Dollar dependence NOW.
Jackson '20'[James Jackson, 12/9/2020, “The dollar and the U.S. trade deficit,” CRS Report for Congress, ]
Currently, the dollar effectively serves as the dominant global reserve currency. As such, the international value of the dollar reflects a broad range of international and domestic economic activities that can far outweigh the size of domestic trade balances alone. On a daily basis, the value of global foreign exchange transactions eclipses the total global value of economic output and the value of all traded stocks and bonds. According to a recent survey, the dollar accounts for 88% of daily global foreign exchange market turnover of $6.6 trillion, or four times the annual amount of U.S. exports of goods and services. The volume of dollar turnover reflects its wide range of uses in international financial transactions, including two-thirds of global central banks’ reserves, broadly as an invoicing currency to fund international commercial activities, non-U.S. banks’ foreign currency holdings, and, non-U.S. corporate borrowings from banks and the corporate bond market. Also, a number of internationally-traded commodities, such as crude oil, are priced in dollars. Fundamentally, an appreciation of the dollar increases the amount of foreign currency needed to acquire dollardenominated assets and, therefore, raises the price of U.S. exports and potentially lowers export sales. On the import side, an appreciation of the dollar lowers the price of imports and makes imports cheaper for U.S. consumers. In contrast, higher export prices reduce foreign purchases of U.S. exports, potentially reducing U.S. economic activity. Over the past two decades, the dollar has remained relatively high on a real trade-weighted basis against other major currencies, as indicated in Figure 1. From 2002 to 2008, the dollar depreciated against other major currencies, but appreciated during the 2008-2009 financial crisis as investors and others favored safe-haven currencies such as the dollar. Following the financial crisis, the dollar depreciated between 2009 and mid-2011, returning close to its pre-crisis value. After appreciating between 2011 and 2017, the dollar temporarily depreciated between 2017 and 2018, ostensibly due to stronger economic growth in Europe, an appreciating Euro, and concern over U.S. economic growth. Through October 2020, the dollar first appreciated during the pandemic-related global recession, but then depreciated as demand lessened for the dollar as a safe-haven currency
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