, Japan, and Europe continue to purchase Treasuries despite the risks, highlighting the mutual dependence between the United States and its foreign creditors.

Chapter 5, “Warning Signals—Debt Sustainability, Inflation, and Service ,” will identify critical macroeconomic indicators to monitor. We will analyze potential tipping points: the cost of debt service in the federal budget, inflationary pressures, and an inverted yield curve. At what point does debt become unsustainable?

Chapter 6, “Geopolitics of Debt — The Creditors’ Revolt (BRICS) ,” will address the strategic dimension. We will examine the strategies of China and the BRICS to reduce their exposure to the dollar and the emergence of alternative payment systems. Debt as a geopolitical weapon will be analyzed.

Chapter 7, “Scenario 1 — The Soft Exit: Financial Repression and Inflation ,” will explore the most politically likely solution: inflating debt rather than defaulting. We will analyze the consequences for savings, pensions, and global purchasing power.

Chapter 8, “Scenario 2 — The Bond Crash and Loss of Confidence,” will assess the risks of a “black swan” event. Investor refusal to refinance debt, a collapse of the dollar, and a sharp rise in yields: we will model the impacts of a major liquidity crisis.

Chapter 9, “Systemic Contagion – Impacts on Europe and Emerging Markets ,” will demonstrate that the American risk is a global risk. We will analyze the domino effects on European banks, emerging market currencies, and international trade in the event of an American shock.

Finally, Chapter 10, “Towards a New Monetary Order? — Reforms and Possible Futures,” will conclude with the necessary structural transformations. A return to fiscal discipline, the creation of a currency basket, digital currencies: what architecture for the post-dollar era?
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Warning Regarding the Context and Limitations of the Exercise
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It is important to remember that this book is written within a specific context: the year 2026. The figures, debt ratios, and geopolitical configurations mentioned correspond to this period. The financial situation is dynamic: a major shift in fiscal policy, a disruptive technological innovation, or a major conflict could alter the debt trajectory. However, the structural trends analyzed (demographic aging, healthcare costs, militarization of budgets, trade fragmentation) are long-term phenomena that will not be resolved in a few quarters.

Furthermore, financial analysis always involves a degree of uncertainty. Econometric models are decision-making tools, not crystal balls. We have prioritized prudential scenarios and sensitivity analyses to account for this uncertainty. The goal is not to predict the future with illusory certainty, but to provide a robust framework for anticipating risks. The opinions expressed in this book are those of the author and do not necessarily reflect the official positions of the institutions mentioned. Any investment decision made based on this book is the sole responsibility of the reader.

END

d2d_images/chapter_title_above.png





d2d_images/chapter_title_corner_decoration_left.png





d2d_images/cover.jpg
‘:-f






d2d_images/chapter_title_corner_decoration_right.png





d2d_images/chapter_title_below.png





d2d_images/scene_break.png





