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consequences Americans are facing because of the dollar’s free fall in value. Implications of the United State’s current 

&1+"="+"'#<$7/+!$"*>$&*)$/?+#")'$/0$"+#$7/()'(#<$&('$'@&-"*')$"*$/()'($+/$)'+'(-"*'$+!'$1&?#'#$/0$+!'$)'12"*'$/0$+!'$4565$

dollar. In addition, a potential remedy is presented and includes the formation of a coalition with other countries to 

7'3"*$&22/8"*3$&22$1?(('*1"'#$+/$A/&+$0(''2.$"*$+!'$'@1!&*3'#<$+!'('7.$2'++"*3$+!'$-&(B'+$)"1+&+'$1?(('*1.$%("1'#5$C0$

course, the likelihood of this is small. Another remedy that is within the power of the U. S., but also unlikely to take 

%2&1'<$"#$+/$(')?1'$3/='(*-'*+$#%'*)"*3$&#$8'22$&#$+!'$'='(>"*1('&#"*3$)',1"+#5$D0$)(&#+"1$&1+"/*#$#?1!$&#$+!'#'$&('$*/+$

"*#+"+?+')<$0?(+!'($)'12"*'#$"*$+!'$)/22&(E#$=&2?'$8"22$+&B'$%2&1'<$&*)$+!'$(&-",1&+"/*#$8"22$7'$#'='('5

;<($/(=!''!'=$&>$"<($;:('"4$?!3)"$+('"-34$<#)$)(('$#$"-./,($&>$"<($1'!"(@$0"#"()$A-33('A4$"<#"*$!>$!"$A&'"!'-()*$
threatens to knock the dollar out of its position as the primary currency of the world. From a high in 2002 to the 
recent low in the summer of 2008, the U.S. dollar has taken a dramatic dive, one that may continue for the foreseeable 
>-"-3($!>$"<($A#-)()$#AA3(@!"(@$:!"<$!")$@(A,!'($#3($'&"$3(A"!B(@C$;<($@(A,!'($&>$"<($1C0C$@&,,#3$!)$#,3(#@4$#>>(A"!'=$
the prosperity of millions of Americans. The rapid rise in oil prices that has taken place in 2008 is probably the most 
notable effect of the currency decline. In addition to losing its title as the bloodline of global commerce and security 
of the world, the American dream is at stake, and action must be taken to strengthen the value of the U.S. dollar.

;<!)$D#D(3$)<&:)$"<($A#-)()$"<#"$<#2($/()!(=(@$"<($1C0C$@&,,#3$/(":(('$EFFE$#'@$EFFG*$#'@$#,)&$"<($A&')(H-('A()$
Americans are facing because of such a free fall. The implications of the current activities both in- and outside of the 
United States must be examined in order to determine the causes of the decline of the U.S. dollar. Remedies must be 
!')"!"-"(@$&3$(,)($>-3"<(3$@(A,!'()$!'$!")$2#,-($:!,,$"#I($D,#A(*$#'@$"<($3#.!BA#"!&')$:!,,$/($)(2(3(C$$J3#)"!A$#A"!&'$.-)"$
be taken to strengthen the U.S. Dollar. 
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continue to foster, the deterioration of the U.S. currency in the world markets. This includes America’s appetite for 
!.D&3"(@$=&&@)*$"<($>(@(3#,$=&2(3'.('"6)$B)A#,$D&,!A!()*$"<($(.(3=('A($&>$"<($K-3&D(#'$1'!&'$#'@$+<!'#*$#'@$"<($
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because of the sharp drop of the U.S. Dollar and its low value in comparison to other currencies of the world. The 
A&')(H-('A()$A&')!)"$&>$<!=<$!.D&3"$D3!A()*$!'A,-@!'=$A&..&@!"!()*$@!2(3)!BA#"!&'$&>$A-33('A4$/(A#-)($&>$A-33('"$
globalization and perceived risk of the dollar, and an increase in exports by U.S. manufacturers. The paper will then 
conclude with suggested, and common-sense, remedies which will combat the decline of the U.S. Dollar and help it 
3(#>B3.$!")$"!",($#)$"<($@&.!'#'"$A-33('A4$&>$"<($:&3,@C$
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According to the Federal Reserve Statistical Release, during the current decade, the U.S. dollar has seen one 
of the most severe and drastic devaluations in its history. In six short years its weighted average value in the world 
market, represented by the major currencies index, has declined from an average high of $112 in February 2002 to a 
,&:$&>$OPF$!'$%-,4$EFFG$#)$)<&:'$!'$+<#3"$Q$#/&2(C$7'($1C0C$@&,,#3$!)$'&:$:&3"<$RGS$,())$"<#'$!"$:#)$!'$EFFE$:<('$
,&&I!'=$#"$"<($/3&#@$)D(A"3-.$&>$.#T&3$:&3,@$A-33('A!()$"<#"$.#I($-D$"<($U#T&3$+-33('A!()$V'@(N$WU+VXC$;<($U+V$!)$
!))-(@$/4$"<($?(@(3#,$ ()(32($0"#"!)"!A#,$ (,(#)(*$#'@$!'A,-@()$+#'#@#*$%#D#'*$#'@$.#'4$&>$"<($A&-'"3!()$!'$"<($K-3&$
area such as the United Kingdom, Switzerland, Australia, and Sweden, with the addition of other major currencies in 
developed countries. When looking at the currency exchange rate between the U.S. dollar and the European Union 
W"<($K-3&X*$"<($@(A,!'($!)$)"#==(3!'=$W+<#3"$EXC$$Y)$)(('$>3&.$+<#3"$E$/(,&:*$"<($@&,,#3$<!"$#$<!=<$!'$EFFE*$:<(3($&'($
dollar was worth over 1.1 Euros. Since then, the dollar has been on a steep decline, shedding over 45% of its value, to 
the low reached in July 2008 of less than 0.6 Euros. Only recently has the dollar rebounded against world currencies, 
not due to a change in the fundamentals described below, but due to a change in the global market. Investors are 
Z&AI!'=$"&$"<($1C0C$/(A#-)(*$A-33('",4*$"<(4$@((.$-)$"&$/($&'($&>$"<($/()"$&>$"<($:&3)"$!'$"<($A-33('"$B'#'A!#,$A3!)!)C$
Y>"(3$"<($A-33('"$B'#'A!#,$A3!)!)$<#)$D#))(@$"<&-=<*$"<(3($!)$'&"<!'=$"&$I((D$"<($@&,,#3$>3&.$A&'"!'-!'=$!")$@&:':#3@$
trend against the world’s major currencies as demand for the dollar dissipates.

4!&2)#?3#@&'("#+-#7#.0$#)+#A(2+

Federal Reserve Statistical Release
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 !"#.H0H# 2&/"#$"J6*)

There are many factors that can be attributed to the relentless devaluation of the U.S. dollar, but the one that is 
<#2!'=$#$D3&>&-'@$(>>(A"$!)$ "<($"3#@($@(BA!"$ "<#"$A&'"!'-()$"&$D,#=-($"<($1C0C$(A&'&.4C$V'$"<($A-33('"$@(A#@($"<($
value of the trade-weighted dollar has continued to fall as “the United States has continued to rack up historically 
-'D3(A(@('"(@$"3#@($@(BA!")[$W &=&>>$EFFGXC$Y)$+<#3"$R$@(D!A")*$"<($@(BA!"$<#)$.&3($"<#'$@&-/,(@$)!'A($"<($(#3,4$
EFFF6)*$(2('$#)$"<($2#,-($&>$(ND&3")$<#)$/(('$!'A3(#)!'=$W?&3(!='$;3#@($0"#"!)"!A)XC$;<($1C0C$"3#@($@(BA!"$!)$A-33('",4$
3-''!'=$/(":(('$\$#'@$]$D(3A('"$&>$^3&))$J&.()"!A$_3&@-A"$W^J_XC$`!"<$"<($Y.(3!A#'$A&')-.(36)$#@@!A"!&'$"&$
cheap goods and services and their current ability to spend as they please through endless amounts of debt, the 
!./#,#'A($/(":(('$"<($"3#@($@(BA!"$#'@$^J_$:!,,$&',4$=("$:&3)(C$;<!)$!./#,#'A($<#)$"<($(>>(A"$&>$D&-3!'=$.#))!2($
amounts of U.S. dollars into the world, which in turn, pushes down the value of the dollar. Since the products or 
)(32!A()$(ND&3"(@$/4$"<($1C0C$#3($'&"$(H-!2#,('"$"&$"<($'("$=&&@)$#'@$)(32!A()$!.D&3"(@*$A&-'"3!()$#3($,(>"$<&,@!'=$
@&,,#3)$:<!A<$"<(4$.#4$(!"<(3$-)($"&$3#AI$-D$A-33('A4$3()(32()$&3$"&$D-3A<#)($1C0C$J(/"C$+&-'"3!()*$)-A<$#)$"<&)($!'$
"<($_(3)!#'$^-,>*$#3($B'@!'=$"<(.)(,2()$:!"<$<-=($)"&AID!,()$&>$1C0C$@&,,#3)$@-($"&$&!,$)#,()C$;<()($A&-'"3!()$.-)"$
(!"<(3$)"&AID!,($('@,())$3()(32()$&>$@&,,#3)$&3$!'2()"$"<(.$/#AI$!'"&$"<($1C0C$"<3&-=<$"3#@(*$@(/"*$&3$(H-!"4$D-3A<#)()C$
`!"<$ ,#3=($H-#'"!"!()$&>$ "<($@&,,#3$/(!'=$ !'T(A"(@$ !'"&$ "<($:&3,@$.#3I("$/(A#-)($&>$ "3#@($@!)A3(D#'A!()*$ !'2()"&3)$
>3&.$ >&3(!='$ A&-'"3!()$ #3($ @(.#'@!'=$ !'A3(#)(@$ 3("-3')$ &'$ "<(!3$ !'2()".('")C$ ;<(4$ @&$ "<!)$ /4$ (!"<(3$ 3(H-!3!'=$
higher interest rates or through additional purchasing power with their native currency. With the federal government 
#3"!BA!#,,4$I((D!'=$!'"(3()"$3#"()$,&:$W@!)A-))(@$,#"(3X*$!'2()"&3)$#3($,(>"$"&$D-)<$@&:'$"<($2#,-($&>$"<($@&,,#3C$;<!)$
pushing down of the value of the dollar increases their purchasing power when investing in the U.S. or purchasing 
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=&&@)$>3&.$"<($1C0C$Y'$!')->BA!('"$!'Z&:$&>$@&,,#3)$/#AI$!'"&$"<($1C0C$,(#@)$"&$#$>-3"<(3$@(D3(A!#"!&'$&>$"<($@&,,#3C$
This depreciation gives foreigners an incentive to purchase goods or services, invest in government or corporate 
@(/"*$&3$"#I($(H-!"4$)"#I()$!'$1C0C$A&3D&3#"!&')C$;<($@&,,#3$:!,,$A&'"!'-($"<!)$D3&A())$-'"!,$!")$2#,-($!)$,&:$('&-=<$"&$
#""3#A"$'((@(@$/-4(3)$&3$!'2()"&3)$:<&$#3($:!,,!'=$"&$D-3A<#)($@&,,#3)C$;<!)$:!,,$=('(3#"($!'Z&:)$&>$@&,,#3)$/#AI$!'"&$
"<($1C0C$(A&'&.4$WU&-<#..(@$EFFGXC

4!&2)#K3#.H0H#:LM+2)1#N#A;M+2)1#O*,#8*''*+,1P

 !"#$%&'(%)(*+"&%,#)%$-.(/#0(#&%)(1&%2"&'% &'(%#(()%3-/% &'(%$4-1,4%+-005#"&!% &-%(01/,+(% &'(%)-44,/6%7-#,4)%

8+9"##-#%:;<<=>%2/"&(?@

A '(%?5?&,"#,1"4"&!%-3%&'(%'5$(%BCDC%+5//(#&%,++-5#&%)(*+"&%)(E(#)?%-#%&'(%+-#&"#5,#+(%-3%&'(%)-44,/%,?%&'(%2-/4)%

standard. If the United States as center country maintains a stable price level, countries with trade surpluses are 

loathe letting their currencies appreciate against the dollar for fear of losing mercantile competitiveness in the short 

/5#%2'"4(%/"?F"#$%)(G,&"-#%"#%&'(%4-#$%/5#C%H3%E/".,&(%"#G-2?%,/(%"#?53*+"(#&%&-%35#)%&'(%BCDC%+5//(#&%,++-5#&6%&'(#%

3-/("$#%+(#&/,4%1,#F?%?&(E%"#%&-%15!%)-44,/%,??(&?%&-%E/(.(#&%&'("/%+5//(#+"(?%3/-0%,EE/(+",&"#$C% '5?6%&'(%)(*+"&%

+-54)%+-#&"#5(%"#)(*#"&(4!%2"&'%#-%2(44I)(*#()%5EE(/%1-5#)%-#%J0(/"+,K?%#(&%"#&(/#,&"-#,4%"#)(1&()#(??CL

J?%8+9"##-#%E-"#&?%-5&6%&'(%)-44,/?K%/(4",#+(%-#%3-/("$#%+,E"&,4%E-5/"#$%"#&-%&'(%BCDC%&-%35#)%"&?%,++-5#&%)(*+"&%"?%

helping the dollar value in the short run, but in the long run, it is setting the dollar up for a huge downward correction. 
Once countries lose faith in the dollar, they may be less willing to invest their funds in the U.S. economy. This point 
',?%1((#%E/-.(#%"#%&'(%*/?&%E,/&%-3%;<<=%2'(#%0-?&%1(4"(.()%&',&%&'(%*#,#+",4%+/"?"?%2,?%+-#&,"#()%-#4!%&-%&'(%BCDC%

During this period alone, the dollar fell almost 15% against major currencies. Foreign Investors around the world 
2(/(%)50E"#$%)-44,/?%3-/%3(,/%-3%,%?"$#"*+,#&%+-//(+&"-#%)5(%&-%&'(%*#,#+",4%+/"?"?C% '(!%2(/(%,4?-%'()$"#$%&'("/%

dollar holdings against commodities that generally move in the opposite direction of the dollar. This is a contributing 
factor to the commodities bubble that grew at the beginning of 2008 and one of the main reasons the American public 
was paying over four dollars per gallon for gasoline at that time.

 !"#$%&'(')&#*+&')

The Federal Governments’ deliberate intervention to keep interest rates low in addition to injecting funds into the 
money supply in the U.S. is also compounding the problem of the devaluation of the dollar. At a time when interest 
rates should be rising, because foreign investors are in need of additional returns due to of the decline in the value of 
&'(%)-44,/6%&'(%3()(/,4%$-.(/#0(#&%"?%F((E"#$%/,&(?%,&%,/&"*+",44!%4-2%4(.(4?C%M"&'%"#&(/(?&%/,&(?%4-26%&'(%/,&(%-3%/(&5/#%

/(N5"/()%1!%3-/("$#%"#.(?&-/?%"?%#-&%1("#$%?,&"?*()C%O-/("$#%"#.(?&-/?%&'(#%4--F%&-%-&'(/%0,/F(&?%?5+'%,?%&'(%P5/-E(,#%

Union, where interest rates are much higher, and as a result, demand for their currency goes up while the U.S. dollar 
$-(?%)-2#C% '"?%"01,4,#+(%"?%+,5?"#$%3-/("$#%"#.(?&-/?%&-%("&'(/%G-+F%&-%P5/-E(,#%+-5#&/"(?%3-/%?5E(/"-/%/(&5/#?%-/%

drive down the dollar to get additional value out of their native currency.

,-%+%.-+/#0/!1+/-2+&-!%

Financial globalization is also a key ingredient that continues to promote the devaluation of the dollar. Many 
economists argue that the dollar is destined to lose its value and its position as a key currency in the world economy 
:Q,#,"4-.,I /,"#-/%;<<R>C% '(!%1(4"(.(%&',&% &'(%BCDC%+,##-&%+-#&"#5(%&-%0,"#&,"#%&'(%)(0,#)%#(()()%1!%&'(%/(?&%

of the world to keep new foreign investment pouring into the U.S. Economists argue that the reliance on the U.S. 
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for their own well being is being eroded, because of the emergence of other markets such as the European Union 
,#)%S'"#,C% '(!%,4?-%1(4"(.(%&',&%,?%,%/(?54&%-3%&'(%3-/("$#%"#.(?&0(#&%"#%&'(%BCDC6%,#!%E(/+(".()%&'/(,&%-#%&'(%BCDC%

(+-#-0!6%,#)%&'5?%)(E/(+",&"-#%-3%&'(%BCDC%)-44,/6% "?%+-0E-5#)()%1(+,5?(%3-/("$#%"#.(?&-/?%,/(%4"F(4!%&-%N5"+F4!%

2"&')/,2%&'("/%0-#(!C%J44(#%T/((#?E,#6%3-/0(/%O()(/,4%7(?(/.(%S',"/0,#6%,/$5(?%&',&6%A3-/("$#%,++5054,&"-#%-3%

U.S. assets will slow as dollar-denominated assets occupy a larger share of the world’s store of value. As investors 
/(35?(%&-%15!%BCDC%,??(&?6%"#&(/(?&%/,&(?%2"44%/"?(%-/%&'(%)-44,/%2"44%)(E/(+",&(L%:Q,#,"4-.,I /,"#-/%;<<R>C% '"?%?+(#,/"-%

0,!%,4/(,)!%1(%E4,!"#$%-5&C%U(+,5?(%-3%&'(%'"$'%&/,)(%)(*+"&%,#)%&'(%BCDC%15)$(&%)(*+"&6%&'(%$4-1,4%0,/F(&%"?%1("#$%

saturated with U.S. dollars. Foreign investors are feeling pressure to diversify their positions. New global markets, 
?5+'%,?%S'"#,%,#)%P5/-E(6%',.(%$".(#%&'(%)-44,/%,%/(,4%/".,4%3-/%&'(%*/?&%&"0(%"#%-.(/%,%+(#&5/!6%,#)%&'5?%3-/("$#%

"#.(?&-/?%',.(%,#%,4&(/#,&".(%&-%&'(%)-44,/%:U(/$?&("#%;<<=>C%

The China Syndrome

 '(%(0(/$(#+(%-3%S'"#,%,?%&'(%#501(/%-#(%(VE-/&(/%-3%0,#53,+&5/()%$--)?%"#%&'(%2-/4)%',?%,4?-%+-#&/"15&()%

&-%&'(%)(+/(,?()%.,45(%-3%&'(%BCDC%)-44,/C%Q5/"#$%&'(%?'-/&%E(/"-)%-3%&'(%("$'&%!(,/?%1(&2((#%;<<<%,#)%;<<=6%S'"#,%

',?%?5/E,??()%&'(%B#"&()%D&,&(?%,?%&'(%#501(/%-#(%(VE-/&(/%-3%&'(%2-/4)C%S'"#,%',?%&5/#()%"#&-%,%0,#53,+&5/"#$%

“juggernaut,” taking a huge global market share away from the U.S. and leaving the U.S. manufacturing base in 
/5"#?C% '(%A8,)(%"#%S'"#,L%0,/F%-#%$--)?%',?%/(E4,+()%&'(%A8,)(%"#%J0(/"+,L%0,/F%,#)%+,#%1(%3-5#)%,40-?&%

(.(/!2'(/(%&',&%+-#?50(/?%?E(#)%&'("/%0-#(!C% '"?%&/,#?3(/%&-%S'"#,%',?%35#),0(#&,44!%+',#$()%&'(%2,!%)-44,/?%

,/(%',#)4()%"#%&'(%2-/4)C%U(3-/(%S'"#,6%BCDC%)-44,/?%2(/(%#(()()%,#)%)(0,#)()%1(+,5?(%&'(%B#"&()%D&,&(?%2,?%&'(%

E/"0,/!%(VE-/&(/%-3%&'(%2-/4)C%Q-44,/?%F(E&%G-2"#$%1,+F%"#&-%&'(%BCDC%1!%&'(%E5/+',?(%-3%$--)?%,#)%?(/."+(?%1!%&'(%

+-#?50(/?%"#%3-/("$#%+-5#&/"(?C% '"?%"#G-2%',?%#-2%?4-2()C%S'"#,%',?%#-2%1(+-0(%&'(%E/"0,/!%(VE-/&(/%"#%&'(%

2-/4)6%,#)%&'(%BCDC%',?%&5/#()%"#&-%,%'5$(%"0E-/&(/%-3%$--)?%,#)%?(/."+(?%3/-0%S'"#,6%-#4!%?(+-#)%&-%P5/-E(%:W/(($%

;<<=>C% '"?%',?%?"$#"*+,#&4!%/()5+()%&'(%"#G-2%-3%&/,)(%)-44,/?%1,+F%"#&-%&'(%BCDC%(+-#-0!C% '"?%',?%,4?-%(#,14()%

S'"#,%&-%,++5054,&(%.,?&%,0-5#&?%-3%BCDC%)(1&6%,#)%S'"#,%"?%#-2%#501(/%&2-6%1('"#)%X,E,#6%,?%&'(%4,/$(?&%'-4)(/%-3%

U.S. Treasury securities. 
 '(%S'"#,%(33(+&%',?%,4?-%1((#%+-0E-5#)()%1!%S'"#,%1!%#-&%4(&&"#$%&'("/%+5//(#+!6%&'(%!5,#6%G-,&%3/((4!%,$,"#?&%

&'(%BCDC%)-44,/C%Y(&&"#$%&'(%!5,#%G-,&%2-54)%0,F(%S'"#(?(%E/-)5+&?%,#)%?(/."+(?%0-/(%(VE(#?".(%&-%&'(%BCDC%,#)%&-%

-&'(/%3-/("$#%+-#?50(/?%:8--)!%;<<Z>C%J4&'-5$'%4(&&"#$%&'(%!5,#%G-,&%3/((4!%"#%&'(%+5//(#+!%0,/F(&?%2-54)%35/&'(/%

pull down the U.S. dollar in the short run, it would also enable the U.S. to gain back some of its competitive edge by 
1("#$%,14(%&-%+-0E(&(%2"&'%S'"#,%-#%&'(%E/"+(%-3%(VE-/&()%,#)%)-0(?&"+,44!%E/-)5+()%$--)?C%M"&'%&'(%!5,#%,14(%&-%

,EE/(+",&(%"#%/(4,&"-#%&-%&'(%BCDC%)-44,/6%&'(%E/"+(?%3-/%S'"#(?(%E/-)5+&?%,#)%?(/."+(?%2-54)%"#+/(,?(%,#)%&'(%E/"+(?%

3-/%BCDC%$--)?%2-54)%)(+/(,?(C% '"?%2-54)%+,5?(%(VE-/&?%&-%$,"#%?"$#"*+,#&%?&/(#$&'%"#%&'(%BCDC6%1/"#$"#$%)-44,/?%

G-2"#$%1,+F%"#&-%&'(%BCDC%(+-#-0!C%J4&'-5$'%S'"#,%',?%/(+(#&4!%4(&%&'("/%+5//(#+!%,EE/(+",&(%,$,"#?&%&'(%)-44,/%1!%,%

small increment, the yuan still has a considerable amount to appreciate to put the yuan and dollar in a correct relative 
E-?"&"-#%&',&%0,&+'(?%&'("/%/(?E(+&".(%"0E-/&?%,#)%(VE-/&?%:U(/$?&("#%;<<=>C
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J#-&'(/%?"$#"*+,#&%3,+&-/%&',&%"?%+-#&/"15&"#$%&-%&'(%)(+4"#(%-3%&'(%)-44,/%"?%&'(%(0(/$(#+(%-3%&'(%P5/-E(,#%B#"-#C%

The integration of countries in Europe has created an economy that is now bigger than that of the U.S., and it has 
given the world an alternative currency than that of the U.S. dollar. The European Union has also taken demand away 
from the U.S. in the form of foreign investments and exports, and it has overtaken the U.S. in currency holdings of 
the world. Up until now, the Euro has provided greater returns than the U.S. dollar when higher interest rates and 
+5//(#+!%,EE/(+",&"-#%"?%3,+&-/()%"#C%H#%,#%,/&"+4(%1!%O/()%U(/$?&("#%:;<<=>6%'(%2,/#?%&',&@

A[2(%?'-54)%(VE(+&%,%?&(,)!%,#)%?"\,14(%E-/&3-4"-%)".(/?"*+,&"-#%3/-0%)-44,/?%"#&-%(5/-K?%,?%E/".,&(%"#.(?&-/?6%

central banks, and sovereign wealth funds seek to align the currency composition of their assets with the new 

?&/5+&5/(%-3%&'(%2-/4)%(+-#-0!%,#)%$4-1,4%*#,#+(C%]#(%/(?54&%2"44%1(%?&(,)!%5E2,/)%E/(??5/(%-#%&'(%(5/-%,#)%

downward pressure on the dollar...”

The move to euro’s from dollars has already started and is a continuing cause for the decline in the value of the 
U.S. dollar. In 2006, the “global foreign exchange reserves totaled $4.35 trillion, of which 66.3% were held in U.S. 
dollars; but, as recently as 2002, the U.S. dollar accounted for over 70% of total foreign exchange reserves. The euro’s 
"#+/(,?"#$%?&,&5/(%',?%E/-.")()%3-/("$#%+(#&/,4%1,#F?%^"#.(?&-/?_%2"&'%,#%,4&(/#,&".(6%,#)%&'(%)".(/?"*+,&"-#%&/(#)%"?%
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34'#;<=<#5.!%!6>

Recent perceived instability in the U.S. economy is also contributing to the depreciation of the dollar. The U.S. 
dollar has historically been viewed as a “safe” currency in that the risk of default or wild swings in its economy are 
low, and returns are almost guaranteed. Recently however, the housing crisis, along with huge trade and budget 
)(*+"&?6% ',.(% ?-5/()% &'(% +-#*)(#+(% &',&% 3-/("$#% "#.(?&-/?%',.(% "#% &'(%BCDC% (+-#-0!C% H#% &'(%E,?&6% "#.(?&-/?%2(/(%

2"44"#$%&-%?,+/"*+(%?-0(%-3%&'("/%/(&5/#?%1!%"#.(?&"#$%"#%&'(%BCDC%1(+,5?(%-3%"&?%/(4",1"4"&!%,#)%?(+5/"&!C%%7(+(#&4!%

&'-5$'6%2"&'%+-#*)(#+(%(/-)()%"#.(?&-/?%,/(%)(0,#)"#$%'"$'(/%/(&5/#?%1!%0(,#?%-3%'"$'(/%"#&(/(?&%/,&(?%-/%0-/(%

purchasing power of their native currency.

?@A=5B;5A?5=#@,#3C5#D5EF ;F3$@A#@,#3C5#;<=<#D@  F*

34'#D96:-%7#!8#;<=<#D!//+()

8,#!%+-#?(N5(#+(?%,/"?(%1(+,5?(%-3%&'(%"0E,+&%-3%&'(%)(E/(+",&"-#%-3%&'(%BCDC%)-44,/C%P,+'%',?%&'(%E-&(#&",4%&-%

deliver a severe shock to the economy of the United States and the world. One such shock would be the dumping 
of U.S. dollars by foreign investors. The imbalance of dollars pouring out of the U.S. with dollars pouring back in, 
whether through debt issues or exports, is only minor in comparison to what could happen if foreigners jettisoned 
&'("/%)-44,/%'-4)"#$?C%7-#,4)%8+9"##-#%:;<<=>%,))?%&-%'"?%E/(."-5?%/(0,/F?%/($,/)"#$%&'"?%"01,4,#+(@

A[6%&'"?%5#(,?!%(N5"4"1/"50%+-54)%1(%5E?(&%"3%&'(%O()(/,4%7(?(/.(%4-?(?%0-#(&,/!%+-#&/-4%1!%?-0(%`,++")(#&,4K%

)-0(?&"+%(.(#&6%?,!6%E50E"#$%&--%05+'%4"N5")"&!%"#&-%&'(%(+-#-0!%&-%,.-")%,%+!+4"+,4%)-2#&5/#I,?%0"$'&%1(%&'(%

+,?(%2"&'%+5//(#&%?51E/"0(%0-/&$,$(%+/"?"?C%%J4&(/#,&".(4!6%"3%BCDC%E/-&(+&"-#"?&?%?5++(()%2"&'%1,?'"#$%S'"#,%-/%

X,E,#%&-%3-/+(%&'(%)-44,/%)-2#6%&'(#%3-/("$#%'-4)(/?%-3%4"N5")%)-44,/%,??(&?%2-54)%,$,"#%1(+-0(%#(/.-5?C%% '(/(%

could be a tipping point where investors in Asia or the Persian Gulf so fear the loss of the dollar’s international 

purchasing power that they jettison their dollar holdings-despite the short-run pain of letting their own currencies 

,EE/(+",&(C% %D5+'%)((E%,#)%$(#(/,4%)-44,/%)(.,45,&"-#%2-54)% &'(#%+,5?(%0,??".(% "#G,&"-#% "#% &'(%B#"&()%D&,&(?%

itself.”

J?%7-#,4)%8+9"##-#%:;<<=>%?5$$(?&?6%&'(/(%+-54)%1(%,%&"EE"#$%E-"#&%2'(/(%3-/("$#%"#.(?&-/?%3((4%&'(%)-44,/%"?%

destined to continue to depreciate, and rather than continuing to take loses, they may decide to dump their dollar 
'-4)"#$?%&-%"#.(?&%"#%0-/(%?(+5/(%,#)%?&,14(%+5//(#+"(?C%J4?-6%A',."#$%,++5054,&()%?5+'%.,?&%N5,#&"&"(?6%3-/("$#(/?%

0,!6%,&%?-0(%E-"#&6%4-?(%&'("/%,EE(&"&(IE,/&"+54,/4!%3-/%BCDC%$-.(/#0(#&%)(1&L%:8--)!%;<<Z>C%M"&'-5&%,%E5/+',?"#$%

1,?(%3-/%)(1&%-3%&'(%BCDC6%&'(%E"E(4"#(%-3%)-44,/?%G-2"#$%1,+F%"#&-%&'(%BCDC%(+-#-0!%2-54)%1(%+5&%-336%,#)%&'(%35#)?%

needed to run the government would not be available.

?9(('%.>#D-G'()-H.+&-!%

The euro has already surpassed the dollar as the primary reserve currency in the world. The drop in value and the 
5#+(/&,"#&!%"#%/"?F%',?%?&"G()%&'(%)-44,/K?%,1"4"&!%&-%E/-.")(%&'(%/(&5/#?%/(N5"/()%1!%E-&(#&",4%"#.(?&-/?C%H#.(?&-/?%',.(%

been forced to diversify their holdings among other currencies of the world. As discussed earlier, foreigners have 
1((#%2"44"#$%&-%*#,#+(%&'(%BCDC%&/,)(%"01,4,#+(%1!%,+N5"/"#$%,#)%,++5054,&"#$%4,/$(%N5,#&"&"(?%-3%BCDC%$-.(/#0(#&%

)(1&6%,#)%?&-+FE"4"#$%.,?&%N5,#&"&"(?%-3%BCDC%/(?(/.(?a%'-2(.(/6%2"&'%?&/-#$%/".,4?%&-%&'(%)-44,/6%?5+'%,?%&'(%(5/-%,#)%

the yuan, the dollar now has competition, and investors have an alternative for investment. Foreign investors can, 
and are, diversifying their holdings among various currencies. As investors further diversify their holdings, the 
demand for dollars will further depreciate, and the cycle will keep replicating itself, thus putting the dollar in a steep, 
)-2#2,/)%?E"/,4%:U(/$?&("#%;<<=>C

The Rise in Commodities

]#(%-3% &'(%0-?&%."?"14(% ?"$#?%-3% &'(%)(E/(+",&"-#%-3% &'(%)-44,/6% ,#)% &'(% +-#?(N5(#+(% "&% "?% ',."#$%-#% &'(%BCDC%

consumer, is the rapid rise in the prices of commodities that has taken place during the past few years. When the 
exchange rate for the dollar falls, commodities, such as oil which is traded in dollars, rise. The sellers of commodities 
in foreign countries refuse to let their revenues decline because the value to the dollar has gone down, so they demand 
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more dollars. The recent rise in commodity prices has been fed by fear that the U.S. dollar will continue to drop, and 
investors will take huge losses. Investors started to hedge their positions by purchasing commodities, thus fueling the 
bubble that recently burst. Even though commodity values have recently come back down to a manageable level, the 
upward trend continues, and higher prices are still likely in the near future as long as the dollar continues its decline 
:8-5',00()%;<<=>C

Increased Import Prices

S'(,E%"0E-/&?%-3%$--)?%,#)%?(/."+(?6%2'"+'%BCDC%+-#?50(/?%',.(%+-0(%&-%(VE(+&6%,/(%,4?-%1("#$%'5/&%1!%&'(%

devaluation of the U.S. dollar. With the dollar losing its value to currencies all across the world, dollars paid for goods 
,#)%?(/."+(?%05?&%1(%"#+/(,?()%?-%&',&%/(.(#5(?%2"44%#-&%1(%?,+/"*+()%-#+(%&'(!%',.(%1((#%+-#.(/&()%&-%&'(%"0E-/&(/K?%

native currency. This is especially true for goods and services coming out of Europe.  U.S. consumers will eventually 
see prices rise in the U.S. for foreign goods.

$%I+&-!%

H#G,&"-#%2"44%,4?-%"#+/(,?(C% '(%)-2#2,/)%?E"/,4%-3%&'(%)-44,/%"?%"#+/(,?"#$%&'(%+-?&%-3%3-/("$#%(VE-/&?%(#&(/"#$%

&'(%BCDC%,#)%+-#&/"15&"#$%&-%&'(%-.(/,44%"#G,&"-#%-3%&'(%BCDC%(+-#-0!C%J?%?((#%"#%S',/&%b%1(4-26%+-0E"4()%1!% "0-&'!%

8+8,'-#%:;<<=>6%"#G,&"-#%',?%1((#%-#%,%?"V%!(,/%5E2,/)%&/(#)6%?"#+(%;<<;%2'(#%&'(%)-44,/%E(,F()C%J&%&'(%?,0(%&"0(6%

the U.S. dollar has been on a six year downward trend. This shows a correlation between the decline in the value of 
&'(%BCDC%)-44,/%,#)%&'(%/"?(%-3%"#G,&"-#%"#%&'(%BCDC%(+-#-0!C%O-/("$#%"#.(?&-/?%,/(%/(N5"/"#$%'"$'(/%,#)%'"$'(/%E/"+(?%

in terms of dollars for the goods and services they export to the U.S. This pushes up the costs of goods and services 
(#&(/"#$% &'(%BCDC6%2'"+'% 4(,)?% &-% ,% /"?(% "#% "#G,&"-#C%J0")% &'(%)(E/(+",&"-#%-3% &'(%)-44,/6% "#G,&"-#%2"44% +-#&"#5(C%

S-#?50(/?%',.(%,4/(,)!%?&,/&()%&-%+5/&,"4%&'("/%?E(#)"#$%2'"+'%"?%4(,)"#$%&-%,%?4-2)-2#%-3%&'(%BCDC%(+-#-0!C
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With the help of the weak U.S. dollar, U.S.-made products have become more competitive in the world arena, 
leading to a short term increase in U.S. exports. In Addition, U.S. goods and services are essentially on sale to the 
/(?&%-3%&'(%2-/4)C% '"?%(33(+&%+,#%1(%?((#%-#%S',/&%c6%E/(?(#&()%(,/4"(/%"#%&'"?%E,E(/6%2'(/(%&'(%,++-5#&%)(*+"&%',?%

taken a breather from its rapid increase and has leveled off for 2007. But the increased exports by the U.S. and the 
strengthening of foreign currencies, in contrast to the U.S. dollar, are also hurting foreign countries who rely heavily 
-#%&'("/%(VE-/&?%,?%,%?"$#"*+,#&%E-/&"-#%-3%&'("/%TQWC%D5+'%+-5#&/"(?%,?%T(/0,#!6%X,E,#%,#)%D-5&'%9-/(,%,/(%*#)"#$%

their completive edge evaporate as the U.S. dollar declines and their goods and services are becoming more expensive 
&-%&'("/%+/5+",4%+5?&-0(/?%"#%&'(%BCDC%:7-51"#"%;<<=>C%% '"?%"#+/(,?(?%&'(%E-??"1"4"&!%-3%E-&(#&",4%)"?E5&(%1(&2((#%&'(%

United States and some European countries. Seeing their currencies appreciating against the dollar, along with their 
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higher rates of interest, many of the countries’ economies will be affected. This will lead to a contraction of export 
"#)5?&/"(?6%+,5?"#$%&'("/%5#(0E4-!0(#&%&-%/"?(6%,#)%&'("/%TQW%&-%3,44C%H#%&'"?%/($,/)6%8-5',00()%:;<<=>%-33(/?%&'(%

example that, “Airbus received a $40 billion contract from the U.S. Air Force in order to grease its economic wheels 
[of European countries] at the expense of the American workers.”

Conclusions

With the prosperity of the U.S. at stake, action must be taken to strengthen the U.S. dollar and reverse the direction 
it has taken over the past six years. Action must be implemented to combat the depreciation of the dollar. One such 
,+&"-#%2-54)%1(%&-%/(?&-/(%&'(%&/,)(%1,4,#+(%"#%&'(%2-/4)%1!%4(&&"#$%,44%+5//(#+"(?%G-,&%3/((4!%"#%&'(%(V+',#$(?6%&'(/(1!%

letting the market dictate the price of currencies. Although this would hurt the U.S. dollar in the short run, in the long 
run the U.S. would gain back some of its competitive edge and be better able to compete in the global market place. 
PVE-/&?6%"#%,))"&"-#%&-%&'(%G-2%-3%)-44,/?%1,+F%"#&-%&'(%BCDC6%2-54)%"#+/(,?(C% '"?%,+&"-#%2-54)%/(N5"/(%,%2"44"#$#(??%

1!%-&'(/%+-5#&/"(?6%?5+'%,?%S'"#,6%#-&%&-%,/&"*+",44!%0,#"E54,&(%&'("/%+5//(#+"(?C

D(+-#)4!6%&'(%BCDC%$-.(/#0(#&%05?&%/()5+(%"&?%?E(#)"#$%,#)%$(&%/")%-3%&'(%15)$(&%)(*+"&?%"&%',?%1((#%E4,$5()%

with. By reducing excess government spending, the need to increase the money supply in the U.S. would be reduced. 
This would cause interest rates to rise and lead to a strengthening of the dollar. This would also correct the imbalance 
-3%"#&(/(?&%/,&(?%1!%,44-2"#$%&'(0%&-%/"?(%&-%,%/(,4"?&"+%4(.(4%&',&%2"44%E/(.(#&%?"$#"*+,#&%"#G,&"-#%,#)%"#+/(,?(%&'(%

return on capital needed by foreign investors. To do this, the U.S. government would need to be willing to curb 
spending and refrain from capping interest rates at very low levels.

Implications for Future Research

Implications for further research include presenting the global needs of the U.S. as a world consumer of goods 
and services. Additional research could also be devoted to the implications to foreign countries which refuse to 
give “credit” to the U.S.  Further research could also be done concerning the belief that the dollar has recently been 
over-valued, and its recent downward trend is simply a correction to a more realistic value in comparison to other 
currencies of the world.
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