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Changes in the international monetary system:
opportunities and risks for the US dollar

Abstract. In the 1940s, the US dollar was established as an international currency. Since then, its position
has been practically unchallenged. However, in light of the financial crisis of 2008, the strengthening of the
Chinese and European economies, and the COVID-19 pandemic, it is necessary to reflect on the future
balance of power in the international monetary system. To this end, this article poses the following research
question: is the US dollar facing a threat to its leading position in the global arena?

First, | describe the historical currency system and the position of the dollar after the 2008 crisis; next
| analyze the pandemic up through the end of June 2020. Then, | consider three possible scenarios for the
dollar. First, it is possible to create a new global currency which would consist of a basket of the five most
important world currencies. The second option is to replace the dollar with another currency, especially
the euro or the renminbi. The third and most probable scenario is the compresence of several competing
national currencies in international trade. Abandoning the dollar is possible, but it would require significant
financial and institutional changes. This means that in the absence of any easy solutions for dethroning the
US currency, it will remain the world’s leading currency.
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Cenbcka A.

KaHAMOAT EKOHOMIYHUX HayK, OOLLEHT,

IHCTUTYT EKOHOMIYHUX HayK, PakynbTeT Npaea, aaMiHICTPYBaHHS 1 EKOHOMIKM,

Bpounascbknii yHiBepcuteT, Bpounas, NonbLia

3MiHKM B MiXKHapOAHiI BaNIOTHIN CUCTEMIi: MOXJINBOCTi Ta pu3uku gna gonapa CLUA

AHoTauisa. Bigroai ak y 1940-x pp. ponap CLUA HaByB cTaTycy CBiTOBOI Ba/itOTW, MOro NO3uULLst MPakTUYHO
He ockapxXyeTbca. OaHak y CBiTni dpiHaHCOBOI Kpr3u 2008 poky, 3MiLHEHHSI KUTAWCbKOI Ta EBPONENCHKOI
€eKOHOMIK i naHaemii COVID-19 HeobXigHO 3aaymMaTmcs NPo ManbyTHE CMiBBIOHOLWEHHS CUY MiDKHApPOOHIN
BaNOTHIl cucTeMi. 3 L€ METOI Y CTaTTi CTaBUTbCSA Take A0CHiAHNLbKE MUTAHHSA: YM 3iTKyHYBCS A0nap
CLUA i3 3arpo30t0 a5 CBOro NiAnpytyoro CTaHOBMLLA Ha CBITOBIN apeHi?

Y pocnigxxeHi aHanizyeTbCs YNHHA BaNOTHA CUCTEMA CBITY Ta CTaHOBMLLE aonapa nicns kpmusm 2008 poky,
a TakoX CuTyauisl, Wo BMHUKNA B 3B’A3KY 3 MaHaeMmieto, Ao kiHus dyepsHa 2020 poky. Posrnagalotbcs
TPY MOXJIMBI CuUeHapii po3BUTKY noain anga gonapa. lNo-nepuwe, igeTbCa NPO MOXJUBICTb CTBOPUTHK
HOBY rnobanbHy BanioTy, fka 6 cknaganacs 3 Kowuka nN’aTu HanBaXKIMBILLMX CBITOBMX BantoT. Lpyrui
BapiaHT — 3aMiH1TX J0Nap iHLWO BaOTO0, 0CO6MBO €BPO abo oaHaMu. TpeTim i HanBinbL BiporigHUM
cueHapieM € 36epexeHHs 00iry KibKoX KOHKYPYIUMX HaLiOHaNbHUX BasoT Yy MiKHapPOAOHIA Toprieni.
Bigintn Big ponapa MoxnuBo, ane ue notpebye 3Ha4YHMX iHAHCOBUX N IHCTUTYLiINHMX 3MiH. OTXe, B
yMOBax BigCyTHOCTI NPOCTUX pilleHb LWOA0 AETPOHI3aLUii aMepukaHCbKOi BaniOTK BOHA 3aNMULWLATUMETLCS
MPOBIAHOO BaNOTO Y CBITi.

Knio4ogi cnoBa: mixxHapoaHa BantoTHa cuctema; gonap CLUA; ceiToBa BanioTa.
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Cenbcka A.

KaHAMOAaT 93KOHOMUYECKMX HayK, OOLLEHT,

MHCTUTYT 3KOHOMUYECKNX HayK, DakynbTET NpaBa, aAMUHUCTPUPOBAHUS 1 SKOHOMUKW,

Bpounasckuin yHusepcuteT, Bpounas, MNonbLua

N3mMeHeHuns B MeXAyHapoaHO BaNlOTHON CUCTEME: BO3MOXXHOCTU 1 pucku ansa gonnapa CLUA
AHHoTaumsa. C 1ex nop kak B 1940-x rr. gonnap CLUA nonyyun ctatyC MMpPOBOM BanioThbl, €ro NO3nLng
npakTnyecku He ocnapusaeTtcs. OgHako B cBeTe durHaHCcoBOro kpmnamnca 2008 roga, ykpenneHns KUTanckom
1N eBpOneinckorm akoHOMUK 1 naHaemmn COVID-19 Heobxoaumo 3aaymMaTtbCsa O OyayLieM COOTHOLLEHue
CuN B MeXAyHapoaHOM BantoTHOM cucteme. C 3TOW LIeNbIO B CTaTbe CTAaBUTCS TakoW MccneaoBaTebCkunii
BOMNpOC: cTonkHyncs nu gonnap CLUA ¢ yrpo3oii Anst CBOEro nmavipyioLLero noaoXeHns Ha MMPOBO apeHe?
B nccnepoBaHum aHann3npyeTcs OEeNCTBYIOLLAS BaNOTHAs CUCTEMa MMpa 1 NONIOXKEHNE fonnapa nocne
kpn3nca 2008 ropa, a Takxxe cuTyauus, BO3HUKLIAA B CBA3M C NnaHAemMunen, oo koHua moHa 2020 ropa.
PaccmatpumBaloTcs TpUM BO3MOXHbIX CLIEHapusi pa3BuTus coObITUIA ans pgonnapa. Bo-nepsbix, peyb
NMAET O BOSMOXHOCTU CO34aTb HOBYIO MMOOanbHYO Ba/loTy, KOTOpas COCToAna Obl M3 KOP3MHbI NATH
BaXKHEMNLUMX MUPOBLIX BaNOT. BTopon BapuaHT — 3aMeHUTb 4onnap Apyron BantoTon, 0COBEHHO eBpo nnmn
loaHsaMU. TpeTbM 1 Hanbonee BEPOSTHLIM CLLEHAPMEM SABNSETCA COXpaHeHMe 0OpaLLeHns HECKObKUX
KOHKYPUPYIOLLMX HaUWOHabHbIX BaNOT B MeXAyHapoaHowr Toprosne. OTONTM OT gonfaapa BO3MOXHO,
HO 3TO TpelbyeT 3HaYUTENIbHbIX GUHAHCOBLIX U WHCTUTYLMOHANbHBIX U3MEHEHU. MTakK, B yCNoBUsIX
OTCYTCTBUS MPOCTbIX PELUEHNA NO OETPOHU3ALUM aMEPUKAHCKOW BaioTbl OHa OyaeT ocTaBaTbCs
BeAyLUEeW BanioTon B MUpe.

KnioueBble cnoBa: mexayHapoaHas BanioTHas cuctema; gonnap CLUA; MmmpoBas BantoTa.

Sielska A.

Adiunkt, Zaktad Miedzynarodowych Stosunkéw Ekonomicznych,

Instytut Nauk Ekonomicznych, Wydziat Prawa, Administracji i Ekonomii,

Uniwersytet Wroctawski, Wroctaw, Polska

Zmiany w miedzynarodowym systemie walutowym: szanse i zagrozenia dla dolara amerykariskiego
Streszczenie. W latach 40-tych XX wieku dolar amerykanski stat sie walutg migedzynarodowg. Od tego
Cczasu jego pozycja jest praktycznie niekwestionowana. Jednak w Swietle kryzysu finansowego z 2008 r.,
umocnienia sie gospodarki Chin i Europy oraz pandemii COVID-19, nalezy zastanowi¢ si¢ nad przysztym
uktadem sit w miedzynarodowym systemie walutowym. Z tego wzgledu w niniejszym artykule postawiono
nastepujgce pytanie badawcze: czy pozycja dolara na arenie miedzynarodowej jest zagrozona?

W tym celu, na samym poczgtku opisano system walutowy w ujeciu historycznym oraz pozycje dolara po
kryzysie z 2008 r., uwzgledniajgc pandemie COVID-19 do konca czerwca 2020. Nastepnie wyznaczono
trzy mozliwe scenariusze dla przysztosci amerykanskiej waluty. Po pierwsze, mozliwe jest stworzenie
nowej globalnej waluty, ktéra sktadataby sie z koszyka pieciu najwazniejszych walut Swiatowych. Drugg,
opcjgjestzastgpienie dolarainngwalutg, zwtaszcza euro lub renminbi. Trzeciinajbardziej prawdopodobny
scenariusz to obecnosc¢ kilku konkurujgcych ze sobg walut krajowych w handlu migedzynarodowym.
Oznacza to, ze rezygnacja z dolara jest praktycznie mozliwa, ale wymagataby ona znacznych reform
finansowych i instytucjonalnych. Tym samym, przy braku szybkich rozwigzan alternatywnych,
polegajgcych na zdetronizowaniu dolara, wydaje sig, ze poOki co pienigdz amerykanski pozostanie nadal
wiodacg walutg na Swiecie.

Stowa kluczowe: miedzynarodowy system walutowy; Dolar; waluta miedzynarodowa.

1. Introduction

The international monetary system is the set of rules, institutions, and treaties defining the
conditions and methods of functioning of money in the sphere of international relations. The need
for it stems from the use of various monetary units in various countries and groups of coun-
tries (Dorosz, 2011, p. 92-113). After the nineteenth century, the world gradually departed from
a gold-currency system to a gold-standard system and then a gold-exchange standard. Nowa-
days, the system comprises many exchangeable currencies that assumes the liquidity of curren-
cies of highly developed countries.

Murray N. Rothbard, one of the most prominent representatives of the Austrian school of eco-
nomics, pointed out that the history of money in the twentieth century was marked by a con-
stant tendency to ease the constraints that prevented the state from increasing the money supply
(Rothbard, 2007, p. 235). One of the worst consequences of inappropriate monetary policy was
the global crisis of 2008. However, in spite of the artificial lowering of interest rates by the Federal
Reserve, which resulted in citizens’ and investors’ wrong investments and assumption of exces-
sive risk (Jabtecki & Machaj, 2009) and in turn led to the collapse of the economies of many coun-
tries, the US dollar continues to reign.

More than ten years later, on December 31, 2019, the COVID-19 pandemic broke out in Wuhan,
China. The central banks of many countries decided to take on a desperate policy of quantitative
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easing to finance government spending and save their economies. In the United States, as of the
beginning of June 2020, over two million people had contracted COVID-19, which put the country
in first place (Worldometer, 2020). The US-China trade conflict is growing more and more tense.
Will this complex situation affect the balance of power in the international monetary system? Will
banknotes with the motto «In God we trust» be replaced by another currency? To answer these
questions, | review the relevant literature and form inferences based on statistical data. | first de-
scribe the historical international monetary system, the global position of the dollar from the 2008
crisis to the end of 2019, and the current situation (through June 2020). Then | attempt to assess
the future threats to the US currency by outlining possible scenarios.

2. The international monetary system: a historical perspective

The first international monetary system was the gold standard, which obligated participating
countries to define their currencies as a specific weight of gold. In addition, domestic money in its
other forms (bank deposits and banknotes) could be freely exchanged for gold at a fixed price.
In Great Britain, the metal formally became legal tender in 1821; in the United States, after the
Coinage Act of 1834;" in Australia and Canada, in the early 1850s; and in the rest of the world, in
the 1870s (Hulsmann, 2008, p. 209). In general, the period from 1880 to 1914 is considered the
period of the classical gold standard because it was then that most countries (to a varying degree)
chose this system (Bordo). The gold standard’s greatest advantages included stability, which fa-
cilitated trade between countries (the system eliminated exchange rate fluctuations); the develop-
ment of democracy; and the inability to fix prices and wages. And although, as Ludwig von Mises,
the teacher of Rothbard, putit, it was not a perfect system - since there is no such thing as perfec-
tion in the world of human affairs - it had one special feature: the independence of the purchasing
power of money from the changing goals and doctrines of political parties or pressure groups,
which limited credit expansion and inflationary measures (Mises, 1998, p. 468-475).

The gold standard collapsed during World War | (in 1914), when the fighting countries decided
to finance their military operations with inflation. Between 1925 and 1931 the world saw a tempo-
rary and limited return to gold as the basis of the international monetary system. At that time, the
gold-exchange standard, which bound any given country’s currency to currencies convertible into
gold, was in operation. This system ensured a policy of coordinated inflation, as only the Fed and
the Bank of England issued the convertible reserve currencies. Other central banks held their re-
serves in either dollars or pounds, so the pace of monetary expansion depended on those two
countries. The whole system was an incentive to engage in many irresponsible behaviors because
of the opportunities it provided for engaging in inflation. Not surprisingly, this system lasted only a
few years. It collapsed as a consequence of the Wall Street crisis of 1929, when the governments
of many countries turned to protectionist policies or imposed currency controls, thus stifling inter-
national payments and making it impossible to replenish reserves. As a consequence, the Bank of
England suspended its payments in September 1931 (across the ocean, Franklin D. Roosevelt na-
tionalized citizens’ gold and repealed contracts in which payment was specified in gold) and cen-
tral banks of other countries, following its lead, helped bring the world into a regime of fluctuating
exchange rates that lasted until the end of World War Il (Htlsmann, 2008, p. 215-216).

In 1944, at a conference in Bretton Woods, New Hampshire, in the United States, delegates
from forty-four countries attempted to rework the foundations of the international monetary sys-
tem. The International Monetary Fund and the World Bank were created. Provisions regarding
fixed exchange rates were made (rates could fluctuate within a £0.5 percent band), the dollar was
made exchangeable into gold again (the price of one ounce of gold was USD 35), and the central
banks outside the United States were obliged to maintain reserves in dollars.? Thus, the US curren-
cy became a world currency, and the Fed was free to print money (Hilsmann, 2008, p. 216-219).

' That year, the United States set the price of gold at USD 20.67 per ounce, a price that remained unchanged until 1993.
2 L. von Mises (1998), in Human Action, explains why other countries agreed to the domination of the United States:
«The Bretton Woods Conference was held under very particular circumstances. Most of the participating nations were
at that time entirely dependent on the benevolence of the United States. They would have been doomed if the United
States had stopped fighting for their freedom and aiding them materially by lend-lease. The government of the United
States, on the other hand, looked upon the monetary agreement as a scheme for a disguised continuation of lend-lease
after the cessation of hostilities. The United States was ready to give and the other participants - especially those of
the European countries, most of them at that time still entirely occupied by the German armies, and those of the Asiatic
countries - were ready to take whatever was offered to them» (p. 475).
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Since 1968, however, the US government has had increasing difficulties keeping the gold parity
within the limits set at the Bretton Woods Conference. Additionally, because of the high costs of
the Vietnam War in the early 1970s and President Johnson’s social programs, the US budget de-
ficit emerged. Gold flowed from the United States. As more and more dollars were printed, more
countries considered exchanging dollars for gold. Not surprisingly, on August 15, 1971, President
Richard M. Nixon abandoned the 1944 arrangements. Since then, the dollar has been unbacked
by gold (Kwasnicki, 2008), and many countries have introduced floating exchange rates.

From the 1970s to the present day, the international monetary system has been a multicur-
rency system or a nonsystem (Farhi & Gourinchas, 2011). It was not created through negotiations
between countries; rather, it is the outcome of many countries’ individual exchange rate policies
(Mikita, 2016, p. 85-99). Thus, several currencies currently play a significant role on a global scale
(for example, the euro and the renminbi), with the dollar leading the pack.

3. The unwavering position of the dollar after the 2008 crisis®

For years, the United States has been a political and economic empire. Among other causes, it
gained its position thanks to the war with Spain in 1898, participation in the First World War along
with the formation of a new order by Woodrow Wilson in Europe, and the dollar’s establishment as
an international currency in the 1940s at Bretton Woods. Shortly after World War Il, the global do-
mination of the United States was indisputable. However, since the 2008 crisis, its hegemonic po-
sition has been questioned. The question arose of whether the dollar could maintain its dominant
position in such difficult times (Markiewicz, 2012, p. 101-114).

The role of a global currency is determined by both short-term and long-term factors. The for-
mer include, for example, exchange rates and interest rates, which affect international financial
markets. Long-term factors determine the rank of an international currency. They include, among
others, the stability and size of the economy, macroeconomic policy (especially monetary policy),
and the currency’s stability (Mucha-Leszko, 2007, p. 279). In addition, a country with a world cur-
rency has a large share of global GDP and have well-developed trade links. The position of a glo-
bal money is shaped in two main areas. The first concerns the official sphere, which takes into ac-
count, among other things, the rank of the money in the global basket of reserve currencies, the
structure of the country’s debt, and the type of its creditors. The use of the money in the private
sphere consists in its use in international trade and financial markets.

The dollar in the official sphere

The United States is undoubtedly an economic power. In 2019, US GDP amounted to USD
21.439 450 million (Statista 2020), which represented the largest share (23 percent) in the global
economy (China’s GDP, at 15.5 percent, was second largest). The situation looks worse when the
country’s debt is taken into account. From 2007 to 2019, the public debt of the United States in-
creased by 249 percent (from USD 8 849 665 million to USD 22 027 880 million; see Figure 1), and
in 2019 it was 102 percent of US GDP. It is estimated that the government spent nearly USD 593.1
billion on its services in the financial year in question (Desilver, 2019).

Figure 1:
US total public debt, 2007 to 2019 Q1
Source: Own study based on data from the Federal Reserve Bank of St. Louis (2020a)

3 An earlier version of this part of the paper appeared in Sielska (2018, p. 213-228).
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It would seem that the United States’ aggressive fiscal policy and extremely large debt would
weaken the dollar on international markets. The dollar has, however, dominated the global basket
of reserve currencies for years. Its share in the basket has remained at a similar level since the cri-
sis (for example, in the first quarter of 2007, its share was 65.05 percent, and in the first quarter of
2019 it was 61.73 percent; see Figure 2) (Prasad, 2014, p. 34-37).

Additionally, other countries are still interested in US financial assets. In 2000 they held assets
worth nearly USD 1 billion, and in December 2019 they had over six times more (USD 6.691 bil-
lion). This means that neither the financial crisis nor the growing US debt has discouraged other
countries from purchasing dollars. At the end of 2019, the main creditors of the United States in-
cluded Japan and China, followed by Great Britain, Ireland, Brazil, Luxembourg, Switzerland, Cay-
man Islands, Hong Kong, and Belgium (Figure 3).

Figure 2:
Basket of reserve currencies: the four most important currencies,” Q1

Source: Own study based on data from International Monetary Fund (2020a)

Note: * - In addition, since 2016, the renminbi has been included in the global basket of reserve curren-
cies, and since 2012 the Canadian dollar, Australian dollar, Swiss franc, and other currencies have been as
well. In the first quarter of 2019, their shares, respectively, were 1.94 percent, 1.91 percent, 1.67 percent,
0.14 percent, and 2.42 percent.

Figure 3:
Major foreign holders of US Treasury securities (December 2019): top ten
Source: Own study based on data from the Federal Reserve Bank of St. Louis (2020b)
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The dollar in the private sphere

Apart from official settlements, the world currency also plays a crucial role in international trade
and is used in financial markets. For years, the dollar has been the leader in foreign exchange mar-
kets. In 2019 88.3 percent of transactions in international trade and financial markets were settled
in dollars (Table 1).

In 2008, the importance of the dollar decreased in favor of the euro and the yen. However,
after the crisis broke out in 2010 on the Continent, the dollar gained again. Its share in foreign
exchange markets has constantly grown, with a simultaneous decline in settlements made in
euros (Table 1).

Table 1:
Foreign exchange market turnover (%)*: most important currencies

Note: " - Because there are two currencies in each transaction, the sum of their shares is more than 100 percent
(only the most important currencies were analyzed in the prepared table, so the sum is not 200 percent).

Source: Own study based on annual reports from the Bank for International Settlements (BIS, 2020)

Another factor influencing the role of the dollar in foreign exchange transactions is its wide-
spread use in international trade. The position of the world currency in invoicing depends on,
among other factors, the influence of a given economy on the external environment, mutual eco-
nomic relations and the market share of the exporting country (Mucha-Leszko & Kgkol, 2013).
The dollar undoubtedly performs well in this sphere compared to other currencies. For exam-
ple, Gopinath’s research* concerning global trade in the period 1999-2014 shows that the share
of the dollar as invoiced currency was 4.7 times greater than world imports and 3.1 times grea-
ter than world exports (Gopinath, 2015). These results contradict the popular Mundell-Fleming
paradigm (Fleming, 1962; Mundell, 1963), which assumes that the importance of a nation’s cur-
rency in international trade is closely related to its importance in global trade. In that paradigm,
countries export goods in their own currency, while in fact many countries use the US currency
as a unit of account (Gopinath, 2019). In 2018 the dollar was the most frequently used curren-
cy in payments for EU imports, with a 56 percent share. When it comes to invoicing the EU’s ex-
ports to countries outside its territory, the dollar’s share was slightly lower than the euro’s, al-
though, as shown in Figure 4, this difference began to disappear in 2012 - that is, two years af-
ter the crisis in Europe.

Additionally, the US currency plays a significant role in the international capital market. The
largest amount of loans (at current exchange rates) is made in dollars each year. In percentage
terms, in the fourth quarter of 2016, 59.1 percent of loans were granted in dollars, 21.3 percent in
euros, 3.6 percent in yen, and 16 percent in other currencies (Table 2).

Although the share of the US currency in international capital markets has slightly decreased
since 2016, it still remains in the first place. The European Central Bank further emphasizes
that the current rise in the importance of the euro is a just reversal of the decline recorded
in 2006-2014. The rise is considered an outcome of, among other things, deleveraging by
eurozone banks and regulatory efforts to reduce exposure to foreign loans (European Central
Bank).

The dollar’s importance in the international deposit market is similar to its importance in in-
ternational capital markets. In the fourth quarter of 2019, its share was 54.5 percent, while the
euro’s share was 25.8 percent, the yen’s share was 2.5 percent, and other currencies’ share
was 17.2 percent (Table 3).

Domination of a given currency in the world depends on historical conditions and the process
that must take place for it to happen. These specific steps are described by Eichengreen (2010)
as follows: «This experience suggests that the logical sequencing of steps in internationalizing

4 The study included forty-three countries for imports and forty-four countries for exports, whose combined share is
about 55 percent of world imports and 57 percent of world exports.
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a currency is: first, encouraging its use in invoicing and settling trade; second, encouraging its use
in private financial transactions; third, encouraging its use by central banks and governments as a
form in which to hold foreign reserves.» Is there a real chance of a threat to the US currency? Be-
fore | address this question, | bring closer the situation during the COVID-19 pandemic in the Uni-
ted States until June 2020.

4. The United States and the COVID-19 pandemic until June 2020

Pandemics are one of the most powerful socio-economic threats. and have significant con-
sequences. Focusing solely on the economic sphere, they affect both the demand and sup-
ply sides. Consumers are forced to reduce their spending (as they are often held in quaran-
tine), the workforce shrinks, and companies encounter financial problems because production

Figure 4:
EU total trade (exports and imports) of goods by invoicing currency (2010-2018, %)

Source: Own study based on data form Eurostat (2020)

Table 2:
Outstanding international loans, by currency (2006-2019, %)

Source: European Central Bank (2020)
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Table 3:
Outstanding international deposits, by currency (2006-2019, %)

Source: European Central Bank (2020)

slows down. And although it is hard to know the final consequences of the coronavirus, as the
world is still struggling with millions® of active cases, it is hard not to speculate that we may be
entering a new global recession. The coronavirus has hit hardest the largest economies in the
world (including the United States, India, Great Britain, and Germany). The World Bank esti-
mates that the pandemic could reduce global GDP by up to 4.8 percent in the worst-case sce-
nario (a Spanish-flu-like pandemic), 3.1 percent in a moderate scenario (like the 1958 flu pan-
demic), or 0.7 percent in a mild scenario (like the 1968 flu pandemic) (Sieron, 2020). So far (as
of June 2020), the highest number of COVID-19 cases has been recorded in the United States,
where the number of daily new cases is still increasing. Could these black clouds be a harbin-
ger of a serious storm in the international financial system and thus a threat to the dominant
position of the dollar?

In the first quarter of 2020, US GDP fell by 4.8 percent compared to the previous three
months, the largest quarterly decline since the 2008 crisis (Bureau of Economic Analysis,
2020a) (Figure 5). The biggest blow to the economy was the quarantine, which reduced con-
sumer spending by 7.6 percent (consumption accounts for as much as 67 percent of GDP). In
addition, nonresidential fixed investment, exports, and inventories have declined. The damage
would have been even greater had it not been for the stimulation of GDP through state and fe-
deral government spending, which increased by 1.7 percent over in the first quarter of 2020.
However, analysts point out that the poor condition in the first quarter was a consequence of
only a two-week quarantine. This means that it will prove to have been much worse in the se-
cond quarter (Cox, 2020).

In response to the COVID-19 pandemic, the Federal Reserve System hastily lowered the in-
terest rate twice in a row, eventually reducing it to nearly zero (0.00-0.25 percent).® Additional-
ly, central banks launched repo transactions (to provide liquidity to the markets and instill con-
fidence in the American currency), the MLF program enabled loans to state and local authori-
ties, and an extensive offer of repayable-aid programs targeted a diverse group of beneficiaries
(Board of Governors of the Federal Reserve System, 2020). In the face of the Fed’s actions, in-
vestors in US stock markets reacted immediately. In March 2020, the stock indexes fell by over
20 percent (Figure 6). For the Dow Jones, the first quarter of 2020 was the worst since 1987, and
for the S&P 500 it was the worst since 2008. By May, however, the indexes had risen above their
average of the last twelve months, which can be explained by news about a potential vaccine and
potential economic recovery (Smith, 2020).

In April 2020, the Department of Labor provided the gloomy information that the US unem-
ployment rate for the month was 14.7 percent. Americans were losing their jobs en masse and
resorting to state aid. Initial unemployment claims have exceeded 3 million per week since
March 21 and peaked at 6.9 million on the week of March 28. The previous weekly high was
about 650,000 during the Great Recession of 2007-2009 (Miller & Labonte, 2020). However,
with the relaxation of quarantines and the resumption of economic activity in May 2020, the

5 On June 29, 2020, there were 4,193,847 active cases (Worldometer, 2020): https://www.worldometers.info/
coronavirus/?fbclid=IwAR1LMKqgalgakgKUFGYD6-eTkLvc-OafiVXFALWpxS2MTpremeWObJEoloAl
6 On March 3, the Fed reduced its interest rate by 50 bp, and on March 15, 2020, by another 100 bp.
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unemployment rate fell to 13.3 percent. Employment rose sharply in leisure and hospitality,
construction, education and health services, and retail trade. However, the Congressional
Budget Office projected that the unemployment rate would average 11.4 percent during 2020
before falling slightly to 10.1 percent in 2021. By comparison, unemployment during the Great
Recession peaked in October 2009 at 10.0 percent (Bureau of Labor Statistics, 2020).
Although not much data dealing with the United States has yet been published, it seems that
the primary factor that will determine the severity of the US problems will be the duration of the

Figure 5:
US Real Gross domestic product (% changes by quarter, 2007 to 2020 Q1)

Source: US Bureau of Economic Analysis (2020b)

Figure 6:
Dow Jones and S&P 500 (% change, January 2019-June 2020)

Source: FRED (2020a)
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pandemic. Therefore, it is difficult to predict whether the coronavirus will cause more damage in
the long term than the 2008 crisis.’

The pandemic has not affected only the demand side of the economy. Of course, a decline in
consumer demand reduces GDP, but such a change should bring the economy to a new balance
by shaping lower prices with a new structure of supply. The pandemic also has had a strong im-
pact on the supply side of the economy. In the face of a decline in the workforce, industrial pro-
duction has shrunk and fixed costs and often wages remained the same. Moreover, entrepreneurs
have been forced to pay their debts, which increase the likelihood of their bankruptcy. In addition,
during a pandemic, most sectors of the economy experience supply disruptions and shortages of
intermediate products, which become more and more expensive. Limited economic activity also
means lower tax revenues, which, with increasing government spending on fighting the virus, only
makes the fiscal deficit and public debt bigger (Sieron, 2020).

Therefore, the situation in the United States does not look good. The country’s debt increased
by 249 percent over the twelve years from 2007 to 2019, as noted, and in the first quarter of 2020
it was USD 23.224 million (Federal Reserve Bank of St. Louis. 2020a). In addition, more Ame-
ricans are unemployed now than during the 2008 crisis, and the drastic decline in employment
is the worst since 1939 (Trading Economics 2020 a). In May 2020, production decreased by
15.3 percent compared to May 2019 (Trading Economics, 2020b). Can such an unfavorable si-
tuation pose a threat to the dollar’s domination? At this point, attempting to answer the question
may be like reading tea leaves. The pandemic continues, and the number of cases in the United
States continues to grow, with an uncertain second half of the year ahead of us.

On the other hand, because the global crisis of 2008 and growing debt did not hurt the Ame-
rican currency, and because both China and the European Union have also been affected by the
current pandemic, the scenario in which the dollar is replaced by another currency in the next
few years is rather unlikely (which does not mean that the position of, for example, the euro, the
yen, or the renminbi will not become stronger). Moreover, the US currency has been one of the
safest havens in times of economic downturn since the 1950s. It is the most liquid currency on
the forex market, virtually all commodities (including crude oil) are priced in dollar terms, and
the bond market and the entire capital market in the United States the largest in the world. Pre-
viously, it was believed that the dollar would lose its global position after the 2008 crisis. This
did not happen, and the dollar only gained in value (Figure 7). Then came President Donald
Trump’s protectionist policies. Again the dollar was expected to lose its reputation as a safe
haven. But while trade tensions were evident in the stock and commodities markets, the dol-
lar index rose by 6.4 percent between January and October 2019. The same benchmark index
(Figure 7), which measures the value of the dollar against the currencies of other developed

Figure 7:
Trade-weighted US Dollar Index (by month, from 2007 to June 17, 2020)

Source: FRED (2020b)

7 In April, the International Monetary Fund projected the US economy and global economy would shrink by 5.9 percent
and 3 percent in 2020, which it described as «<much worse than during the 2008-2009 financial crisis.» (International
Monetary Fund, 2020b): https://www.imf.org/en/Publications/WEQ/Issues/2020/04 /14 /weo-april-2020
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economies, gained in value in 2020 Q1, which demonstrates an increase in demand for the
American currency.

Furthermore, in March 2020, the Fed established new swap lines to lend its currency to other
central banks, including those in Asia, South America, and Europe. Thus, the first quarter of
2020 - with the rampant COVID-19 pandemic in the United States - can be summed up in the
words of Chris Turner (global head of markets at ING): «If cash is king, then dollar cash current-
ly is world president. Everything that could be sold was sold against the dollar» (Watts, 2020).

5. Opportunities and threats for the US dollar

The dollar, despite its steadily increasing supply, has continued to be the dominant world cur-
rency in the wake of one of the biggest global crises, that of 2008, and in the face of the COVID-19
pandemic beginning in December 2019. Its strength is evidenced by data presented in this article
on its use in the international sphere, both official and private. The dollar is still the leader in the
global monetary system. It is the main reserve currency, with the largest share both in internatio-
nal debt and loans and in trade (Figure 8).

Figure 8:
Snapshot of the international monetary system (Q4 2019, %)

Source: European Central Bank (2020)

After 2008, however, rumors spread of a decline in confidence in the United States. Later, the
next threats to the dominant position of the dollar were said to be Trump’s policy and the coronavi-
rus pandemic. Although the statistics published so far have not borne out these concerns, for se-
veral years now attention has been paid to the United States’ public debt and loose fiscal policy as
factors undermining the role of the dollar as an international currency. Various ideas appear. One
of them is the creation of a new global currency, which would consist of a basket of the five most
important world currencies (euro, yen, yuan, pound, and dollar) and would be supervised by the
International Monetary Fund. Modern special drawing rights (SDRs)® would take paper form and
replace domestic moneys. Such a scenario is certainly possible, but it would require full coopera-
tion among the most important economies and a long-term perspective (given, among other fac-
tors, the need to make available SDRs in commercial and financial transactions and the need to
create financial assets denominated in SDRs) (Carbaugh & Hedrick, 2009).

Another possibility is to replace the dollar as the world currency with another currency. The
euro, the yen, and the renminbi are possible candidates. Given the situation in the EU and the de-
clining share of the euro in all major international monetary indicators since 2010, this option is
rather unlikely. However, the European Central Bank points out that the renminbi is recording an

8 SDRs are a noncash money created by the International Monetary Fund in 1967. Currently they are a basket of five
currencies (euro, yen, yuan, pound, and dollar) and serve, among other functions, to settle the obligations of individual
countries under the current balance of payments.
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increase in global transactions in foreign exchange markets. Since 2016, it has been included in
the global basket of reserve currencies, and its daily turnover has almost doubled in six years. In
2019, the turnover were 4.3 percent, and in 2013 it was 2.2 percent (Bank for International Settle-
ments, 2019). Of course, it cannot be argued that the Chinese currency has posed a great threat
to American power so far, especially given the limited development of the Chinese financial mar-
ket and the bureaucratic structure of political and legal institutions in that country.

The third and most probable scenario is the simultaneous operation of several competing na-
tional currencies in international trade. The development of technology and the financial mar-
ket that facilitates cross-border financial transactions using different currencies reduces the
need to use the dollar. In addition, cooperating countries more and more often settle commer-
cial transactions in their own currencies, and nothing indicates they will not continue to so more
and more often. On the other hand, the United States continues to be of great interest to most
countries in the world. In addition, all (including not only private individuals but also other cen-
tral banks) that have invested in US government securities and other dollar-denominated as-
sets have a strong incentive to maintain the dollar’s value and role in the international economy
(Prasad, 2014, p. 37).

Overall, escape from the dollar is possible, but it would require significant financial and institu-
tional reforms. Therefore, in the absence of any quick solutions aimed at dethroning the dollar, it
seems that for now it will remain the leading currency in the world.
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