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The experience of exchange rate fluctuations on an international scale and the impact of economic
policies on these markets have made it increasingly necessary to monitor the behavior of market players
in order to achieve economic objectives. Among these, the currency interactions between the US dollar
and the British pound have gained particular importance due to the historical dominance of these two
currencies the global monetary system and the key roles played by the Federal Reserve and the Bank of
England. This research aims to analyze the strategic competition between these two currencies by
modeling in the behavior of the dollar and the pound based on game theory, utilizing three approaches:
Nash equilibrium, Stackelberg (leader-follower), and Cournot. Exchange rate data from 2000 to 2024
were analyzed to explore the dynamics of this competition and the opportunities for improving the
position of the follower currency. The results indicate that, within the framework of game theory, a Nash
equilibrium exists in the interaction between the dollar and the pound in global trade. Furthermore,
policies such as strengthening regional cooperation, stabilizing monetary frameworks, and reducing
dependency on the dominant currency in global trade can enhance the role of the follower currency, and
this analysis can be utilized in the management of foreign exchange reserves.
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1. Introduction

world. The US dollar, as the dominant global reserve

Currency competition between various currencies,
particularly between the US dollar and the British pound,
has increasingly gained significance in the contemporary
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currency, is widely used in international transactions, debt
settlements, and as a store of value. In contrast, the British
pound, with its long history in international financial


http://www.journalefp.com/
file:///C:/Users/Hadiko.ir/Downloads/jafarimohammad3912@gmail.com
https://10.0.86.18/efp.2026.2087824.1039
https://orcid.org/0009-0005-0945-9154
https://orcid.org/0000-0003-0338-1411
https://creativecommons.org/licenses/by-nc/4.0/
https://creativecommons.org/licenses/by-nc/4.0/

J. Econ. & Financ. Policymaking., 3(4) (2026) 449-467

markets and advanced economies, continues to be
recognized as one of the key currencies in global trade. This
research aims to analyze the strategies of these two
currencies in the global monetary system and examine their
behavior in international markets using game theory. The
study also explores how the monetary policies of the Federal
Reserve and the Bank of England influence the competition
between the dollar and the pound. The currency competition
between these two currencies can Yyield significant
economic and political outcomes. In this research, game
theory models have been employed to analyze the strategic
behaviors of the two currencies.

2. Methodology

The primary methodology of this research is the use of
game theory, particularly the Nash equilibrium,
Stackelberg, and Cournot models, to analyze the economic
behaviors of the two currencies. Game theory provides a
framework for examining strategic interactions and
modeling the decisions of each country. In this study,
exchange rate data for the US dollar and the British pound
from 2000 to 2024 were collected from the International
Monetary Fund (IMF) database. The Nash equilibrium
model is specifically employed to investigate scenarios
where none of the players wish to deviate from their
strategy. Additionally, the Stackelberg and Cournot models
are utilized to examine leader-follower dynamics and
simultaneous competition between the two currencies. This
research also focuses on statistical analyses and the
examination of exchange rate fluctuations, utilizing valid
economic tests to analyze the data.

3. Results and Discussion

The findings indicate that currency competition between
the United States and Britain can be effectively analyzed
through a strategic interaction framework. The Nash
equilibrium analysis demonstrates that under non-
cooperative conditions, players may reach an equilibrium in
which neither side has an incentive to unilaterally change its
strategy. However, this equilibrium does not necessarily
represent the most efficient collective outcome, reflecting
the conflict between individual rationality and collective
efficiency. The Stackelberg model suggests that strategic
leadership plays a significant role in determining outcomes
in international currency competition. A currency with
greater ability to influence expectations and market
behavior can obtain strategic advantages. Therefore,
improving institutional credibility, monetary transparency,
and policy predictability is essential for currencies seeking
to strengthen their international position.

The analysis also demonstrates that increasing the
international role of a currency requires more than economic
size; it depends on financial depth, institutional stability,
and strategic interaction with competing currencies. For the
British pound, strengthening monetary credibility, reducing
economic uncertainty, and expanding international financial
cooperation can contribute to improving its global position.
Furthermore, the results of the repeated game framework
emphasize the importance of learning and adaptation in
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monetary strategies. Since central banks continuously
observe market reactions and previous policy outcomes,
sustainable currency strategies should focus on long-term
credibility rather than short-term competitive advantages.

Based on these findings, several policy recommendations
can be proposed. First, international monetary cooperation
can reduce inefficient outcomes arising from non-
cooperative currency competition. Second, strengthening
financial infrastructure and increasing the international
usability of the pound can enhance its role in global
reserves. Third, maintaining stable and predictable
monetary policies can improve investor confidence and
reduce exchange rate volatility. Finally, encouraging
diversification in global reserve portfolios can contribute to
a more balanced international monetary system.

4. Conclusions

This research demonstrates that the competition between
the US dollar and the British pound is influenced by the
monetary and economic policies of the Federal Reserve and
the Bank of England. The strategic game models used in this
study, particularly the Nash equilibrium, show that under
specific conditions, equilibrium is established between
these two currencies. Specifically, the analysis indicates that
within the framework of Nash equilibrium, each country
selects its optimal strategy without any incentive to alter its
strategy. Additionally, the results from the Stackelberg and
Cournot models, which examine leader-follower dynamics
and simultaneous competition, suggest that the dollar holds
a dominant position in the currency market when acting as
the leader, with the pound acting as the follower. Therefore,
policies that strengthen the position of follower currencies
in global markets can help improve their share in global
foreign exchange reserves. This can particularly be achieved
through enhancing regional cooperation and reducing
dependency on the dominant currency in international trade.
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Figure (1): The Flow of Strategic Currency Interactions
Between the US and UK in Global Trade
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Table (3): Comparison of Strategic Scenarios in the Competition Between the US Dollar and the British Pound Using a

Game Theory Approach
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