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Dollar's drop challenges U.S. power

By Steven C. Johnson Reuters Published: April 27, 2007
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The strength of the dollar is more than just a matter of bragging rights.
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Experts say the consequences of its long-term decline could have deep significance - for
average Americans and for the country's position as an unrivaled global power.

Over time, the forces behind its decline could further marginalize the United States on the
world stage, lower its standard of living and tie its hands in responding to crucial security
issues or financial crises.

"We can no longer view ourselves as king of the hill," said Leo Melamed, chairman emeritus of
the Chicago Mercantile Exchange and founder of the world's first market for financial futures.
"There are a lot of other potential kings now vying to take our place."
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To students of history, the situation looks like a rerun of the decline in Britain 60 years ago,
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amounted to 6.5 percent of gross domestic product.

Economic rivals like China and Japan, on the other hand, boast massive surpluses.

Since Americans also spend more than they save, the money to cover the U.S. deficit must
come from foreign lenders like central banks. China, which holds more than $1 trillion in foreign
currency reserves, is one of the biggest creditors.

As the dollar has steadily weakened over the past year, the value of the dollar-denominated
assets held by central banks has also declined.

The trend may motivate foreigners to start holding more euros instead, exacerbating pressure
on the dollar and leading to faster U.S. inflation rates and a declining standard of living. That is
increasingly possible because euro-denominated debt today accounts for a bigger share of the
international bond market than do dollar-based securities.

That also means that oil exporters could find it easier to start pricing crude in euros, Rogers
said, adding to the financial burden on the United States, the world's biggest consumer of oil.

While a weaker dollar may bolster U.S. exports and the profits of American companies with
overseas operations, weaker foreign demand for U.S. Treasury bonds would push up long-
term interest rates, raising mortgage payments for U.S. homeowners and borrowing costs for
an indebted government.

"I don't see that it's possible to avoid a weakening of a country's power projection if it doesn't
have the fiscal muscle to sustain that power," said Paul Kennedy, history professor at Yale
University and author of "The Rise and Fall of the Great Powers."

There is a potential upside to the dollar's fall. For one thing, its decline would help shrink the
massive U.S. trade deficit.

Some economists also argue that competition between countries is part of globalization's rising
tide that will eventually lift all boats.

"If China does well, it doesn't put the United States out of business but creates opportunities to
sell to richer Chinese consumers," said Sebastian Mallaby, senior fellow for International
Economics at the Council on Foreign Relations in Washington.

http://www.iht.com/articles/2007/04/27/business/dollar.php (3 of 4)5/7/2007 11:01:00 AM

5. For Israeli leaders, Lebanon is quicksand

6. A convincing victory for Sarkozy in France

.7. Sarkozy, elected in France, vows break with past
é. As Pope heads to Brazil, rival theology persists

9. Copper prices may fall about 30 percent by the end of 2007, analysts
say

10. Tony Blair prepares for a subdued exit

=" AudioNews:

Listen to IHT articles on your computer, and
create custom podcasts for your portable
music player. Try it now.

Blogs:

Join the IHT's Daniel Altman in a lively

discussion of the day's economic news with an
eye on globalization.

More Features
Blogs

e dnene ) |HT Subscriptions
.-\‘_y Sign Up | Manage
ra Gold InvestrmeatNewspaper

Diversify your retirfm-gqﬂgﬂi@ @mgﬂlcﬁ_:gp&g@ coins.
www.BlanchardOnline.com . .
Today's Page One in Asia

The Big Georgé%%r%gcggpi? Edition
Soros is Shorting FidV{7d BYndr EFEE weekly newsletter

Servigalstreetwindow.com Other Formats
Funds Insite E-Mail Alerts
Clas$gigRut of the Dollar oy gioNews
Preserve your hasing Power Invest Globally with Euro Pacific
Advelj{S i TR == e

Rss M

Top WI'en Articles

Free Forex charts

Real-Time Charts, News & Research. 24 Hour Support, $250 to Start.
www.Forex.com


http://www.iht.com/articles/2007/05/06/business/beirut.php
http://www.iht.com/articles/2007/05/06/news/web-france6.php
http://www.iht.com/articles/2007/05/07/europe/07france.php
http://www.iht.com/articles/2007/05/07/america/07theology.php
http://www.iht.com/articles/2007/05/06/sports/bxcom.php
http://www.iht.com/articles/2007/05/06/sports/bxcom.php
http://www.iht.com/articles/2007/05/06/news/blair.php
http://audionews.iht.com/
http://audionews.iht.com/
http://blogs.iht.com/tribtalk/business/globalization/index.php
http://blogs.iht.com/tribtalk/business/globalization/index.php
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BaFUKBkw_RvfZK4ea4gKly4m-C-yWkjGcjLvbAsCNtwHAhZABEAEYASDu6fsCKAQwADgAULm9w_oEYMmW2oj8o8gQmAHWjZUPqgEHYXJ0aWNsZbIBC3d3dy5paHQuY29tyAEB2gE6aHR0cDovL3d3dy5paHQuY29tL2FydGljbGVzLzIwMDcvMDQvMjcvYnVzaW5lc3MvZG9sbGFyLnBocKgDAQ&num=1&adurl=http://www.blanchardonline.com/gold_as_investment/ira_add.php%3Fcontent%3D18668274311&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BaFUKBkw_RvfZK4ea4gKly4m-C-yWkjGcjLvbAsCNtwHAhZABEAEYASDu6fsCKAQwADgAULm9w_oEYMmW2oj8o8gQmAHWjZUPqgEHYXJ0aWNsZbIBC3d3dy5paHQuY29tyAEB2gE6aHR0cDovL3d3dy5paHQuY29tL2FydGljbGVzLzIwMDcvMDQvMjcvYnVzaW5lc3MvZG9sbGFyLnBocKgDAQ&num=1&adurl=http://www.blanchardonline.com/gold_as_investment/ira_add.php%3Fcontent%3D18668274311&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BTOK1Bkw_RvfZK4ea4gKly4m-C7rKhBWa99WRAcCNtwGQsAoQAhgCIO7p-wIoBDAAOABQ_oiNmP3_____AWDJltqI_KPIEJgB1o2VD6AByom6_wOqAQdhcnRpY2xlsgELd3d3LmlodC5jb23IAQHaATpodHRwOi8vd3d3LmlodC5jb20vYXJ0aWNsZXMvMjAwNy8wNC8yNy9idXNpbmVzcy9kb2xsYXIucGhwgAIBqAMB&num=2&adurl=http://wallstreetwindow.com/soros.htm&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BTOK1Bkw_RvfZK4ea4gKly4m-C7rKhBWa99WRAcCNtwGQsAoQAhgCIO7p-wIoBDAAOABQ_oiNmP3_____AWDJltqI_KPIEJgB1o2VD6AByom6_wOqAQdhcnRpY2xlsgELd3d3LmlodC5jb23IAQHaATpodHRwOi8vd3d3LmlodC5jb20vYXJ0aWNsZXMvMjAwNy8wNC8yNy9idXNpbmVzcy9kb2xsYXIucGhwgAIBqAMB&num=2&adurl=http://wallstreetwindow.com/soros.htm&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=B6G1JBkw_RvfZK4ea4gKly4m-C-GBxQ6vhIzYAcCNtwGQvwUQAxgDIO7p-wIoBDAAOABQ9vvsXGDJltqI_KPIEJgB1o2VD6oBB2FydGljbGWyAQt3d3cuaWh0LmNvbcgBAdoBOmh0dHA6Ly93d3cuaWh0LmNvbS9hcnRpY2xlcy8yMDA3LzA0LzI3L2J1c2luZXNzL2RvbGxhci5waHCoAwE&num=3&adurl=http://www.europac.net/report/index.asp%3Fs%3Deuroweb&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=B6G1JBkw_RvfZK4ea4gKly4m-C-GBxQ6vhIzYAcCNtwGQvwUQAxgDIO7p-wIoBDAAOABQ9vvsXGDJltqI_KPIEJgB1o2VD6oBB2FydGljbGWyAQt3d3cuaWh0LmNvbcgBAdoBOmh0dHA6Ly93d3cuaWh0LmNvbS9hcnRpY2xlcy8yMDA3LzA0LzI3L2J1c2luZXNzL2RvbGxhci5waHCoAwE&num=3&adurl=http://www.europac.net/report/index.asp%3Fs%3Deuroweb&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BooM2Bkw_RvfZK4ea4gKly4m-C8etjyvHxeL9AsCNtwHw9mUQBBgEIO7p-wIoBDAAOABQ05fc6wRgyZbaiPyjyBCYAdaNlQ-gAcP6vf8DqgEHYXJ0aWNsZbIBC3d3dy5paHQuY29tyAEB2gE6aHR0cDovL3d3dy5paHQuY29tL2FydGljbGVzLzIwMDcvMDQvMjcvYnVzaW5lc3MvZG9sbGFyLnBocIACAcgC-6x7qAMB&num=4&ggladgrp=320290447&gglcreat=703549447&adurl=http://www.forex.com/forex_demo_landing.html%3Fadused%3D703549447%26cpao%3D111%26kw%3Dchart%2Bus%2Bdollar_Broad%26src%3DID.01.01.02.01.1845&client=ca-iht_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BooM2Bkw_RvfZK4ea4gKly4m-C8etjyvHxeL9AsCNtwHw9mUQBBgEIO7p-wIoBDAAOABQ05fc6wRgyZbaiPyjyBCYAdaNlQ-gAcP6vf8DqgEHYXJ0aWNsZbIBC3d3dy5paHQuY29tyAEB2gE6aHR0cDovL3d3dy5paHQuY29tL2FydGljbGVzLzIwMDcvMDQvMjcvYnVzaW5lc3MvZG9sbGFyLnBocIACAcgC-6x7qAMB&num=4&ggladgrp=320290447&gglcreat=703549447&adurl=http://www.forex.com/forex_demo_landing.html%3Fadused%3D703549447%26cpao%3D111%26kw%3Dchart%2Bus%2Bdollar_Broad%26src%3DID.01.01.02.01.1845&client=ca-iht_js
http://www.iht.com/subscribe/index.html
http://www.subs.iht.com/
http://blogs.iht.com/
http://www.iht.com/indexes/topten/index.html
http://www.iht.com/pdfs/frontpagepdf/europefrontpage.pdf
http://www.iht.com/pdfs/frontpagepdf/asiafrontpage.pdf
http://www.iht.newsstand.com/digital
mailto:letters@iht.com
http://www.iht.com/funds
http://www.iht.com/classifieds/index.html
http://www.iht.com/info/adinfo.html
http://www.iht.com/emailalerts/emailalerts.php
http://audionews.iht.com/
http://www.iht.com/mobile
http://www.iht.com/rss/index.html
http://www.iht.com/rss/index.html

Dollar's drop challenges U.S. power - International Herald Tribune

1 | 2 Next Page

Home > Business Back to top

Site Feedback | Terms of Use | Contributor Policy | Site Map About the IHT | Privacy & Cookies | Contact the IHT

Copyright © 2007 the International Herald Tribune All rights reserved | [T’

http://www.iht.com/articles/2007/04/27/business/dol lar.php (4 of 4)5/7/2007 11:01:00 AM


http://www.iht.com/articles/2007/04/27/business/dollar.php?page=2
http://www.iht.com/articles/2007/04/27/business/dollar.php?page=2
http://www.iht.com/pages/index.php
http://www.iht.com/business
javascript:pop_me_up('/bin/site-feedback.php','webhelp','height=450,width=490,scrollbars=no,resize=no');
http://www.iht.com/info/termsofuse.html
http://www.iht.com/info/contributor.html
http://www.iht.com/sitemap.html
http://www.iht.com/info/about.html
http://www.iht.com/info/privacy.html
http://www.iht.com/info/contact.html
http://www.iht.com/pages/index.html

	iht.com
	Dollar's drop challenges U.S. power - International Herald Tribune


	LFDJHMKOPKENPJDCFBBJFFPAMANMHGOK: 
	form1: 
	x: 
	f1: SEARCH

	f2: 

	form2: 
	x: 
	f1: 5478588
	f2: Dollar's drop challenges U.S. power
	f3: business





