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AWAY?
By Robert Stoll, CFP® CFA

There’s been a lot of talk in the media
about the demise of the U.S. Dollar.
Countries are banding together to
create an alternative to the dollar
when it comes to international trade.
The dollar’s status on the international
stage is a huge issue for all Americans.
We’'ll see just how dominant the dollar
is today, and answer the question, “Is
the dollar going away, as we know it?”

QUARTERLY PERSPECTIVE

Have you caught Spring Fever yet? Maybe you’ve
found yourself doing some spring cleaning or planning
a summer vacation. We feel that here on our team, too.
When we finish tax season each year that’s when we
know we’ve turned a corner for the year.
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WHAT YOU NEED TO KNOW

ABOUT CBDCS
By Robert Stoll, CFP® CFA

Spring and summer often mean new growth. We are
experiencing that too! Not just in the sense of firm
growth, but in our knowledge and expertise.

There’s an initiative underway by
global governments and central
banks to introduce a new money
system. Collectively called Central
Bank Digital Currencies, or “CBDCs”
for short, this new system is being
introduced in response to the
popularity of cryptocurrencies.

We are each going through several sessions of
continuing education in a variety of financial planning
topics. It’s our hope that you notice we have the time and
Skill to help you when you have questions.

This education informs the personalized advice we give
you. But, we also spend our time understanding complex
topics so that you can understand them too! Some of our
most recent videos and articles have been a result of our
financial education.
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DON’'T MAKE RETIREMENT
YOUR DREAM

By Michelle Smalenberger, CFP @
As you head into spring and look ahead to summer,
where are you growing? What opportunities do you have
to keep learning? As you come across new things our
team would love to hear about them!

The traditional idea of working to
retirement is outdated. But to wrap
your head around retirement for this
age, you need to dream bigger. Our
goal as advisors is to take you to
retirement, and then beyond.

- Michelle Smalenberger, CFP®, CEO



IS THE DOLLAR GOING AWAY?

BY: ROBERT STOLL, CFP® CFA

There’s been a lot of talk in the media about the demise of
the U.S. Dollar. Countries are banding together to create
an alternative to the dollar when it comes to international
trade. The dollar’s status on the international stage is a
huge issue for all Americans. We’ll see just how dominant
the dollar is today, and answer the question, “Is the dollar
going away, as we know it?”

HOW IS THE U.S. DOLLAR REGARDED GLOBALLY?

We first have to recognize a truth about the international
financial system that has ruled since the end of the
Second World War. While different international exchange
regimens have come and gone, there’s been one
dominant feature: that the U.S. Dollar is the reserve
currency of the world.

“Reserve currency” refers to the one currency used on
Earth that is widely accepted by people across the globe
as the most trustworthy medium of exchange. Throughout
the last 500 years, there has been one dominant reserve
currency at a time. Not coincidentally, a nation’s reserve
currency status correlated with its military strength. Spain,
Portugal, France, and British currencies have enjoyed
reserve currency status at one point or other during the
last five centuries.

Given the U.Ss surge on the global stage during the first
two world wars in the early 1900s, the Dollar has taken
its place as the globe’s reserve currency. We can see this
two ways. First is the share of international transactions
that settle in the U.S. Dollar versus other currencies. As
you can see, it’'s not even close, the Dollar dominates.

USD, EUR, CNY, GBP and JPY: Share of international transactions (1989 to now)
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Second, non-U.S. countries that run a surplus with the
U.S. obviously get Dollars in return. When U.S. consumers
buy TVs, they’re buying them from Asia using U.S. Dollars.
The country receiving those dollars has to do something
with them, and often they hold on to those dollars. The
piles of money accumulated by exporting countries

are called “foreign exchange reserves.” And this handy
chart from Wikipedia shows the Dollar dominates global
foreign exchange holdings.

The percental composition of currencies of official foreign exchange reserves from 1995 to 2022, 5181171
100 =
a0
80|
70

60 /_.\—\—\/—\
50
401
a0

sorl m

10+
o g R

L]

——r —r
> o » & £ o
Kl

Peuo

[l Jzpanese yen

B R S
& g g F

—
@ 0 P P
NN a*
P P P

Il vs doller

[l steriing

[[] German mark
[ Renminbi

[l French franc

[ other

The conclusion from these two charts is that, A) The U.S.
Dollar dominates global transactions and reserves, and B)
that dominant position has changed little over the last few
decades.

WHY ARE PEOPLE SAYING THE DOLLAR IS LOSING STATUS?

With these facts in mind, it’'s curious that we’re flooded
with financial media and cable TV news stories of ‘de-
dollarization.” What’s up with that? Realize that these “dollar
is dead” stories aren’t new. Every few years — for whatever
reason — investors latch on to the idea that the dollar is
dying, as these articles from 1975 and 2004 demonstrate.

We can trace the cause of the current anti-dollar movement
back to Russia’s invasion of Ukraine last year. In response,
the U.S. and Europe froze Russian assets in dollars and
made it much harder for Russia to engage in trade in
dollars. Imagine having your bank account frozen for
committing a wrong (we’ll get to that in the next articlel)
and not being able to access your savings.

Freezing Russian dollar assets was a huge wake-up call
to many adversaries that have U.S. Dollar assets. China



has over $3 trillion of foreign exchange reserves, a good
portion of that in dollars. The last thing they want is to lose
their assets denominated in dollars. Saudi Arabia, Brazil,
India, and Russia are some of the biggest holders of U.S.
Dollars.

If these countries want to reduce their dollar exposure, they
have to settle their trade in something other than dollars.
News stories have emerged in recent weeks of deals
between China and other countries to settle oil imports in
China’s currency, the Yuan. Other countries are reportedly
trying to form trade blocs to do the same — settle trade in
something other than the dollar.

Pile these stories together and suddenly it feels like the
dollar is indeed losing status. But look again at those
headlines above. This kind of talk has been going on for
decades.

WHY DOES THE DOLLAR STATUS MATTER?

A good question at this point is, “Why does the status
of the dollar matter to us?” I'm glad you asked! It is the
one issue that informs every single international relations
issue: power.

When a country enjoys reserve currency status, they are
in the best position to determine the terms of trade with
other countries. Think about it. If you’re buying important
foreign goods such as food and oil, and you settle those
trades in a currency that you can print, you’re in a pretty
nice bargaining position. Since so much of the world’s
trade in life-giving goods is in dollars, the U.S. enjoys a
powerful position as the only country that can print dollars,
as needed.

In 2022, non-U.S. countries got a taste of what it means
when you DON'T have reserve currency status. After the
invasion of Ukraine, the price of oil, soybeans, wheat, and
other commodities rose sharply. U.S. consumers of course
felt those price increases at the pump and at the grocery
store.

But imagine if you were living in Japan. Not only did the
price of oil rise upwards of 50% in the first half of 2022,
but the value of the Japanese Yen lost 20% of its value
versus the Dollar. That means the price of oil for Japanese
consumers rose almost 70%. Talk about pain at the pump!

So when you’re hearing stories today with everyone
dumping on the dollar’s status, understand that these
stories are in reaction to many country’s experiences since
the Ukraine invasion. Seeing the price of commodities
surgeinlocal currency terms was bad enough. Butwatching
the U.S. unilaterally freeze (i.e. confiscate) Russia’s dollar
assets was another.

Suddenly, the dollar’s reserve status became a big problem.

And that’s the point: living in a country that doesn’t have
global reserve currency status makes that country more
vulnerable to external shocks. Thankfully, we don’t have to
worry about that as U.S. citizens.

WILL THE DOLLAR LOSE RESERVE STATUS?

If all these countries are trying to replace the dollar, it
makes sense to worry about the dollar’s reserve status.
The question is, what replaces the dollar?

The answer to that question is the precise reason we
shouldn’t worry about the dollar’s reserve status. What is
everyone going to replace the dollar with?

China is trying hard to make its currency an acceptable
currency of trade. But if you're worried about the U.S.
confiscating your dollar assets, do you really feel better
about China NOT pulling that trick against their adversaries
one day?

Europe is constantly making noise about wanting its Euro
to replace the dollar because they understand the benefits
they’d have if they did global trade in Euros. But the Euro is
only 24 years old, and they depend on the U.S. for military
security. Not only that, there are legitimate questions
whether the Euro monetary experiment will even work
over the long-term.

The closest thing to a “dollar killer” that isn’t dependent
on a single country would be the International Monetary
Fund’s Special Drawing Rights, or SDRs for short.
SDRs work similar to how the Euro was put together: a
negotiated exchange rate between several countries
cobbled together to form a single unit. But the prospects
of SDRs replacing the dollar are slim if the U.S. is unwilling
to take part.

IS THE DOLLAR GOING AWAY?

The takeaway from this article about the dollar is that it’s
not going away. Nothing exists that can logically replace
it at this point in history. And despite the best efforts of
countries to come up with a dollar alternative for the last
50 years, nothing has emerged. | see no reason that would
change now.

This is a big question, but these are the kinds of things we
as financial advisors are paying attention to. If you want to
stay up to date with what we are talking about, subscribe to
our bi-weekly email. But, if you are looking for confidence
in your finances in the midst of uncertainty, reach out! We'd
love to show you how we can partner with you.



WHAT YOU NEED TO
KNOW ABOUT CBDCS

BY: ROBERT STOLL, CFP® CFA

There’s an initiative underway by global governments
and central banks to introduce a new money system.
Collectively called Central Bank Digital Currencies, or
“CBDCs” for short, this new system is being introduced
in response to the popularity of cryptocurrencies. The
topic of CBDCs is controversial. Some view this as a
natural evolution of money in a digital world. But others
view CBDCs as being a Trojan Horse for more government
surveillance and control over the lives of private citizens.

The primary purpose of this article on CBDCs is to make
you aware of the issue. Frankly, this isn’t an easy topic
to write about. Like so many issues in American society,
one’s view of a topic like this can quickly devolve into
a right versus left political issue. But it's a significant
issue that could affect ALL Americans, and it could be a
significant negative issue if you logically think through
how governments might use something like CBDCs. Keep
an open mind as you read about what you need to know
about CBDCs.

WHAT IS MONEY?

Asking, “What is money?” is like asking about the meaning
of life. The answer might seem simple, but philosophers
have waged debates about the role of money in society
for centuries. To keep things simple, we will define money
as “legal tender” for this post. Currently, the only legal
tender in the United States is cash, coins, and stuff like
checks and card transactions that are based on those cash
and coins.

Central banks control the creation of money. In the United
States, the central bank is the Federal Reserve. It has
the power to create and destroy money. Surprisingly, the
current syste of money in the U.S. is barely 100 years old.
Prior to the system as we know it today, many entities
issued “currency” that could buy and sell things.

Centralization of money creation with the Federal Reserve
has worked to establish a stable and predictable medium
of economic exchange. Still, there have been periods
where mismanagement of money creation caused
economic hardship. Think back to the 1970s, where too-
loose monetary policy contributed to a surge of inflation
and unemployment.

WHAT IS DIGITAL CURRENCY?

More recently, central banks have engaged in
unconventional monetary policies that included keeping
short-term interest rates near 0%. This policy has created
massive wealth inequality, as the “rich” benefitted from
owning financial assets like stocks and bonds, which LOVE
cheap money. On the flip side, people who don’t own a lot
of stocks and bonds have suffered from paltry yields on
savings accounts and bonds.

These realities have led to the creation of cryptocurrencies,
such as Bitcoin. They are a response to the belief that
central banks are failing in their management of the money
system. “Cryptos” are an alternative system of money
created outside the purview of [corrupt] governments.
“If the government will not do it right, then we’ll do it
ourselves.” The threat of alternative forms of “money” has
caused governments to give birth to the idea of Central
Bank Digital Currencies.

WHAT ARE CBDCS?

CBDCs would be a new, distinct, form of legal tender.
They should not be confused with digital forms of cash
and currency that we use today. Under the current system,
“digital” money is readily available to be converted to
cold, hard cash. If you think about it, having the right to
convert your digital money into cold, hard, cash provides
confidence in the money system. It's a reason the
gold standard used to exist; citizens want to know that
something tangible backs their wealth. It’s also why many
Depression-era savers kept cash in safes and vaults.

There would be nothing tangible about CBDCs. You
wouldn’t be able to convert CBDCs to anything tangible.
You wouldn’t be able to exchange CBDCs for cash and
currency. But they would function much like physical and
digital cash and currency work today. You’d be able to
walk into a store that accepts CBDCs, and electronically
pay for goods and services.

The Federal Reserve would again have the power to
create/destroy CBDCs, just as they do with physical cash
and coins. The problem is that since CBDCs wouldn’t have
any physical form, the Fed (read: Federal government)



would have unilateral power to turn money on/off. Money
as CBDCs could be here today and gone tomorrow. There
are risks to that, as we’ll get into below.

WHAT PROBLEMS DO CBDCS POTENTIALLY SOLVE?

Proposals for CBDCs have really come into focus in the
last 3-4 years. Many central banks and government
organizations initially waved off the idea of CBDCs. But
that’s changed. They’re now being seriously considered
and the intellectual groundwork for their use is being
sowed by the likes of the Bank of International Settlements,
the “central bank of central banks.”

It’s helpful to ask, “What problems are they trying to solve
with CBDCs?” | won’t pretend to have read all the white
papers on this topic as there have been hundreds of them
that run hundreds of pages long. But we can look at the
U.S. Policy Objectives for a Central Bank Digital Currency
System or the Bank of England’s report, “The Digital Pound:
A New Form of Money for Households and Businesses” for
clues.

Problem to Solve: Promote Real-time Settlement of
Payments

One of the popular arguments for CBDCs is that they will
allow for instant settlement of transfers and payments.
Today, if we move money from one bank to another, or
deposit a check, we have to wait the proverbial “3 to 5
business days” for the transaction to clear. Proponents of
CBDCs argue CBDCs are necessary to make transfers and
payments “instant.”

Ironically, the Federal Reserve is already working on this
project with our existing monetary system. The program
- called “FedNow” - will modernize our nation’s payments
infrastructure to allow for instant settlement of payments
and transfers. Effectively, this system will relegate the “3
to 5 business day” rule to the dustbin, rightfully so. There
have been allegations on social media that FedNow is
a precursor to CBDCs, but | don’t believe that to be the
case. This is a distinct program to modernize the monetary
system we already have. Modernization is a good thing!

It's set to begin testing in Summer 2023. So the day is fast
approaching of having instant settlements. If that’s the
case, then why do we need CBDCs? My answer: we don’t.

Problem to Solve: CBDCs Provide Consumer Protection
Proponents of CBDC assert they would help foster
consumer protections against fraud. No doubt, a
centralized CBDC system would likely be more efficient at
combating fraud, but it wouldn’t be 100%. Just look at the
number of people having their taxes filed fraudulently on
their behalf; the IRS isn’t doing a good job!

This also ignores the fact that there are multiple layers of
consumer protections in place to make people whole if
they’re victims of fraud. Credit card companies reimburse
you for fraudulent charges. FDIC deposit insurance gives
us peace of mind that money in the bank is safe.

Fraud and identity thefts are genuineissues. Butare CBDCs
really the solution? | doubt it. The potential improvements
in protection don’t appear to justify the creation of an
entirely new money system.

Problem to Solve: Fight lllegal Activity and Terrorism

As a card-carrying member of the cynical GenX generation,
this is the one argument for CBDC that gets my eyes
rolling. The argument goes that a monetary system based
on physical cash and coin is ripe for abuse by bad actors,
terrorists and drug lords alike. No doubt there’s truth to
this, as we’ve seen pallets of cash seized by authorities in
the past.

My issue with this being a reason to launch CBDCs results
from what we’ve seen happen with the Patriot Act after
9/11. We can call it a success in terms of there being
no terror attacks on the scale of 9/11 since that horrible
event. But there have also been countless stories of
abuse of surveillance, secret courts, and subpoenas
since the passage of the Patriot Act. Point being, putting
extraordinary powers into the government’s hands in times
of crisis is ripe for abuse.

If we take the argument for CBDCs helping to fight terror
and drug lords at face value, we have to understand how
it could be successful. The only way that we see CBDCs
“fighting” terror is if governments completely banned
physical cash as legal tender. Otherwise, why would any
bad actor use CBDCs - where law enforcement would
have perfect visibility into who’s using the money and
what they’re using it for - when they can use cash, which is
anonymous? As my old boss used to say, “It doesn’t pass
the smell test”

Wrapping it up, when we look at the purported use cases
for CBDCs, it’s really hard to find any significant benefit
that can’t already be addressed with the current money
system. If the upside is limited, then what’s the downside?

THE DANGERS OF INTRODUCING CBDCS

There is a faction of leading global economists that is
conducting what | call a War on Cash. Their view is that
having physical cash and coins in circulation creates
problems for central banks, as they don’t have total control
over the exact supply of money in circulation. Once these
bills and coins are out there, they’re out there. It’s hard to
take them back.



Their idea is that CBDCs could one day replace physical
cash and coins as the form of accepted, legal tender in
society. That way, they easily control the supply of money,
providing more or less money as economic conditions
warrant. You’ll notice the word “control” showing up a lot
when talking about banning cash.

Danger of CBDCs: Forget About Privacy

One of the curious arguments I've seen by CBDC
proponents is that they will help provide privacy and
anonymity. Really? Let’s think about this.

The government would be the sole issuer of CBDCs.
People would hold these CBDCs in digital accounts that
governments could see whenever they want. And if you're
buying and selling stuff using CBDCs, they would have
perfect visibility on what you’re doing with your CBDCs.
Does any of this sound private?

We’re already seeing examples of companies blocking
transactions they deem inappropriate. Many banks
disallow transfers into crypto exchanges or gambling
websites. There was even a story last year of someone’s
Venmo transfer to a friend getting blocked because it
referred to a “Cuban sandwich” they were paying their
friend for (national security!). And then there is the example
of Canada’s government ordering the banks to freeze
accounts for anyone that was associated with a protest
truckers were carrying out about COVID restrictions.

With our current system that’s based on physical cash and
currency, citizens at least have the option to carry cash
to conduct their affairs without threat of that cash being
frozen. Perhaps we can argue that bad actors SHOULD be
banned from conducting “business” in cash.

But with CBDCs, governments will not only have the sole
power to create and destroy money, but they’d also control
the definition of “bad actors.” How might this play out? In
China, they are introducing a Social Credit Score system
that looks a lot like our normal credit scores. Except a
Chinese citizen’s social score is raised or lowered based
on behaviors the government believes to be good or bad.
If you're a good citizen, you get more CBDCs. If you're
bad, you have them taken away.

The point is, there’s no reason to believe anyone would
have any privacy with CBDCs.

Danger of CBDCs: Financial System Instability

The collapse of Silicon Valley Bank in early March 2023
gave us a good window into some instabilities in our
financial system. Gone are the days when bank deposit
runs took weeks to play out as people had to queue up
at the branch to get their money out. Now, everyone
can move all their money with a click of a button on their

smartphones. As we witnessed with SVB, people hurried
their money out of that bank into perceived “safe” banks.
25% of SVB’s deposits moved in ONE DAY. That’s unheard
of and points to a vulnerability in the system that we
weren’'t aware of before: in a crisis, money can and will
move a lot faster than you expect.

Let’s think about a world where government-issued CBDCs
are in circulation alongside our current system based on
cash and currency. Now imagine another Silicon Valley
Bank collapsing. Where are those deposits going to go?
Will they go to a “safe” bank under the current system, like
Chase? Or will people instead look to move their money to
government-backed CBDC accounts? Most likely the latter.

If there was a bank run out of the current banking system
to a separate CBDC system, then that would quickly lead
to a collapse of the banking system. It's very hard to see
how both our current system AND CBDCs can co-exist.
CBDC proponents will say that there will be limits to how
much CBDC citizens can have at a particular time. But how
many times have we seen laws and rules thrown out the
window during a crisis? Look no further than how the Fed
has bought government bonds, corporate bonds, and junk
bonds despite there being explicit legal prohibitions on
them doing so. There’s always a “way” around the rules.

CBDC: POTENTIAL HARM OUTWEIGHS THE BENEFITS

As | warned at the outset, worries about CBDCs can
quickly turn into a case of tin-foil hat conspiracy theories.
Sadly, there are many people on social media that
knowingly misrepresent “news” about CBDCs as evidence
that everyone’s worst fears are happening. And because
of that, it becomes all too easy to dismiss worries about
CBDCs as nothing more than a fringe issue.

We are careful watchers of what governments and
central banks are doing because what they do matters to
our clients, as investors. It has surprised us how quickly
governments are moving on CBDCs. What started off
as, “We’re not looking to launch CBDCs anytime soon” a
few years ago has quickly morphed into, “We’re soliciting
proposals on how to implement CBDCs.”

Spending your entire career in the financial services
industry, as | have, one of the skill sets you have to develop
is a well-oiled ability to detect BS. Snake oil salesmen
abound in financial services, and no one wants to end up
getting taken advantage of.

Repeatedly, I've listened to and read reports by government
officials talking about the “benefits” of CBDCs. All | can
say is my BS meter is ringing loudly. There’s something
not right about what they’re proposing. Even if the worst
cases of social media CBDC fear mongers don’t come
true, that doesn’t mean CBDCs aren'’t a terrible idea. As



we say in the industry, if a stock has limited upside and
lots of downside, it’'s a terrible investment. We might say
the same of CBDCs.

WHAT IS THE FDS ACTION PLAN REGARDING CBDCS?

The question is, what can we do about this as financial
advisors? Here’s an honest answer: not much. CBDCs
would completely rewrite everything we know about the
monetary system we’ve used for 100 years. The potential
(negative) impacts of CBDCs are too numerous to plan for.

The reason why we - as your financial advisor - bring this
issue to your attention is because we believe it might have
a negative impact on you. Awareness is step one. But it’'s

less a question about what we can do for you and more
about what each of us need to start doing for each other.

Step two is to humbly pay attention to what’s going on in
our government. It’s hard to see the full picture when we’ve
been neatly divided against each other along political
divisions. This has allowed everyone of every political
stripe in D.C. to get away with rampant self-dealing, insider
trading, and flouting the same laws and rules they hold all
of us to. The solution is to consider that maybe, just maybe,
“our side” is pursuing policies that are just as damaging to
our future well-being as what we believe the “other side”
is doing. And to not be afraid of calling “our side” out for
these terrible policies just as quickly as we’d like to point
out a dumb idea by the “other side.”

PODCAST EPISODE 14:
DON'T MAKE RETIREMENT YOUR DREAM

BY: MICHELLE SMALENBERGER, CFP ©
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Know someone who wants to receive this newsletter?

Send us the mailing address at team@financialdesignstudio.com If you prefer to no
longer receive this newsletter please email us at team@financialdesignstudio.com
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