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Demise of the US Dollar: Greatly Exaggerated or Destiny? 

 

Dollar fears 
After a decade of relative strength, the US dollar has 

declined sharply over the last six months. This has 

coincided with media reports that the world may reduce 

dollar usage. We examine the US dollar from two 

perspectives – as a medium of global trade and as a 

reserve currency. Short-term, we see a mixed environment 

for the greenback; longer-term, the effects of de-

dollarization are likely to be both positive and negative.  

What is the Petrodollar system? 

The Petrodollar system was created in the 1970s by the 

United States and Saudi Arabia. The system is an 

agreement between the US and OPEC1, which among 

other things2, requires OPEC member countries to use the 

US dollar when they sell oil. The Petrodollar has been 

dented over the last several years, as some non-OPEC oil-

producing countries have been transacting in currencies 

other than the US dollar3.  

Earlier this year, Saudi Arabia made headlines when it 

announced it was open to selling oil in non-US dollar 

currencies. More recently, several non-OPEC countries4 

announced they have been discussing an alternative 

currency to the Petrodollar. Clearly, if the Petrodollar falls, 

that would mean a sea change in global politics and 

economics. However, settling on an alternative currency 

for oil transactions would be very challenging.  

Any alternative currency would need to be relatively stable 

and easily exchangeable for other currencies or assets. 

Surprisingly, the number of currencies that meet these 

criteria is relatively small. Not coincidentally, these are 

some of the same characteristics of reserve currencies.  

What is a reserve currency? 

A reserve currency is a currency that is widely held by 

central banks and other institutions. These entities hold 

reserves to help manage exchange rates and facilitate 

global trade. The four largest reserve currencies are the 

US dollar (58% of global reserves), the euro (20%), the 

Japanese yen (6%), and the British pound (5%)5. 

While there are no official criteria for reserve currency 

status, reserve currencies tend to have the following:  

• Stable economies and political systems: reserve 

currencies should be effective stores of value (i.e., have 

relatively stable exchange rates). 

• Free capital flows: reserve currencies should be easily 

exchanged for another currency or asset and easily 

moved from one country to another. 

• Robust financial system: reserve currencies should have 

liquid, transparent, and well-governed capital markets in 

which to invest, including a deep sovereign bond market.  

While the Petrodollar system creates a natural demand for 

US dollars, the US also scores highly on the three criteria 

above. In our view, the most significant risks to the US 

Key Takeaways 
 

o US dollar has gotten a lot of press recently.  

o Some “de-dollarization” is likely to occur over time.   

o The long-term impact is both positive and negative. 
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dollar’s reserve status are not external factors but internal 

factors relating to reserve currency criteria. Specifically, 

the stability of our political system has been called into 

question with issues around the peaceful transfer of power 

and the ability of our government to effectively legislate. 

Similarly, concerns about high government debt levels 

(and a potential government shutdown this year) have 

raised concerns about the stability of our economy.  

De-dollarization? 

Given the developments with the Petrodollar and the 

concerns mentioned above, the world is likely to diversify 

some of its exposure away from the US dollar. However, 

we believe the move is likely to be slow for three reasons.  

First, the dollar remains the dominant currency for 

international trade. Outside of Europe, over 70% of exports 

are conducted in dollars. This “network effect” is very slow 

to change. Secondly, the dollar is also the dominant 

currency in global banking, with about 60% of foreign bank 

deposits and loans denominated in US dollars6.  

Lastly, countries’ supply and demand change slowly. 

Developed nations like the US tend to have higher 

domestic demand than developing countries, meaning we 

import more goods than we export7. The US, for example, 

imports about $1.2 trillion more than we export. This $1.2 

trillion gap needs to be invested in US dollar-denominated 

assets. Currently, no other sovereign bond market is deep 

enough to handle this level of investment8. 

Outlook for the US dollar? 

Near term, the US dollar may weaken for the normal 

reasons currencies fluctuate in value (differences in 

interest rates, economic growth, and inflation rates across 

countries)9, but we don’t see a clear-cut bear case. 

Further, the US dollar remains one of the most reliable 

safe-haven currencies in the world. Longer term, it seems 

likely that global diversification away from the greenback 

will reduce demand for US dollars.  

It is not clear to us if the US economy benefits from a 

consistently strong dollar. Too much demand for dollars 

results in lower US interest rates. Persistently low-interest 

rates tend to facilitate debt accumulation and asset 

bubbles, while also punishing US savers. A structurally 

lower dollar might require a painful adjustment, but several 

issues impacting the US economy (e.g., the income gap, 

position of US manufacturers) would likely improve.  

Key takeaway 
Global diversification away from the US dollar seems likely 

over time. Shorter-term, we see a mixed environment for 

the dollar. Longer-term, de-dollarization is likely to be a 

negative for the dollar; the impact on the US economy, 

however, will likely be both positive and negative.
 

 
1 Organization of Petroleum Exporting Countries 
2 Saudi Arabia agreed to sell its oil in US dollars and invest those dollars in US Treasuries, in exchange for US 
military support and weapons. 
3 Venezuela for example, began accepting euros, Chinese yuan, and other convertible currencies for its oil exports 
in 2018, before entering OPEC. 
4 Brazil, Russia, India, China, and South Africa 
5 While the US dollar share of foreign exchange reserves has declined, the decline has not been dramatic. 10 years 
ago, the USD share was 61%. Source: Bank of International Settlements.  
6 Source: US Federal Reserve. 
7 Conversely, developing economies like China and India tend to produce more than they can consume, so they 
export those goods to developed with higher domestic demand, like the US. 
8 US Treasury market is about $10 trillion. The Japanese Government Bond market is about $7 trillion (but they 
own most of it). All other countries have sovereign bond markets of less than $2 trillion. Source: Bloomberg. 
9 Among G-10 currencies, the US dollar ranks 2nd best, 5th best, and 6th best, on relative interest rate, growth, and 
inflation rates, but it ranks very low on trade and budget balances. 
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Important Information 

This is for informational purposes only, is not a solicitation, and should not be considered investment, legal or tax 
advice. The information in this report has been drawn from sources believed to be reliable, but its accuracy is not 

guaranteed, and is subject to change. Investors seeking more information should contact their financial advisor. 
Financial advisors may seek more information by contacting AssetMark at 800-664-5345. 

 
Investing involves risk, including the possible loss of principal. Past performance does not guarantee future 

results. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. There is no guarantee 
that a diversified portfolio will outperform a non-diversified portfolio. No investment strategy, such as asset allocation, 

can guarantee a profit or protect against loss. Actual client results will vary based on investment selection, timing, 

market conditions, and tax situation. It is not possible to invest directly in an index. Indexes are unmanaged, do not 
incur management fees, costs, and expenses and cannot be invested in directly. Index performance assumes the 

reinvestment of dividends. 
 

Investments in equities, bonds, options, and other securities, whether held individually or through mutual funds and 
exchange traded funds, can decline significantly in response to adverse market conditions, company-specific events, 

changes in exchange rates, and domestic, international, economic, and political developments. 

Bloomberg® and the referenced Bloomberg Index are service marks of Bloomberg Finance L.P. and its affiliates 

(collectively, “Bloomberg”), and are used under license. Bloomberg does not approve or endorse this material, nor 

guarantees the accuracy or completeness of any information herein. Bloomberg and AssetMark, Inc. are separate and 

unaffiliated companies.   

 

AssetMark, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission.  
©2023 AssetMark, Inc. All rights reserved. 
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