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ACritical Look at
Dollar Dominance

Mouhamadou Sy

HOW HAS THE US DOLLAR dominated the global finan-
cial system for so long? Harvard economics professor Kenneth
Rogoff seeks to answer this question in Our Dollar, Your Prob-
lem. As the world comes to terms with the dollar’s weaponiza-
tionin geopolitical rivalries and recent flight from US financial
assets, the book couldn’t be timelier.

Rogoff compares the dollar’s post-World War II perfor-
mance with other major currencies. While the Soviet ruble
was never a serious competitor to the dollar, the Japanese yen
at one point was. However, the yen’s sharp appreciation after
the 1985 Plaza Accord fueled a bubble in Japan’s stocks and real
estate. By the time Japan had recovered from the bursting of
the bubble, the US and its dollar had forged ahead.

The dollar seems equally likely to see off more recent rivals,
Rogoft argues. The euro, the world’s second-leading reserve
currency, is used mostly for trade between European nations.
China, meanwhile, faces many obstacles inits bid to challenge
dollar supremacy with the renminbi.

Rogoffis an experienced guide. He studied at the Mas-
sachusetts Institute of Technology in the late 1970s under
Ridiger Dornbusch, the pioneer of modern exchange rate
models. He worked at the Federal Reserve’s international
finance division in the early 1980s and at the IMF as chief
economist in the early 2000s, and has taught in economics
departments at some of the top US universities.

Most countries adapt to the dollar’s dominance and often
peg their own currencies to it. Fixed exchange rates have con-
tributed to all major crises in emerging markets, including
in Mexico in 1994, East Asia in 1997, and Argentina in 2002.
Rogoff calls for flexible exchange rates, paired with inflation
targeting and independent central banks, policy advice he
helped pioneer as early as 1995. Several emerging market econ-
omies have since made this triptych, along with the stockpiling
of foreignreserves and strengthening their financial system, a
cornerstone of their macroeconomic policies.

The dollar remains central to the global economy despite
the search for alternatives and the recent rise of cryptocur-
rencies and central bank digital currencies (CBDCs). A dig-
ital dollar would easily eclipse other CBDCs because of the
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“The dollar remains
central to the global
economy despite the
search for alternatives.”

greenback’s status as the leading cur-
rency, combined with US technologi-
cal leadership, the author argues. He
is skeptical of cryptocurrencies’ ability
to evade official control; governments
have always found ways to regulate pri-
vate currencies, he says.

The dollar’s supremacy, as Valéry
Giscard d’Estaing, France’s then-
finance minister, observed inthe 1960s,
bestows “exorbitant privilege.” By this
he meant the US ability to sell govern-
ment debt at lower interest rates and
run large current account deficits for
decades without threatening its inter-
national investment position.

But failure to fulfill the responsibili-
ties that come with this privilege—such
as providing dollars to the world econ-
omy during times of global stress—
could ultimately undermine the dollar’s
dominance. So too, Rogoff warns, could
mounting US debt and an unfounded
belief that lower interest rates will last
forever, as could complacency about
inflation and challenges to the Federal
Reserve’s independence.

Our Dollar, Your Problemis a valuable
guide for policymakers navigating cur-
rent global financial challenges. It pro-
vides anuanced examination of the geo-
political and economic implications of a
dollar-centric world and makes a signif-
icant contribution to recent literature on
dollar dominance. F&D
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