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U.S. Dollar Discussions 
 

• Currency fluctuations are normal and influenced by relative economic strength and differences in interest rates.  

• Russian sanctions and a debt ceiling debate have increased discussions around the role of the U.S dollar. 

• We remind investors that sensational headlines aim to capture short-term attention. 

Over the years, we have received many questions around the strength of the U.S. dollar and its worldwide status. 
Historically the U.S. dollar strengthens in times of global economic stress and in periods of rising interest rates as 
investors overseas seek higher relative stability and higher returns. The dollar tends to weaken when U.S. interest rates 
are lower, or when the rest of the world grows faster in comparison.  
 
The U.S. dollar is also held as a reserve currency by central banks and is the dominant currency in reserve balances. 
With the growth of international economies, especially China, which is now the world’s second biggest economy, fewer 
reserve balances are now held in dollars. Keep in mind this rate of change is slow and the U.S. dollar is still the 
preeminent reserve currency globally. Recently, U.S. sanctions on Russia raised questions on whether countries may 
want to hold fewer U.S. dollars to avoid possible U.S. influence in the future. 
 
Currently, around 60% of all central bank reserves are U.S. dollars. For comparison, the second most held currency in 
central bank reserves is the Euro at 21% and the Chinese Yuan makes up less than 3% of these reserves. In 1999, the 
dollar accounted for over 70% of central bank reserves, so it has been declining slowly. Over time, the International 
Monetary Fund (IMF), anticipates that central banks will shift away from the dollar as they seek further diversification. 
However, the dollar should remain the dominant international reserve currency because of the well-developed regulatory 
framework, free trade, and large economy within the United States. While China is growing, it has strict capital controls, 
and its regulatory framework is less transparent to the rest of the world. Also, in foreign exchange markets, where 
currencies are traded, U.S. dollars are involved in nearly 90% of all transations.1 America is the world’s largest importer, 
and countries and companies need to hold dollars to conduct trade. China, on the other hand, is the world’s largest net 
exporter.   
 

                                                                                                Central Bank Reserves, Q2 2022 
While we do think the U.S. dollar could lose some of its 
importance over time, the move in reserves has been slow 
so far, and we also think that a lot of the questions around 
the dollar’s waning importance have been sensationalized. 
 

Another concern around the dollar arises from the U.S. 
government’s spending. This is due to a significant debt 
level compared to GDP and the dispute with Congress 
regarding increasing the debt ceiling to pay the existing 
debt. High fiscal spending can lead to more debt, which can 
lead to inflation or a dollar that is worth less relative to other 
currencies. Also, if Congress does not agree on a debt limit, 
that could lead to a default on U.S. Treasuries, which would 
make countries less willing to buy America’s debt (Treasury 
bonds). In 2011, a credit rating agency downgraded the U.S. 
from AAA to AA+ partly due to a debt limit battle. 
 
It is possible (but in our view not probable) a fight over the 
debt ceiling could cause a default on U.S. debt. However, 
we have seen government shutdowns in the past and a default has never happened. Unfortunately, government 
shutdowns are becoming more common. There have been three in the past 10 years and 20 since 1977. If a default did 
occur, the government would likely just delay payments to bondholders, but it would pay a steep price. There would 

 
  

 
  



 

likely be credit downgrades and borrowing costs would surely rise. There is often a lot of political brinkmanship, but a 
default would not be desirable for either party. It is interesting to note, the U.S. Treasury missed interest payments in 
1979 due to back office technical issues which they paid a price for as well. With such high debt levels, higher borrowing 
costs would just make matters worse. Keep in mind this is also relative. Other countries around the world are also 
experiencing inflation and high debt levels. And political gridlock is not only an American phenomenon.  
 
So, while we expect the U.S. dollar may slowly become less of a percentage of central bank reserves, we still expect 
the dollar’s global importance to remain high. The U.S. is still both the largest economy and importer in the world. Its 
well-established legal system and free market make its currency the most desired currency in the world, and we see 
this the most during times of turmoil when investors around the globe flock to the dollar for safety. That being said, the 
dollar has gone through a period where it strengthened against much of the other world currencies. We expect U.S. 
interest rates and growth to slow in the future, which could mean a relatively weaker U.S. dollar. It is possible that the 
U.S. dollar may weaken relative to other currencies which is normal and could provide opportunities. For example, 
international equities appreciate for U.S. investors when the U.S. dollar weakens. This has been a headwind for 
international investments for the past decade, but this may change. Multinational companies can also earn a lot of profits 
abroad, which means their earnings could be higher if the dollar weakens. A depreciating dollar can also boost U.S. 
exports because U.S. goods and services become relatively less expensive when the dollar depreciates. Lastly, assets 
priced in dollars, such as commodities, could also benefit from a weaker dollar.  
 
As we navigate mixed market signals and growing uncertainty, please continue working with your financial professional 
to make sure you are properly diversified to help mitigate market volatility. Also, make sure your portfolio is aligned with 
your long-term investment objectives. It is easy to get distracted by the noise and headlines. Creating a financial plan 
that you can monitor and follow helps to avoid the distractions and to stay focused on what you can control. 
 
 

1 Congressional Research Service, “The U.S. Dollar as the World’s Dominant Reserve Currency”, Updated September 15,2022 
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This report is created by Cetera Investment Management LLC. For more insights and information from the team, follow 
@CeteraIM on Twitter. 

https://twitter.com/ceteraim?lang=en


 

 

About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance, model management, and other investment advice 
to its affiliated broker-dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera Advisors LLC, 
Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial Institutions or Cetera 
Investors), and Cetera Financial Specialists LLC. All firms are members FINRA / SIPC. Located at 655 W. Broadway, 11th 
Floor, San Diego, CA  92101. 
 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services and receive 
transaction-based compensation (commissions), Investment Adviser Representatives who offer only investment advisory 
services and receive fees based on assets, or both Registered Representatives and Investment Adviser Representatives, who 
can offer both types of services. 

The material contained in this document was authored by and is the property of Cetera Investment Management LLC. Cetera 
Investment Management provides investment management and advisory services to a number of programs sponsored by 
affiliated and non-affiliated registered investment advisers. Your registered representative or investment adviser representative 
is not registered with Cetera Investment Management and did not take part in the creation of this material. He or she may not 
be able to offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to any 
individual without the benefit of direct and specific consultation with an investment adviser representative authorized to offer 
Cetera Investment Management services. Information contained herein shall not constitute an offer or a solicitation of any 
services. Past performance is not a guarantee of future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC Form 
ADV disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is registered with. 
Please consult with your adviser for his or her specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment advice. Investment 
decisions should not be based on this material since the information contained here is a singular update, and prudent 
investment decisions require the analysis of a much broader collection of facts and context. All information is believed to be 
from reliable sources; however, we make no representation as to its completeness or accuracy. The opinions expressed are 
as of the date published and may change without notice. Any forward-looking statements are based on assumptions, may not 
materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market indices discussed are 
not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more 
information. 

Additional risks are associated with international investing, such as currency fluctuations, political and economic instabili ty, 
and differences in accounting standards. 
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 

 
 


