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ECONOMIC ANALYSIS

The Dollar Is Down, but Should Anyone Care?

By EDMUND L. ANDREWS
Published: November 16, 2004

ASHINGTON, Nov. 15 - It sounds eerily like the worst
economic nightmare for President Bush's second term.

Bogged down in a costly war that shows no sign of ending, the
United States faces a gaping budget deficit and ballooning foreign
indebtedness. The dollar plunges against other major currencies,
while turmoil in the Middle East sends oil prices soaring. The rest
of the decade is plagued by rising inflation, increased joblessness
and sky-high interest rates.

But the president under fire was Richard M. Nixon - not George W.
Bush. The war wasin Vietnam, not Irag. And the dollar crash was
in 1973 rather than 2005.

One school of thought holds that
foreign governments like Japan
will continue to finance American
borrowing and keep the dollar
strong because they are
determined to sustain exports and
create jobs.

Could it happen again? With the dollar down more than 40 percent
against the euro since 2002, and hitting new lows since Mr. Bush's
re-election, economists are debating whether America's foreign
indebtedness could lead to a collapse in the dollar and a global
financial crisis.

ARTICLE TOOLS
The United States is spending nearly $600 billion more ayear than

E-Mail This Article
it produces, almost 6 percent of its annual gross domestic product. 8 Printer-Friendly Format
Much of that spending has been financed by Asian governments, . .
which bought more than $1 trillion in Treasury securities and other & MOSt_E'Ma”ed A_mc_les
dollar assetsin the last two years to help keep the dollar strong €| Reprints & Permissions
against Asian currencies. B _Single-Page Format
Many analysts expect the financing gap to widen and the dollar to MULTIMEDIA
decline further. But there are at least three schools of thought on Al
whether a dollar collapseislikely and, if it happens, what it would vr‘",- | | Chart: Growing Gap
mean. \

One group, which includes the Federal Reserve chairman, Alan
Greenspan, contends that global financial markets are awash in so
much money that the United States can borrow much more than
seemed possible 20 years ago.

The dollar may well decline in value, according to this view, but the
decline would be gradual and would help reduce American trade
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A second school of thought holds that foreign governments like
China and Japan will continue to finance American borrowing and
keep the dollar strong because they are determined to sustain their exports and create jobs.

But athird school, which includes officials at the International Monetary Fund, worries about a
collapsein the dollar that would send shock waves through the global economy.

That group argues that the dollar needs to depreciate another 20 percent against the other major
currencies but warns about a run on the dollar that could reduce its value by 40 percent.

A collapse of that size would severely affect Europe and Asia, which have relied heavily on exportsto
the United States for their growth.

A steep drop in the dollar could lead to higher interest rates for the federal government and American
private borrowers, as foreign investors demanded higher returns to compensate for higher risk. And it
could expose hidden weaknesses among financial institutions and hedge funds caught unprepared.

"Thereisaschool of thought that the U.S. can keep borrowing forever," said Kenneth S. Rogoff,
professor of economics at Harvard University and aformer chief economist at the |.M.F. "But if you
add up all the excess saving being thrown out by the surplus countries, from Chinato Germany, the
United States is soaking up three-quarters of it right now."

For Mr. Rogoff and several other economists, the question is not whether the dollar declines - but how
fast and how far the fall turns out to be.

The United States current account deficit, which encompasses annual trade as well as the balance of
financial flows, has gone from zero in 1990 to nearly $600 billion this year. The United States
accumulated debt to foreign investorsis $2.6 trillion, or 23 percent of the annual output of the economy.

But where foreign investors in the 1990's poured trillions of dollarsinto American stocks and corporate
acquisitions, investment from abroad now comes mostly from foreign central banks and goes heavily to
buying Treasury securities that finance the federal deficit.
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Home Delivery of The Times from $2.90/week - Act Now! 1|2 | Next>>

http://www.nytimes.com/2004/11/16/business/16dollar.html 2th (2 of 3)11/16/2004 12:55:42 AM


http://query.nytimes.com/search/query?ppds=des&v1=UNITED+STATES+ECONOMY&fdq=19960101&td=sysdate&sort=newest&ac=UNITED+STATES+ECONOMY&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=des&v1=INTERNATIONAL+TRADE+AND+WORLD+MARKET&fdq=19960101&td=sysdate&sort=newest&ac=INTERNATIONAL+TRADE+AND+WORLD+MARKET&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=des&v1=INTERNATIONAL+TRADE+AND+WORLD+MARKET&fdq=19960101&td=sysdate&sort=newest&ac=INTERNATIONAL+TRADE+AND+WORLD+MARKET&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=org&v1=CONGRESS&fdq=19960101&td=sysdate&sort=newest&ac=CONGRESS&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=org&v1=TREASURY+DEPARTMENT&fdq=19960101&td=sysdate&sort=newest&ac=TREASURY+DEPARTMENT&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://www.nytimes.com/premiumproducts/newstracker/index.html?incamp=tnt:article_subscribe
javascript:pop_me_up2('http://www.nytimes.com/ads/marketing/newstracker/Timestracker.swf','788495','width=788,height=495,scrollbars=yes,resizable=no,top=10,left=20,status=no,location=no');
http://www.nytimes.com/gst/poptoptnt.html?incamp=tnt:article_mostpopular
http://www.nytimes.com/mem/tnt.html?module=manage
http://www.nytimes.com/mem/tnt.html?module=precall&incamp=tnt:article_create
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=CircBottom&camp=nytcirc_footerb&ad=homedelivery-circulation.html&goto=http%3A%2F%2Fhomedelivery%2Enytimes%2Ecom%2Fcgi%2Dbin%2Fgx%2Ecgi%2FAppLogic%2BFTContentServer%3Fpagename%3Duser%252FContentMgt%252FPromoFeature%252FPromoFeatureT1P%26ExternalMediaCode%3DW93AA
http://www.nytimes.com/2004/11/16/business/16dollar.html?pagewanted=2&th
http://www.nytimes.com/2004/11/16/business/16dollar.html?pagewanted=2&th

The New York Times > Business > Economic Analysis: The Dollar Is Down, but Should Anyone Care?

RELATED ARTICLES

« As Baby Boom Ages, Era of Guaranteed Retirement Income Fades (November 12, 2004) $7 Online Trades
) . - ) and NO Inactivity
. Is It Time to Stem Asia Deficits With a Weak Dollar? (October 22, 2004) $
Fees at Scottrade
THE 2004 CAMPAIGN: THE ISSUES; President Has Aggressively Pursued 'Pro-Growth' Ideas Nurtured in the Texas Get More Info Now

" Qil Fields (October 8, 2004) $
Up to 25% off any new

. | laims Drop; Imports and Inventories Ri mber 10, 2004 -
Jobless Claims Drop; Imports and Inventories Rise (September 10, 2004) $ Dell Home PC. Click for

Find more results for United States Economy and International Trade and World Market

details.

TOP BUSINESS ARTICLES

= Debt Doubles at Agency that Insures Pension Plans

« Wal-Mart Says Earnings Grew More Than 12% in 3rd Quarter

« Economic Analysis: The Dollar Is Down, but Should Anyone Care?

= Eisner, on Stand, Describes the Courting of Ovitz

Go to Business

Copyright 2004 The New York Times Company | Home | Privacy Policy | Search | Corrections | RSS | Help | Back to Top

http://www.nytimes.com/2004/11/16/business/16dollar.html 2th (3 of 3)11/16/2004 12:55:42 AM


http://www.nytimes.com/2004/11/12/business/12norris.html?fta=y
http://query.nytimes.com/search/abstract?res=F00F13FD355E0C718EDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F40716FA3E5F0C7B8CDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F40716FA3E5F0C7B8CDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F60614F93F540C738DDDA00894DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/query?ppds=des&v1=UNITED%20STATES%20ECONOMY&fdq=19960101&td=sysdate&sort=newest&ac=UNITED%20STATES%20ECONOMY
http://query.nytimes.com/search/query?ppds=des&v1=INTERNATIONAL%20TRADE%20AND%20WORLD%20MARKET&fdq=19960101&td=sysdate&sort=newest&ac=INTERNATIONAL%20TRADE%20AND%20WORLD%20MARKET
http://www.nytimes.com/2004/11/16/business/16pension.html?8br
http://www.nytimes.com/aponline/business/AP-Earns-Wal-Mart.html?8br
http://www.nytimes.com/2004/11/16/business/16dollar.html?8br
http://www.nytimes.com/2004/11/16/business/media/16disney.html?8br
http://www.nytimes.com/pages/business/index.html
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right6&camp=scottrade95a-nyt1&ad=scottrade-nov-text.html&goto=http://www.scottrade.com/index.asp?supbid=58158
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right6&camp=scottrade95a-nyt1&ad=scottrade-nov-text.html&goto=http://www.scottrade.com/index.asp?supbid=58158
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right6&camp=scottrade95a-nyt1&ad=scottrade-nov-text.html&goto=http://www.scottrade.com/index.asp?supbid=58158
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right6&camp=scottrade95a-nyt1&ad=scottrade-nov-text.html&goto=http://www.scottrade.com/index.asp?supbid=58158
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right7&camp=DellDHSq40412_nyt2&ad=dhs_txtlink_11_10&goto=%5F%5FQUERY%5F%5F&query=http://landingstrip.dell.com/landingstrip/ls.asp?CID=6235&LID=163940&DGC=BA&DGStor=DHS&DGSite=NYT&Conum=19&K=6VP11&DURL=http://www1.us.dell.com/content/topics/segtopic.aspx/odg_special49?c%3Dus%26cs%3D19%26l%3Den%26s%3Ddhs
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right7&camp=DellDHSq40412_nyt2&ad=dhs_txtlink_11_10&goto=%5F%5FQUERY%5F%5F&query=http://landingstrip.dell.com/landingstrip/ls.asp?CID=6235&LID=163940&DGC=BA&DGStor=DHS&DGSite=NYT&Conum=19&K=6VP11&DURL=http://www1.us.dell.com/content/topics/segtopic.aspx/odg_special49?c%3Dus%26cs%3D19%26l%3Den%26s%3Ddhs
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Right7&camp=DellDHSq40412_nyt2&ad=dhs_txtlink_11_10&goto=%5F%5FQUERY%5F%5F&query=http://landingstrip.dell.com/landingstrip/ls.asp?CID=6235&LID=163940&DGC=BA&DGStor=DHS&DGSite=NYT&Conum=19&K=6VP11&DURL=http://www1.us.dell.com/content/topics/segtopic.aspx/odg_special49?c%3Dus%26cs%3D19%26l%3Den%26s%3Ddhs
http://www.nytimes.com/ref/membercenter/help/copyright.html
http://www.nytco.com/
http://www.nytimes.com/
http://www.nytimes.com/ref/membercenter/help/privacy.html
http://query.nytimes.com/search/advanced/
http://www.nytimes.com/corrections.html
http://www.nytimes.com/rss
http://www.nytimes.com/membercenter/sitehelp.html

	nytimes.com
	The New York Times > Business > Economic Analysis: The Dollar Is Down, but Should Anyone Care?


	OKBHDPBFFJKEFKNJAGILCCNPIPOKADEC: 
	form1: 
	x: 
	f1: [Go to a Section]

	f2: 

	form2: 
	x: 
	f1: http://marketwatch.nytimes.com/custom/nyt-com/html-companyprofile.asp
	f2: 

	f3: 

	form3: 
	x: 
	f1: past30days
	f2: 

	f3: 

	form4: 
	x: 
	f1: The Dollar Is Down, but Should Anyone Care?
	f2: By EDMUND L. ANDREWS
	f3: http://www.nytimes.com/2004/11/16/business/16dollar.html
	f4: default
	f5: NOV 16 2004
	f6: The New York Times


	form5: 
	x: 
	f1: http://www.nytimes.com/2004/11/16/business/16dollar.html
	f2: The Dollar Is Down, but Should Anyone Care?
	f3: United States Economy
	f4: des
	f5: International Trade and World Market
	f6: des
	f7: Congress
	f8: nyt_org_all
	f9: Treasury Department
	f10: nyt_org_all
	f11: call
	f12: 1

	f13: 
	f14: 
	f15: 
	f16: 




