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1. Executive Summary: The Optical Illusion of De-dollarization 

At MoatPeak, we have learned that the most consequential market shifts rarely happen where the 

spotlight is brightest. They take shape instead in the quiet dark of financial plumbing, where balance 

sheets and custodial flows tell a very different story from newspaper headlines. Each month we watch 

the same ritual unfold around the U.S. Treasury International Capital (TIC) data: the financial media 

seizes on the latest figures to declare that China is dumping U.S. debt and abandoning the dollar. To us, 

this is a textbook case of first-order thinking. 

When we see mainland Chinese holdings of U.S. Treasuries fall to $683.5 billion, the surface narrative 

screams “de-dollarization.” Yet we view this as an optical illusion, not an actual exit. Moving assets 

from one jurisdiction to another is not the same as selling them. If an investor shifts gold from a vault 

in New York to a private safe in Zurich, the exposure to gold remains unchanged; only the custodian 

and legal jurisdiction have changed. 

 

Figure 1. De-dollarization headlines versus custodial reality 

Key takeaway: The decline in mainland TIC holdings is not, in our view, proof of a true dollar exit. The more relevant 

question is where the assets have been moved, not whether the exposure disappeared. 
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Figure 2. TIC records location, not beneficial ownership 

Key takeaway: TIC data answers a custodial-location question, which can mask unchanged underlying exposure. A 

jurisdictional transfer can look like selling even when the economic position remains intact. 

Our “Shadow Portfolio” reconstruction leads us to a very different conclusion about China’s true dollar 

exposure. When we follow the trail through European custodial centers, we find that China’s actual 

exposure to U.S. debt likely sits between $1.38 trillion and $1.58 trillion. The TIC data is not lying; it is 

simply answering a different question. It tracks the location of assets — often in European hubs such 

as Belgium and Luxembourg — rather than the beneficial owner. When we adjust for that, the 

supposed exodus looks more like a sophisticated reshuffling. 
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Figure 3. Belgium and Luxembourg as the custodial anomaly 

Key takeaway: The jump in holdings through European custody hubs is consistent with re-domiciliation rather than 

wholesale liquidation. That custodial trail is central to our shadow-portfolio reconstruction. 

 

Figure 4. Reconstructing China's effective U.S. dollar exposure 

Key takeaway: Once visible, custodial-shadow, and agency components are considered, China's exposure appears 

materially larger than the headline TIC figure. The supposed exodus looks more like a reshuffling of ownership 

channels. 

This distinction is the foundation for our 2026 outlook, which rests on three pillars. First, we see a 

strategic custodial shift to Europe, where China seeks geopolitical insulation rather than a clean break 

from the dollar. Second, we identify what we call the “Shadow Dollar Ocean”, a vast pool of dollar 
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assets held and managed by Chinese state banks that operates largely out of sight of the standard data 

series. Third, we trace the structural demand pivot created by the GENIUS Act, which is rewiring how 

global participants fund U.S. government debt. 

 

Figure 5. The Shadow Dollar Ocean 

Key takeaway: Our 2026 framework depends not only on official reserves but on a large offshore dollar pool managed 

through Chinese state banks. Those hidden balances can cushion legacy Treasury demand even as the public narrative 

turns bearish. 

By looking where others do not — deep into the mechanics of custody, collateral, and off-balance-sheet 

holdings — we find a “narrative discount” embedded in market pricing. When consensus misreads 

capital flows, it misprices risk. Our edge, and the one we want to share with you, comes from 

understanding those flows more accurately than the headlines. In a world where U.S. bond and equity 

markets are increasingly driven by second- and third-order effects, this granular view of global capital 

is, in our view, the primary differentiator for preserving and growing capital. 

2. Impact on U.S. Markets: Yield Curves and the Term Premium 

To understand how these hidden flows feed back into U.S. markets, we start with the fiscal stage itself. 

The United States is operating with a $38.86 trillion debt burden, while Core PCE, the Federal 

Reserve’s preferred inflation gauge, remains anchored at 3.1%. In such an environment, liquidity 

becomes acutely sensitive to what we call “invisible” flows — movements that do not necessarily show 

up as outright buying or selling, but that reshape who is willing to absorb new issuance. 

As we track the $574 billion quarterly borrowing requirement projected for the early months of 2026, 

we see mounting evidence of a “Buyer Strike” at the long end of the yield curve. The yield curve is 

simply the spectrum of interest rates on U.S. government debt of different maturities; when traditional 

long-term buyers step back, the market demands extra compensation for holding longer-dated bonds. 
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That extra compensation is what we call the term premium. When the term premium rises, it is not 

just a bond market curiosity — it directly bleeds into the equity risk premium for the S&P 500 and 

undermines the performance of long-duration instruments such as $TLT and $IEF, which are highly 

sensitive to changes in long-term yields. 

This is where our view diverges sharply from the consensus. Many participants interpret China’s 

behavior as aggressive selling to escape the dollar system, expecting that this would mechanically 

drive yields higher. We see something more nuanced. We believe China is relocating $UST holdings to 

Euroclear and Clearstream — the major European settlement and custody systems — to gain 

geopolitical cover without meaningfully reducing its exposure. In other words, there is less outright 

selling than the headlines imply, and more custodial reconfiguration. 

 

Figure 6. Why Beijing shifts custody to Europe 

Key takeaway: We see Beijing's Euroclear/Clearstream move as geopolitical insulation and operational 

reconfiguration, not a clean break from the dollar. The relocation changes legal and custodial risk more than core 

exposure. 

From a pure liquidity standpoint, such custodial shifts are broadly liquidity-neutral for the outstanding 

stock of Treasuries. However, they do matter for new supply. By obscuring who is actually buying 

fresh issuance, they help mask the real “Buyer Strike” in newly issued long-dated debt. While many 

assume that declining foreign interest simply creates a vacuum, we see the opposite on the legacy 

holdings side: a “Shadow Ocean” of $3–4 trillion held in Chinese state banks that quietly supports the 

market. At the same time, the yield curve, which many investors still treat as primarily a function of 

central bank policy, is increasingly shaped by persistent fiscal deficits and structural shifts in the long-

term buyer base. 
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Figure 7. Offshore dollar management through state banks 

Key takeaway: The hidden support for Treasury markets is tied to offshore dollar management that sits outside 

standard official series. This helps explain why legacy demand can remain firmer than the headlines suggest. 

So while the U.S. fiscal position provides the backdrop, we believe the most fragile pressure points are 

not in Washington, but across the Atlantic, where Europe’s deep entanglement with U.S. assets creates 

a powerful, and underappreciated, set of constraints. 

3. Europe and Global Markets: The $9 Trillion Hostage 

When we look across to the Eurozone, we see what we call the “European Trap”: an entire region that 

has, almost inadvertently, become a major sponsor of U.S. fiscal policy. By our estimates, European 

institutional holdings of U.S. assets now sit between $8 trillion and $9 trillion. This is not a trivial 

position that can be unwound on a whim; it is a structural anchor that binds European capital to the 

fate of the U.S. Treasury market. 
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Figure 8. Europe as the true systemic creditor 

Key takeaway: Europe's $8-9 trillion exposure makes a disorderly Treasury unwind self-defeating. That capital base is 

a structural anchor for U.S. funding conditions, not a marginal allocation. 

Consider Germany, currently grappling with a structural industrial crisis. For a country in that 

position, a rapid, large-scale sale of $UST would be tantamount to economic self-harm. Such a move 

would drive a sharp appreciation of the $EUR, making European exports significantly less competitive 

at precisely the wrong time. At the same time, it would push global borrowing costs higher, as yields 

on U.S. debt jumped to entice replacement buyers. European policymakers understand this dynamic; 

as a result, European capital is, in practice, tethered to U.S. Treasuries, regardless of any periodic 

geopolitical friction. 
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Figure 9. Europe's policy leverage over Treasury demand 

Key takeaway: Europe does not need to sell Treasuries outright to tighten conditions. Regulatory or balance-sheet 

changes could still erode the long-end buyer base over time. 

Within Europe, we are also watching the gradual evolution of what qualifies as a “safe asset”. The 

expansion of the Security Action for Europe (SAFE) instrument to €1.4 trillion, together with 

Bulgaria’s entry into the Eurozone on January 1, 2026, marks the emergence of a credible regional 

alternative to the dollar’s safe-haven monopoly. Even though the 10Y UST at 4.26% still offers a 

materially higher yield than the 10Y Bund at 2.8%, the dollar’s gravitational pull is no longer absolute. 

As investors gain access to larger, more liquid euro-denominated safe assets, we see capital tilting 

toward localized options. 

This subtle regional realignment is not merely a macro footnote. It is already shaping sector-level 

flows and opening specific opportunities where European and global capital reallocate in response to 

changing definitions of safety and yield. 

4. Sectoral Movements and Focused Monitoring 

In 2026, sector rotation is no longer just a function of the familiar tech growth cycle. Increasingly, it is 

driven by what we describe as China’s “Real Asset” accumulation strategy. Publicly, Beijing continues 

to advocate de-dollarization. Privately, it is using its $1.189 trillion trade surplus to purchase physical 

resources — the tangible building blocks of the global economy. 
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Figure 10. Why China cannot fully de-dollarize 

Key takeaway: China's export engine and trade-surplus model still tie it to dollar funding and settlement. A stronger 

yuan would threaten that engine, making full de-dollarization economically costly. 

This state-led stockpiling of commodities creates a structural price floor for key resources, one that is 

largely independent of the ebb and flow of U.S. consumer demand. When a sovereign systematically 

accumulates copper, uranium, and aluminum, it is not trading; it is rewriting the long-term supply-

demand equation. We believe this dynamic provides a strategic tailwind for instruments like $COPX 

(Copper), $CCJ (Uranium), and $CPER (Aluminum). In our view, these “Real Assets” function as a hedge 

against the progressive debasement of “Paper Assets”, as fiat systems rely on expanding balance sheets 

to stabilize their political economies. 

On the equity side, we see what we call “Double Tailwinds” for the defense and infrastructure complex. 

Companies such as $LMT, $RTX, and $GD are not merely beneficiaries of a single theme. They sit at the 

intersection of Europe’s rearmament cycle and the continued persistence of elevated U.S. fiscal 

spending. Defense budgets in Europe are rising out of geopolitical necessity, while U.S. deficit spending 

keeps capital flowing into long-term national security and infrastructure commitments. Together, 

these forces create a supportive backdrop for these names. 

In parallel, we are tracking the maturation of what we term the “Crypto-Dollar Bridge”. Since the June 

2025 IPO of Circle ($CRCL) and the clear, codified regulatory path established by the GENIUS Act, firms 

like $COIN have evolved beyond their earlier reputations as purely speculative proxies for crypto 

sentiment. They are becoming critical infrastructure for the dollar itself, enabling global users to 

access and move digital dollars with speed and reliability. 

Yet as these opportunities solidify, we cannot simply lean into them passively. The system contains 

“Grey Rhinos” — large, obvious, yet dangerously underappreciated risks — that could disrupt this 

transition and reset valuations in ways many investors are not preparing for. 
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5. The “Grey Rhinos”: Ignored Signals of Systemic Shift 

We define a “Grey Rhino” as a high-probability, high-impact threat that is ignored not because it is 

obscure, but because it is too visible. It sits in plain sight, and consensus assumes that if it were truly 

dangerous, someone else would have acted already. 

The first Grey Rhino we are focused on is the potential for a Yuan Shock. By our estimate, more than $1 

trillion in dollar-denominated export revenue is currently parked in the Chinese private sector. As long 

as the USD/CNY exchange rate remains within a comfortable band, these balances can sit offshore. But 

if USD/CNY were to break below 6.70, we see a real risk of a “liquidity vacuum”. In that scenario, 

Chinese firms could rush to repatriate offshore dollars en masse, converting them back into yuan at 

more favorable terms. 

That repatriation would require the forced sale of offshore dollar assets, including equities and bonds. 

The immediate effect would likely be a sharp, disorderly drawdown in the S&P 500, accompanied by a 

surge in the $VIX, as global markets scramble to adjust to the sudden selling pressure. This is not an 

exotic tail risk; it is a mechanical response to an exchange-rate break that markets prefer not to think 

too hard about. 

Alongside this stands the risk we call the Euroclear Liquidity Trap. In reallocating custody of roughly 

$477 billion in $UST to Belgian custodians, China has not only sought protection from potential asset 

freezes; it has also embedded these bonds deeply into the global repo market, the short-term funding 

system where institutions swap high-quality collateral for cash. These bonds have become part of the 

essential oil of global finance. 

If the U.S. Treasury were to demand full beneficiary transparency for these holdings — essentially 

forcing Euroclear to reveal beneficial owners with complete clarity — it could trigger a seizure in daily 

funding operations. Institutions might pull back from using these bonds as collateral, or be required to 

re-paper terms, introducing uncertainty into transactions that are supposed to be frictionless. Given 

how central these securities are to overnight and short-term funding, the risk is nothing less than a 

temporary paralysis of global liquidity. 

This danger is magnified by an ongoing Structural Buyer Strike. With federal debt already at $38.86 

trillion, we are seeing 30-year auctions begin to “tail”, meaning they clear at yields higher than pre-

auction levels, a sign that demand at the offered price is no longer deep enough. In plain language, the 

market is signaling that it cannot comfortably absorb $2 trillion in new annual debt without 

significantly higher long-term rates. This combination of funding fragility and demand fatigue is 

precisely why we insist on second-order thinking in our scenario work. 
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Figure 11. The Grey Rhino risk stack 

Key takeaway: Our systemic watchlist centers on a yuan repatriation shock, Euroclear funding stress, and a structural 

buyer strike in long-dated Treasuries. Each is visible in plain sight, but still underpriced by consensus. 

6. Scenarios and Probabilities: The MoatPeak Roadmap 

To avoid being blindsided by a single dominant narrative, we work with a probabilistic roadmap. 

Rather than anchoring on one story about the future, we assign weights to multiple, internally 

consistent scenarios and update them as the data shifts. 

Our Baseline Scenario, which we label “Quiet Stability” and assign a 45% probability, assumes that 

China continues to mask its true positions through European custodians, Europe tolerates and 

manages the current status quo, and $TLT remains broadly range-bound. In this world, stablecoin 

demand, shaped by the GENIUS Act, quietly absorbs a meaningful slice of short-term Treasury 

issuance, acting as a buffer against more dramatic dislocations. 

We then prepare for a “Fiscal Storm” with a 25% probability, where the 10Y UST breaks above 4.5% as 

stagflation takes deeper root. In that scenario, persistent inflation and structurally high deficits force 

the market to reprice long-term rates higher, compressing equity multiples and pressuring both 

growth and income portfolios. 

A third path, which we describe as a “Geopolitical Tremor” with a 20% probability, centers on a 

transparency crisis at Euroclear. If regulatory or political pressure were to demand more detailed 

disclosure of beneficial owners, we could see sudden disruptions in collateral chains, funding markets, 

and cross-border capital flows. 

Finally, we keep room for a “Yuan Surprise” scenario with a 10% probability, involving a mass 

repatriation of offshore dollars by Chinese firms. This is the environment in which the Yuan Shock we 

described earlier materializes, forcing a quick, painful adjustment in dollar asset prices. 
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Figure 12. MoatPeak scenario matrix 

Key takeaway: We frame the outlook probabilistically rather than around a single dominant narrative. The baseline 

remains quiet stability, but fiscal, geopolitical, and currency shocks carry meaningful weight. 

To avoid drifting into complacency, we maintain explicit “Invalidation Points” that would compel us to 

abandon our baseline. If Core PCE were to move above 3.5%, we would read that as a breakdown of 

the current disinflationary equilibrium. Similarly, if USD/CNY were to drop below 6.50, we would treat 

that as a structural regime shift in China’s currency policy with profound implications for global flows. 

These are not just lines on a dashboard. For us, they are capital-protection markers that tell us when 

the underlying game has changed. 
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Figure 13. Monitoring the market's key pressure gauges 

Key takeaway: The clearest signals sit in USD/CNY, long-end yields, auction behavior, and stablecoin demand. These 

variables tell us when hidden plumbing is becoming visible in market prices. 

 

Figure 14. Catalysts, risks, and invalidation markers 

Key takeaway: Our baseline is conditional, not ideological. We track explicit triggers that would force a reassessment 

of the flow regime and the durability of the current dollar architecture. 

By focusing on the “Shadow Ocean” of global liquidity — the hidden reservoirs of dollar demand and 

supply — we aim to see beyond the surface drama of daily price moves and headlines, down to the 

mechanics that truly steer the market’s long-term direction. 
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7. MoatPeak Insights: The “Shadow Ocean” Synthesis 

When we synthesize these threads, we arrive at a paradox that runs counter to much of the prevailing 

narrative. China, in practice, is “privatizing” dollar hegemony. Rather than directly attacking the 

dollar’s role, Beijing is using its dollar reserves to acquire real-world assets — lithium, copper, and 

other strategic inputs. By doing so, it is embedding the dollar deeper into the global supply chain, 

because the sellers of these assets ultimately receive and recycle dollars. 

This is a classic game-theory maneuver. Publicly, China sends “cheap signals” of de-dollarization, 

knowing that the rhetoric costs little and buys geopolitical leverage. Privately, its real-asset buying 

spree reinforces the dollar’s role as the unit of account and settlement in global trade. The louder the 

anti-dollar narrative becomes, the more valuable China’s accumulated real-asset base becomes in 

dollar terms. 

Amid this strategic dance, we view the GENIUS Act, signed in July 2025, as the most transformative 

development for the structure of dollar demand. The act effectively establishes a “native internet rail” 

for the dollar by prohibiting the rehypothecation of stablecoin reserves. Rehypothecation is the 

widespread practice in traditional finance of taking collateral you hold for someone else and using it 

again for your own borrowing or trading. By banning this practice for stablecoin reserves, the GENIUS 

Act requires that backing assets — primarily short-term U.S. Treasuries — be held in a locked, non-

speculative form. 

 

Figure 15. GENIUS Act and the digital-dollar funding loop 

Key takeaway: The GENIUS Act matters because it locks stablecoin reserves into non-speculative backing assets, 

primarily short-term Treasuries. That turns digital-dollar adoption into structural support for U.S. funding. 

In practical terms, every $USDC or $USDT held by a freelancer in Argentina or a merchant in Nigeria 

becomes, indirectly, a tiny, fully-backed loan to the U.S. government. These users are not consciously 
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buying T-bills, but their demand for digital dollars forces stablecoin issuers to hold Treasuries as 

collateral. The result is a quiet democratization of U.S. debt funding. Instead of relying predominantly 

on large sovereign buyers, the system taps into a distributed global base of millions of digital dollar 

users, each contributing marginal demand for T-bills. 

This internet-native demand for short-term Treasuries now forms a structural line of defense for the 

dollar that did not exist a decade ago. It is not a guarantee against volatility or crisis, but it is a 

powerful, underappreciated source of resilience in the architecture of dollar hegemony. 

 

Figure 16. Stablecoins as a new Treasury-demand channel 

Key takeaway: Distributed global demand for digital dollars creates a new line of support for short-term Treasury 

issuance. It does not eliminate volatility, but it deepens the dollar's funding base from below. 

8. What This Means for the Retail Investor 

Our goal is for you to approach this complexity with the calm authority of a seasoned observer, not the 

anxiety of a headline-chaser. In 2026, the most powerful moat an independent investor can build is the 

ability to read behind the headlines — to interpret the custodial footprints in Belgium, for example, 

instead of reacting reflexively to sensational TIC headlines about China dumping Treasuries. 

For portfolio construction, that mindset translates into a deliberate tilt toward “Real Assets” such as 

gold and copper as a counterweight to a stagflationary environment, while maintaining a strategic cash 

buffer for episodes of systemic stress. Real assets can help anchor purchasing power when nominal 

claims are being diluted, but those same environments often deliver sharp, temporary dislocations 

where cash becomes extraordinarily valuable. 

Within that framework, position sizing becomes your single most important line of defense. We believe 

that in the current fiscal context, the volatility embedded in the long bond ($TLT) can be as damaging 

to a portfolio as an equity bear market if it is sized too aggressively. Duration risk — the sensitivity of a 
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bond’s price to changes in interest rates — is no longer a sleepy, background variable. It is a frontline 

risk to be managed consciously. 

 

Figure 17. Portfolio implications of the new flow regime 

Key takeaway: The portfolio lens remains selective: favor real assets and dollar-linked infrastructure, keep cash 

optionality, and respect duration risk. In this regime, sizing and hedging matter as much as directional conviction. 

In a world of clashing narratives and partial truths, our commitment at MoatPeak is to guide you 

through the intricate plumbing of global finance, not just its surface drama. We want to help you 

practice the art of seeing the invisible — to recognize where custody, collateral, and regulatory shifts 

are quietly rewiring the system beneath the stories everyone else is trading. 
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Figure 18. Seeing the invisible 

Key takeaway: The central edge is not forecasting headlines, but reading custody, collateral, and funding mechanics 

more clearly than consensus. That is the discipline we believe independent investors need in 2026. 

Our perspective is direct: while many fear the end of the system, we are focused on navigating its 

transformation. By understanding how the invisible hand of the dragon operates within the new 

crypto-dollar hegemony, we believe you can do more than simply protect your capital — you can 

position it to grow as the next chapter of dollar dominance is written. 
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