Dollar price depreciation increases prices in essential commodities.
Jackson ’08 [James Jackson, 9/29/2008, “The U.S. trade deficit, the dollar, and the price of oil,” CRS Report for Congress, https://apps.dtic.mil/sti/pdfs/ADA487576.pdf]
For many observers, there seems to be a direct cause and effect relationship between the depreciation in the international exchange value of the dollar and the rise in the price of oil. These observers argue that because oil is priced in dollars, a depreciation in the international exchange value for the dollar against other major currencies erodes the purchasing power of oil producers. The International Monetary Fund (IMF) has identified three channels through which a change in the value of the dollar can affect a broad range of commodity prices, including the price of oil. A change in the value of the dollar can affect commodity prices through: 1) purchasing power and cost channels; 2) asset channels in which changes in the value of the dollar affect the return on dollar-denominated financial assets; and 3) a combination of effects, including changes in monetary policy.11 As a result of these three effects, the IMF also estimates that among various commodities, the linkage between changes in the value of the dollar and changes in commodity prices is especially strong for oil and gold, because they are more suitable as a “store of value,” or as a hedge against inflation.12 One explanation for this relationship is that oil market participants and speculators may have adopted a rough rule of thumb over time concerning changes in the value of the dollar and subsequent changes in the price of oil and vice versa. As a consequence the statistical relationship between the two has been strengthened, because market participants have acted on this informal rule. The past actions of OPEC oil producers may also have tended to strengthen the apparent linkage between changes in the value of the dollar and changes in the price of oil as the producers have acted in concert to adjust their output in order to alter the world price of oil. OPEC accounts for just over 40% of the world output of crude oil, and the coordinated actions of its members can affect world oil prices. In addition, one of OPEC’s stated goals is to secure a “fair and stable price” for the oil the member countries produce, it is not unreasonable to assume that OPEC members would respond to a loss in the purchasing power of the dollar by reducing their overall level of production, or holding down the rate of increase in production in order to raise the market price of oil.13
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