
Open Access – Licensed under CC BY 4.0 (https://creativecommons.org/licenses/by/4.0). 
Duncker & Humblot · Berlin

The U.S. Dollar Dominance:  
Origins, Status Quo, and Implications for Europe

By Christian R. Proaño* and Martin Hümmrich**

Summary

The dominance of the U.S. dollar in the global financial system remains the key pillar 
of international trade and monetary stability but faces growing challenges in a rapidly 
changing world. Historically rooted in the Bretton Woods system and the establishment 
of the petrodollar system, the dominant status of the U.S. dollar has shaped global eco-
nomic structures for decades. However, coordinated efforts of the emerging powers with-
in the BRICS+ community of states and the rise of decentralized cryptocurrencies are 
beginning to challenge its hegemony. These developments have significant implications 
for Europe and ultimately Germany, where economic dependence on the U.S. dollar rais-
es concerns about monetary sovereignty and geopolitical influence. At the same time, 
these developments open opportunities for greater financial diversification and the pro-
motion of strategic autonomy. Analyzing the key factors influencing the dominance of the 
U.S. dollar and the current challenge to its future offers important perspectives. It can 
help European actors to develop diplomatic strategies to be able to act in an appropriate 
way in an increasingly multi-polar and dynamic supranational financial environment.

Zusammenfassung

Die Dominanz des U.S.-Dollars im globalen Finanzsystem ist nach wie vor die Grund-
säule des internationalen Handels und der Währungsstabilität, steht aber in einer sich 
rasch verändernden Welt vor wachsenden Herausforderungen. Historisch verwurzelt 
durch das Bretton-Woods-System und die Etablierung des Petrodollarsystems prägt der 
dominante Status des U.S.-Dollars die globalen Finanzsysteme seit Jahrzehnten. Die koor-
dinierten Bemühungen aufstrebender Mächte innerhalb des BRICS+ Staatengemein-
schaft und der Aufstieg dezentraler Kryptowährungen beginnen jedoch, seine Vormacht-
stellung in Frage zu stellen. Diese Entwicklungen haben erhebliche Auswirkungen auf 
Europa und letztlich auch auf Deutschland, wo die wirtschaftliche Abhängigkeit vom 
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U.S. Dollar Bedenken hinsichtlich der Währungssouveränität und des geopolitischen Ein-
flusses aufkommen lässt. Gleichzeitig eröffnen diese Entwicklungen Chancen für eine 
stärkere finanzielle Diversifizierung und die Förderung strategischer Autonomie. Die Be-
trachtung der zentralen Einflussfaktoren für die Dominanz des U.S.-Dollars und der ak-
tuellen Herausforderungen für seine Zukunft bietet wichtige Perspektiven. Sie unterstützt 
europäische Akteure bei der Entwicklung diplomatischer Strategien, um in einer zuneh-
mend multipolaren und dynamischen Finanzlandschaft adäquat agieren zu können.

JEL classification: E4, E5, F13, F33, F45, F51, F53, G15

Keywords: U.S. dollar dominance, BRICS, anchor currency, exorbitant privilege, seignior-
age, oil and commodity trade, international financial system, geopolitical conflicts, 
de-dollarization, dollar hegemony

“The idea that the BRICS Countries are trying to move away from the Dollar while we 
stand by and watch is OVER. We require a commitment from these Countries that they 
will neither create a new BRICS Currency, nor back any other Currency to replace the 
mighty U.S. Dollar or, they will face 100 % Tariffs, and should expect to say goodbye to 
selling into the wonderful U.S. Economy. They can go find another ‘sucker!’ There is no 
chance that the BRICS will replace the U.S. Dollar in International Trade, and any 
Country that tries should wave goodbye to America.”

 President-elect Donald J. Trump, Dec. 1, 2024, on X (former Twitter)

1.  Introduction

For more than seven decades the U.S. dollar has been the world’s reserve cur-
rency, playing a unique and predominant role in the international financial and 
monetary system. This phenomenon, known as the “U.S. dollar dominance”, is 
a complex and multifaceted system that extends far beyond the borders of the 
United States, having significant implications for the domestic U.S. economy, as 
well as at the global level not only in the economic sense, but also in the geopo-
litical one (see e. g. Prasad 2009 and more recently, Arslanalp et al. 2022). 

Over the last two decades, however, observers such as Eichengreen (2011) 
have questioned the long-term prospects of the status quo against the back-
ground of the economic and political rise of China and India in particular. In a 
broader context, this skepticism is also linked to the rise of the so-called BRICS 
(originally Brazil, Russia, India, China, and South Africa) and the emergence of 
privately issued digital currencies. The economic rise of emerging economies as 
well as newly industrialized countries (NICs) has led to a new sense of self-con-
fidence and a desire to pursue own economic policies and political agendas de-
tached from the U.S. dollar and the U.S. interests. Particularly in commodity 
and oil trade, the U.S. is seeing its position of power challenged by counterparts 
who have become more economically relevant. The Russian war of aggression 
on Ukraine that started in February 2022 has added more momentum to the de-
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bate, with the great majority of countries in the so-called Global South not ad-
hering to the sanctions devised by the U.S. and the European Union (Stoner 
2024). 

Given these structural shifts in the international financial and geopolitical 
system, it is far from clear whether the U.S. dollar will maintain its predomi-
nance in the international financial system in the long run. The aim of this short 
essay is to discuss the causes, effects, and prospects of the U.S. dollar dominance 
and its possible repercussions for the global economy and for Europe and Ger-
many in particular. The importance and influence of the U.S. dollar in geopolit-
ical tensions in relationship with the emergence of the BRICS+ as an economic 
and political counterpart to the United States will be examined in more detail, 
culminating in the discussion of what implications a hegemonic position of the 
U.S. dollar in the international financial system may have for Europe and Ger-
many. 

2.  A Bird’s Eye View on the Origins and Status Quo  
of the U.S. Dollar Dominance

2.1 Origins and Status Quo

It is widely acknowledged that the origins of the U.S. dollar dominance date 
back to the Bretton Woods Conference in July 1944, where the need for a uni-
fied reserve currency to bring stability and efficiency to the war-torn global 
economy was recognized by the victors of World War II (WWII). Indeed, at the 
Bretton Woods Conference a plan was designed to promote the economic re-
covery needed after two world wars by establishing a dominant anchor currency 
as a universally accepted currency for trade and financial transactions. The 
U.S. dollar was the natural candidate for the role of the world’s reserve currency 
in the newly established monetary order due to a variety of reasons: First and 
foremost, U.S. economy benefited over proportionally from participation in and 
victory of WWII, which solidified its status as the global largest economic pow-
er (Eichengreen 2021). At the time, the U.S. economy was characterized by high 
productivity, a stable financial sector, and liberal foreign trade (Whitham 2013). 
Moreover, due to WWII, the U.S. had accumulated a large share of the world’s 
gold reserves in its central bank (Subacchi 2008; Eichengreen 2021). The 
U.S. dollar was thus established at Bretton Woods as the world’s reserve curren-
cy, with the participating countries being obliged to allow the exchange rate of 
their currencies to deviate from the U.S. dollar only within a certain fixed range. 
As the U.S. guaranteed the exchange of the U.S. dollar for gold, this system of 
fixed exchange rates against the U.S. dollar allowed an indirect convertibility of 
these currencies into gold via conversion into U.S. dollars (Subacchi 2008). 
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The status of an international reserve currency serves as a foundation for 
global economic and geopolitical influence, providing the issuing country with 
numerous strategic advantages. First and foremost, the issuing country of an in-
ternational reserve currency can earn significant profits by providing interna-
tionally demanded liquidity (Ivanova 2010; Canzoneri et al. 2013). As discussed 
e. g. by Klein and Neumann (1990) as well as Siripurapu and Berman (2023), the 
demand for the reserve currency by other countries can be interpreted as a 
low-interest loan to the reserve currency issuer. This allows the issuing country 
to refinance itself at significantly lower interest rates than would be possible 
without the reserve currency status. The former French finance minister, Gis-
card d’Estaing, described this profitable situation for the United States as an “ex-
orbitant privilege” in 1965 (Canzoneri et al. 2013). Indeed, then as now, the U.S., 
as the issuing country of the world’s reserve currency, generated seigniorage 
gains of 3 % of U.S. gross domestic product (GDP) annually, which has signifi-
cantly strengthened the U.S. economy (Tasley 2022). Certainly, seigniorage is 
not a phenomenon exclusively specific to the U.S. dollar but exists for money-is-
suing central banks worldwide. However, in the specific case of the U.S. dollar’s 
status as an international reserve currency, a significant seigniorage gain can be 
observed due to the high demand and issuing of the U.S. dollar (Ivanova 2010). 
Second, the issuing country of a reserve currency can secure additional welfare 
gains by conducting its trade in goods in its domestic currency. These gains 
arise from reduced exchange rate risk and transaction costs, which not only 
benefit domestic firms engaged in international trade, but also increase overall 
economic efficiency (Kannan 2009). Third, issuing the world’s reserve currency 
gives the issuing country considerable geopolitical influence, as it can control 
global financial flows and more effectively implement economic measures such 
as sanctions (Costigan et al. 2017). This currency dominance strengthens its po-
litical bargaining position, as it acts as a central player in international trade and 
financial relations and is better able to assert its interests globally. Finally, the 
monetary policy of the issuing country of a reserve currency occupies the cen-
tral stage of the international financial system, making it the anchor of global 
finance, as it is the case of U.S. dollar. 

These advantages do not come, however, without costs. To establish the 
U.S. dollar as the world’s currency, U.S. policymakers agreed to liberalize and 
deepen U.S. capital markets during the Bretton Woods era, exposing the U.S. fi-
nancial system to a constant demand for U.S. government bonds from the rest 
of the world.1 In the two decades following the establishment of the Bretton 
Woods system, global demand for U.S. dollars rose steadily, leading to an in-
creasing current account deficit, as predicted by the so-called “Triffin Dilem-

1 In addition, the size and depth of the capital market, the free convertibility of the 
U.S. dollar and the confidence in American institutions make the U.S. economy a safe ha-
ven for financial investments (Gopinath and Stein 2021; Schmidt 2022).
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ma”, until 1971, when the “Nixon shock” in August of that year declared the end 
of the gold peg for good (Subacchi 2008). As the United States did no longer 
pursue a stability-oriented monetary (and fiscal) policy in the face of its ongoing 
armed conflict in Vietnam and the need to finance it, the Bretton Woods system 
weakened significantly. The participating countries were now faced with the 
challenge of supporting this weak position of the U.S. dollar by central bank in-
terventions through currency purchases. The Bundesbank for example had to 
buy up to six billion U.S. dollars in early 1971, releasing 22  billion Deutsche 
Mark into the market (Bundesbank Magazin 2013). In the face of this pressure 
on the dollar, which was being exerted on the economies of the participating 
countries, the emerging economic power in Europe, Germany, refused to con-
tinue to support the U.S. dollar through its central bank’s foreign exchange op-
erations because of inflationary consequences for the domestic currency (Schul-
meister 2009; Bundesbank Magazin 2013). 

However, the U.S. dollar has maintained its status as the world’s leading re-
serve currency ever since the end of the Bretton Woods fixed exchange rate sys-
tem. As it can be clearly observed in Figure 1, while the share of the U.S. dollar 
in the global foreign exchange reserves experienced a continued decline (from 
more than 70 % in 2001 to a share of just under 60 % in 20232 – about the same 

2 One possible explanation for this development is the declining share of the U.S. in 
global value added: In a direct comparison to 1960, when the U.S. generated about 40 % 
of global GDP, this share has fallen to 15 % in 2022 (Schmidt 2022). 

Figure 1: Composition of global foreign exchange reserves by currency (in %)

Source: International Monetary Fund, Currency Composition of Official Foreign Exchange Reserves, International 
Financial Statistics (IMF Data 2023).
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level as in 1999), the U.S. dollar is still by large the world’s leading reserve cur-
rency. The Euro, in contrast, has only a share of about 20 % currently, a similar 
amount as at the time of its introduction in 1999, in contrast to the predictions 
of Chinn and Frankel (2007), who considered the Euro as a serious threat for 
the U.S. dollar dominance. The Chinese Renminbi, on the other hand, repre-
sents only a share of about 3 % of the global foreign currency reserves in stark 
contrast to the economic and geopolitical size of the People’s Republic of China.

As discussed e. g. by Subacchi (2008), two of the main reasons for this dec-
ades-long continuity are a) the U.S. dollar as the common denominator for the 
invoicing of internationally traded goods and services (see also Georgiadis et al. 
2021), and b) the dominant currency, the so-called petrodollar, for the denomi-
nation of economically essential commodities (especially oil). As illustrated in 
Figure 2, the U.S. dollar now occupies a prominent position in the global pay-
ment system with a share of just under 47 % of global payment currencies, while 
the euro is in second place with a share of just under 24 % and the pound ster-
ling is in third place with a share of just over 7 %. These stark discrepancies be-
tween the currencies reveal a tendency among players to use the U.S. dollar 
heavily, for a variety of reasons that will be discussed below. Not only is the dol-
lar the primary benchmark for international payments, but it also dominates the 
global debt market. For example, in 2021, 64 % of global debt and a 55 % share 
of international lending were denominated in U.S. dollars (ECB 2022). The sec-

 
Figure 2: Share of top eight international payment currencies in September 2023

Source: SWIFT RMB Tracker 06/2024 (SWIFT 2024).
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ond-ranked currency in this manner, the euro, follows with a share of just under 
22 % (ECB 2022). 

As the store-of-value function of the reserve currency is key for its reserve 
currency status, U.S. policymakers have an additional supranational reason to 
enforce a low inflation environment. Central banks around the world therefore 
monitor interest rate decisions by the U.S. Federal Reserve, as this has both a 
directional and market-influencing character (see e. g. Kim 2000.)3 The interna-
tional financial system and the (national) institutions behind it are driven pre-
dominantly by the Fed’s economic policy sentiment. As the recent literature on 
the Global Financial Cycle has documented (Bekaert et al. 2013; Rey 2013; 
Stroh sal et al. 2019; Proaño et al. 2024), U.S. monetary policy affects financial 
conditions and economic growth worldwide through its impact on investors’ 
risk appetite.

2.2 The Petrodollar System

The previously mentioned invoicing of oil trade in U.S. dollars is a particular-
ly important aspect not only from the economic, but also from the geopolitical 
point of view. The hegemonic position of the U.S. dollar in oil trade goes back 
to the establishment of so-called “petrodollar” system in the 1970s through the 
agreement between the United States and Saudi Arabia, then and now the 
world’s largest oil exporter, to conduct oil transactions exclusively in U.S. dollar. 
In return, Saudi Arabia was to receive arms supplies and political support from 
the United States (Mathews and Selden 2018). In doing so, the United States 
strengthened its geopolitical power, which was in danger of faltering after the 
failure of the Bretton Woods system, maintaining and underpinning its global 
economic policy relevance (Costigan et al. 2017). These developments were 
preceded by the 1973 oil crisis4 that led in a drastic increase in oil prices by as 
much as 400 % per barrel in 1973 which in turn triggered a global energy crisis 
and an intensification of inflationary tendencies caused by energy price increas-
es. 

Out of the necessity to intervene to ensure the global economic policy stabili-
ty of oil-importing countries, OPEC aligned itself with the strongest economy 
from a global perspective, the United States, and its reserve currency, the 
U.S. dollar (Mathews and Selden 2018). Indeed, the U.S. economy was consid-
ered one of the most stable and, due to the independence of its central bank, the 

3 See also Mackowiak (2007); Bluedorn and Bowdler (2011) for empirical studies on 
the traditional channels of U.S. international monetary policy transmission, as well as 
Bradlow and Park (2020) for a more recent contribution.

4 The oil crisis was triggered by an oil embargo imposed by OPEC members on coun-
tries that had supported Israel in the Yom Kippur War.
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Federal Reserve System, and the depth and liquidity of its financial markets, one 
of the most trustworthy (Cao 2016; Schmidt 2022; Whitham 2013). The U.S. dol-
lar had already been used as the standard currency and “common denominator” 
in many international transactions for goods and services due to its reserve cur-
rency status. In addition, network effects and related economies of scale and 
scope increased the attractiveness of the U.S. dollar to also be used as a single 
currency for oil invoicing and pricing (He and Yu 2016). Finally, the global 
economy at the time also lacked alternative currencies of comparable size that 
could provide price stability for such transaction volumes (Eichengreen 2011; 
Costigan et al. 2017). The decision to invoice oil in U.S. dollars also had the ad-
vantage for OPEC countries of keeping their revenues in an already strong and 
widely used currency, which reduced inflation and exchange rate risks and pro-
tected the real value of their revenues (Amuzegar 1978). Further, OPEC’s deci-
sion to price oil in U.S. dollars and to accept and settle payments in this reserve 
currency as the standard meant that oil-importing countries held and still hold 
their foreign exchange reserves in U.S. dollars to purchase fossil fuel.

The petrodollar system thus created, consolidated, and further expanded the 
geopolitical power position of the United States. As a result of the petrodollar 
system and the associated high U.S. dollar reserves of oil-importing states, the 
global economy was subjected to “dollarization”. The United States, through its 
reserve currency status and the accompanying catalog of possible sanctions that 
could affect local and international economies, was thus able to enforce its po-
litical interests in the Middle East, especially in the oil-rich regions, reinforcing 
its global hegemony (Costigan et al. 2017). Possible sanctions include con-
trolling access to key financial infrastructures as well as access to global capital 
markets, freezing currency assets and cutting off vital dollar liquidity. Such 
measures could not only disrupt local economies, but also put pressure on inter-
national companies and financial institutions located in the affected region to 
comply with U.S. policy (Zoffer 2019). The dominance of the U.S. dollar was 
thus no longer limited to cross-border trade in goods and services, but in this 
context also extended to global oil trade. To consolidate this dominance over the 
decades, the United States supplied armaments to states in oil-rich regions and 
promoted economic stability and security in the Gulf region with the aim of 
safeguarding oil production (Mathews and Selden 2018; Miller 2022).

Although critics of the petrodollar’s dominance are growing louder, the 
U.S. dollar is still the dominant trading currency in the oil business, so most in-
ternational oil transactions are still conducted in it and will remain so for the 
foreseeable future (Mathews and Selden 2018). This is partly because the Chi-
nese government does not want to jeopardize its domestic economy by running 
current account deficits through the status of a vehicle currency, as it does with 
the U.S. dollar and the U.S. economy (Miller 2022). Thus, the global influence of 
the petroyuan is still limited as China maintains capital controls and the yuan/
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renminbi peg. Furthermore, crude oil futures trading on the Shanghai Com-
modity Exchange is limited to a single grade of crude oil, which is mainly used 
in Asia and is not aligned with global demand. Although the power of the 
petroyuan is limited in certain ways, it is already perceived by the Unites States 
as a competitor to the petrodollar (Cao 2016). 

Against this background, the question of whether a singular “petrocurrency” 
is still appropriate at all, is therefore increasingly being discussed (Miller 2023). 
Indeed, the petrodollar system and the U.S. international economic order be-
hind it are under pressure to maintain their global hegemonic position due to 
declining popularity of the United States and rising geopolitical tensions around 
the world (Miller 2023; Cao 2016). In addition, numerous oil exporters and im-
porters have already begun to denominate and invoice their oil sales and pur-
chases in a currency other than the U.S. dollar to reduce their dependence on 
the U.S. dollar while strengthening their trade relations with partner countries 
that also prefer alternative currencies (Mathews and Selden 2018; Cao 2016). 
On the one hand, this can be seen as a diversification of the oil trade of the ma-
jor exporting and importing nations, but on the other hand, it can also be seen 
as a symbol that the monopoly position of the U.S. dollar in this area is begin-
ning to break (Cao 2016). For example, China, the world’s largest oil importer, 
introduced its own crude oil futures trading on the Shanghai Commodity Ex-
change in 2018, which is settled exclusively in yuan (Mathews and Selden 2018). 
The Russian gas company Gazprom has also settled most of its gas and oil deliv-
eries in euros and yuan since the annexation of Crimea and the ensuing West-
ern sanctions (Miller 2022; Cao 2016). In addition, Saudi Arabia, as the world’s 
largest oil exporter, has shown flexibility for continuing to denominate and in-
voice its oil transactions in different currencies (Miller 2022; Cao 2016). 

Due to the complexity of the global commodity trading system and the asso-
ciated political interdependencies, tensions, ancillary actors, and impacts, it is 
difficult to predict the future of the petrodollar and petroyuan, as well as other 
alternatives. Given the numerous variables and influencing factors, some of 
which are unknown, both political and economic, as well as the multitude of 
forces affecting the petrodollar system, a comprehensive analysis is needed to 
forecast the future of the petrodollar. Thus, the future of the U.S. dollar as a re-
serve currency for commodity transactions and trade remains volatile, but what 
is certain is that more and more players are trying to secure shares in global (oil) 
trade and try to break the omnipresent dollar dominance. Finally, an additional 
factor to be taken into account in this context is the emergence of green tech-
nologies aimed to alleviate global warming (Sharif et al. 2022; Habib et al. 2020). 
While the extraction and use of oil derivatives represented the very essence of 
the transportation industry for decades, the emergence of electromobility indus-
tries particularly in China (Altenburg et al. 2022; Habib et al. 2020) may have 
far-reaching consequences for the petrodollar system, as economies both in the 
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industrialized and the developing world become less dependent on oil deriva-
tives, and thus on the petrodollar system.

In addition to the economic and geopolitical benefits related to the U.S. dollar 
invoicing of oil trade, the issuing country of the reserve currency is also able to 
assert geopolitical interests at the global level through the management of its ex-
change rate against other currencies. The appreciation and depreciation of a re-
serve currency can lead to significant fluctuations in the accumulated debt bur-
den of countries holding the reserve currency. This debt burden-link gives the 
exchange rate of the reserve currency state a significant position of power that 
also affects the internal political and social stability of the leading currency-de-
pendent states (Ivanova 2010; Bracke and Bunda 2011). 

3.  An Emerging Counterpart: The BRICS+

3.1 De-Dollarization

Over the past decade, the de-dollarization of global financial markets has 
been pushed for primarily by the BRICS countries (Cao 2016; Hirst and Tokat-
lian 2023). These efforts by countries of this non-negligible size and economic 
influence are attracting the attention of the modern business world and fueling 
discussions about the future of the international financial system. As economi-
cally significant emerging economies and rising economic powers, the BRICS 
countries have set themselves the task of collectively reducing the existing norms 
of the international financial system, and particularly the dominance of the 
U.S. dollar, within a global framework. This agenda has profound implications 
not only for the BRICS countries themselves, but for the global financial system. 
We take a closer look at the de-dollarization movement in global financial mar-
kets and the related goals of the BRICS countries in the following.

Since the formation of the BRICS community of states in 2009, these coun-
tries have strived to strengthen their economic and financial sovereignty and to 
reduce their dependence on the U.S. dollar significantly by creating and pro-
moting alternative currencies and financial instruments (Cao 2016; Saaida 
2023), diversifying their currency portfolios to be less vulnerable to currency 
risks and fluctuations in the U.S. dollar, and by strengthening autonomy in fi-
nancial matters to become less susceptible to external financial pressures (Costi-
gan et al. 2017). Also, for this reason, the BRICS countries have established in-
stitutions such as the New Development Bank (NDB), which settles in member 
countries’ national currencies rather than in U.S. dollars and conducts transac-
tions through BRICS Pay rather than SWIFT, to support alternative sources of 
financing for their member countries and increase their independence from 
Western financial institutions and governments (Cao 2016; Liu and Papa 2022). 
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The financial sanctions imposed by Western nations and international financial 
institutions on selected BRICS states since the annexation of Crimea by Russia 
in 2014, and the start of the Russian war on Ukraine in 2022 have certainly in-
creased the geopolitical relevance of these newly created institutions (Ferragamo 
2024).

3.2 BRICS+: A Unified Monetary Union?

Some of the participating countries and NICs see the creation of a common 
BRICS currency as a means of breaking the global dominance of the U.S. dollar, 
but the implementation of this project will be a major challenge for the policy-
makers involved. For instance, India’s government opposes this proposal by its 
main proponent Brazilian President Lula da Silva, and the leaders of China, 
Russia, and South Africa are generally dismissive of the idea (Ferragamo 2024; 
Saaida 2023). 

Objectively, it is a challenge to recognize a community of states such as the 
BRICS as a cohesive “bloc”, as there are non-trivial tensions among its members 
given their different geopolitical, economic and ideological realities and per-
spectives. While the most populous member states, China and India, share stra-
tegic ambitions to counter Western dominance, their long-standing border dis-
putes and military conflicts underscore the deep-rooted rivalries that challenge 
united action and ultimately “unity” (Westcott 2021). The ideological divide be-
tween democracies committed to free elections, such as Brazil, India and South 
Africa, and authoritarian regimes, such as China and Russia, also highlights the 
structural differences that make cooperation difficult. While these nations share 
common goals, such as reducing Western influence and promoting multipolari-
ty, their different political systems and strategic priorities sometimes stand in 
the way of deeper integration. Proposals such as Brazilian President Lula da Sil-
va’s to create a common BRICS currency face additional obstacles as trust, eco-
nomic alignment, and political will remain limited among members with com-
peting interests (Ferragamo 2024; Saaida 2023). The recent 16th BRICS Summit 
in Kazan, Russia, in late October 2024, also shows how Putin, the President of 
the Russian Federation, which currently holds the chairmanship of the BRICS 
states, expressed reservations about the idea of a centralized and unified BRICS 
currency and postponed the decision on such a currency for an unspecified pe-
riod (Dolgin and Turner 2024). The path to the homogenization of a unified 
alliance of states remains uncertain for the time being and may be delayed in-
definitely due to ongoing disputes and tensions between (member) states.
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3.3 Sovereignty and Independence of the BRICS+

Driven by the common goal of preserving the sovereignty and autonomy of 
national economies independent of the U.S. dollar, the BRICS community of 
states expanded to become BRICS+ in January 2024, when Egypt, Ethiopia, 
Iran, and the United Arab Emirates joined the club (Suri and Tripathi 2023; 
 Saaida 2023; Dolgin and Turner 2024; Destatis 2024). Saudi Arabia has also 
been formally invited to join the BRICS+ but has yet to make an official state-
ment (Dolgin and Turner 2024; Destatis 2024). Accordingly, this new constella-
tion of states is seen by U.S. government officials as a challenge to the hegemon-
ic position of the U.S. dollar, since the key geopolitical power of the U.S. dollar 
depends largely on the dollar quotation and settlement of oil transactions (Liu 
and Papa 2022). Numerous economic benefits associated with the hegemonic 
position of the U.S. dollar in the global financial system, in particular the previ-
ously discussed seignorage, would therefore be jeopardized and could pose ma-
jor financial problems for the United States (Cao 2016).

Nevertheless, many administrative and political issues of the BRICS system 
remain to be resolved before a significant de-dollarization can affect the hegem-
ony of the U.S. dollar in the international financial system. How exactly this in-
tercontinental “political project”, as South African central bank governor Lesetja 
Kganyago calls it, is to be implemented by BRICS+ is unclear, as the creation of 
a dollar-independent financial system will also require the creation of a banking 
union, a fiscal union, and a central bank, and it is not yet clear where these will 
be located. Critics therefore doubt its feasibility, as previously mentioned that 
the participating states have economic, political, and geographical disparities 
and harmonious decision-making in this heterogeneous community may only 
function to a limited extent for these reasons (Dhanda 2013; Saaida 2023). In 
addition, the pursued de-dollarization could initially have a negative impact on 
the domestic economies of the BRICS+ countries, as higher trade costs arise due 
to the initial complexity of the transition to alternative currencies and the loss of 
the economies of scale of the U.S. dollar system could lead to trade barriers be-
tween economic actors (Yifan 2024; Dolgin and Turner 2024; Sadek 2023). 
Moreover, some BRICS+ countries, especially China, which hold a high volume 
of deposits in U.S. government bonds, do not have too strong an ambition to 
weaken the U.S. dollar excessively, as they themselves are among the world’s 
largest creditors of the U.S. and therefore still heavily invested in it (Cao 2016). 

The feasibility of the BRICS+ countries’ de-dollarization plans is therefore a 
complex and multifaceted political issue that depends on numerous factors, 
such as the implementation of the agreements reached at the annual BRICS+ 
summits, the strength of economic and political relations between the countries, 
and other external factors, such as geopolitical developments in the face of glob-
al tensions and global economic trends. Although the BRICS+ countries are 
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making steady progress within the framework of economic policy (free) trade 
agreements, it is difficult to predict to what extent and at what speed these am-
bitious plans can be realized. Until then, the established dominance of the 
U.S. dollar in international financial markets will remain.

3.4 The Impact of Sanctions in the BRICS+ World

Beyond these considerations regarding the possible establishment of a new 
BRICS-based reserve currency, the growing importance of the BRICS+ in the 
international geopolitical context is best illustrated by the sanctions imposed by 
the United States and Western Europe against Russia since the latter’s war 
against Ukraine in 2022. In reaction to Russia’s military aggression against 
Ukraine, the U.S., the EU, the U.K., and Switzerland, agreed in the spring of 
2022 to freeze Russia’s foreign exchange reserves, which amounted to about 
$300 billion (European Council 2023). As a result, the foreign exchange held in 
bank accounts in these countries was withdrawn from the Russian central bank 
and was no longer available to support the Russian ruble (Masters 2023). At the 
time, the Russian central bank’s total reserves amounted to about $640 billion, 
so the freezing of such a volume of foreign exchange was not without conse-
quences for Russia’s domestic economy and foreign trade (European Council 
2023; Schmidt 2022). In response to this, the Russian currency depreciated by 
more than 40 %, forcing the Russian central bank to react to the currency’s de-
cline with a temporary increase in the key interest rate to 20 % and capital con-
trols to prevent liquidity outflows (Davis and Patel 2023). In addition, the 
U.S. suspended trading in Russian government bonds and stopped the settle-
ment of interest and principal payments by U.S. banks to avoid financing the 
Russian government. Similarly, the largest Russian banks were excluded from 
the SWIFT system, which is of fundamental importance for cross-border trade 
in goods and (financial) services. SWIFT is the world’s most established provid-
er of global communication services for the exchange of information on finan-
cial transactions, which still has a noticeable impact on Russia’s economic per-
formance today (European Commission 2022; Petersen et al. 2023). It is 
precisely because of this dependence on Western institutions and their vulnera-
bility to sanctions that communities of states such as the BRICS+ are increasing-
ly trying to free themselves from such dependencies.

The sanctions sparked a debate about whether the measures imposed were 
too restrictive for the Russian economy. Critics argued that this might push cer-
tain governments to reconsider their future alignment with Western ties. For 
instance, new opportunities could arise within the BRICS community of states, 
enabling Russia to continue its commodity trade despite being excluded from 
the Western-dominated U.S. dollar financial system. This was exemplified by 
new commodity supply agreements between India and China with Russia fol-
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lowing the war in Ukraine (Siripurapu and Berman 2023; Petersen et al. 2023). 
Ultimately, Russia’s exclusion from U.S. dollar reserves has led to the Chinese 
renminbi becoming the most traded currency in Russia and thus U.S. sanctions 
having a limited impact on Russian economic performance (Siripurapu and 
Berman 2023). 

Finally, the Russian invasion has reignited discussions about the global impor-
tance of the U.S. dollar, and the hegemony of the U.S. dollar has increasingly 
been described as a global “sanctions weapon”. With the armed conflict still on-
going and no end in sight, it remains to be seen how the economic and political 
balance of power between the parties involved will evolve in the future. The use 
of the U.S. dollar as a sanction tool and its status has once again underscored the 
power and influence of the U.S. in the international financial system and geo-
politics and highlighted the close and complex relationship between politics and 
economics in a modern global financial landscape (Smart 2019; Petersen et al. 
2023). 

4.  The Rising Importance of Cryptocurrencies

The emergence of privately issued digital or cryptocurrencies and of decen-
tralized finance in general may also pose a significant threat to the dominance 
of the U.S. dollar in the global financial system in the future. Indeed, while the 
use of cryptocurrencies as foreign currency reserves is still negligible at the 
global level, they are becoming increasing important in the financial portfolios 
of households around the world. For instance, while 16 % of adult U.S. Americans 
have bought or held cryptocurrencies and similar adoption rates are observable 
in Mexico (16 %) and Spain (12 %), for instance, in some countries of the so-
called “Global South” like Nigeria (45 %) and Argentina (35 %) these are much 
higher (The White House 2022; Statista 2024). Similarly, as discussed by Pew 
(2024), an increasing number of firms and investors around the world are creat-
ing cryptocurrency-based wealth storage (together with the associated infra-
structure) preferably in form of stablecoins, i. e. digital currencies that peg their 
value to an external reference currency with a relatively stable value like the 
U.S. dollar.

One might think that such a practice may provide further support for the 
dominance of the U.S. dollar. However, as Pew (2024) e. g. argues, the fact that 
many of the institutions and firms engaged in these practices (such as the Hong 
Kong-based iFinex with its U.S. Dollar Tether stablecoin) are outside the 
U.S. oversight and jurisdiction may become a problem if they decide to change 
the rules for the uses of their stablecoins. For instance, they may redefine the 
basket of reference currencies for their stablecoins in detriment of the U.S. dol-
lar, undermining its importance as a reserve currency. Further, as these 
third-party stablecoins are linked with the corporate risk of the issuing compa-
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nies, an adverse corporate-linked event that is unrelated with the U.S. economy 
may still undermine the U.S. dollar credibility in the financial markets. Addi-
tionally, initiatives by countries such as El Salvador of allowing bitcoin as legal 
tender in the context of currency restructuring due to domestic political and 
economic instability (Alvarez et al. 2022; Bertaut et al. 2023), while still not rel-
evant at the global level, could be taken seriously and monitored closely. 

5.  Implications for the European Union and Germany

Given the euro’s second place in the international reserve currency ranking 
and the absence of other alternatives, a decline of the U.S. dollar dominance in 
the decades to come may directly affect the euro and by extension the European 
Union (EU), and Germany in particular. Indeed, the recent developments in the 
international gas and oil markets and the waning geopolitical importance of the 
petrodollar system driven by the green transition away from fossil fuels may 
benefit the euro particularly in the long run. Whether the role of a reserve cur-
rency issuer aligns with EU’s long-term objectives, and whether the EU would 
be willing to put this agenda forward decisively is however unclear, given the 
important responsibilities and macroeconomic consequences that such a role 
would entail. 

Two central preconditions for the euro to gain a more important role as an 
international reserve currency is the decrease in the fragmentation of the EU’s 
financial system, and the issuance of EU bonds – which would be considered by 
financial markets as safe assets similar to U.S. government bonds. Such steps 
could also facilitate the financing of much needed large-scale investment pro-
jects for the socio-ecological transitions, strengthening the euro’s role in the in-
ternational financial landscape. This would exert an appreciation pressure on 
the euro and would lead to a deterioration of the current account surpluses ran 
by many European economies, Germany in particular. While such a develop-
ment would be advantageous from a macroeconomic point of view – as it would 
finance the much-needed investment for the socio-ecological transition in Eu-
rope –, it is far from clear whether it would be understood and accepted by pol-
iticians and the public in general, who often misinterpret large and persistent 
current account surpluses as an encouraging sign of competitiveness (see e. g. 
Horn 2018 for a critique of this view). In contrast, an active policy aiming at 
changing the current practice of the U.S. dollar invoicing of goods and services 
towards the euro would probably be disadvantageous, as it may not be well re-
ceived by the incoming U.S. administration, as hinted by the clear-cut statement 
on Twitter quoted at the beginning of this piece. Instead, policies aimed at im-
proving the EU’s long-term economic prospects are likely to be well received by 
international financial markets, strengthening the euro. Indeed, given the high 
geopolitical and economic uncertainty prevailing around the world nowadays, 
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Europe should consolidate and enhance its role as the world’s beacon of stability 
not only on political, but also on social, economic, and geopolitical terms.

This implies re-evaluating some long-standing certainties like the robustness 
of transatlantic relations. Based on a common political worldview and similar 
economic agendas, the economic and political interests of Europe and Germany 
were more than often aligned, or at least not in stark contrast, to those of the 
United States over the last seventy years. As a result, Western Europe profited at 
least passively from the economic and financial stability provided by the 
U.S. dollar dominance and, in more general terms, the Pax Americana. Donald 
Trump’s election as the new U.S. president in Nov. 2024 makes this certainty 
look much less certain, though. Indeed, while a full-fledged trade war with the 
United States is up to date not likely despite of the saber-rattling rhetoric of the 
president-elect, Europe should no longer take the unconditional U.S. support 
for granted, either in military, economic or political terms. Instead, Europe and 
Germany should look to create or strengthen economic bonds and alliances 
with NIC and emerging countries with sound democratic systems and common 
values (such as the MERCOSUR countries). In this context, the planned 
EU-MERCOSUR free trade agreement (that would link the world’s third largest 
common market with about 300 million people to the Europe Union) should be 
of the highest priority for Europe. Given the European colonial past of Latin 
America countries (what implies among other things common societal values), 
this continent should be much higher on the European economic agenda, also 
because it is already on the radar of other geopolitical players, as the inaugura-
tion of China’s deepwater megaport of Chancay in Peru in November 2024 illus-
trates exemplarily.

As previously discussed, new alliances of states such as the BRICS – and since 
2024, BRICS+ – are attempting to break the hegemony of Western financial sys-
tems by both political and economic means to establish their own monetary and 
economic order. With the oil-rich states of the Middle East, the BRICS have al-
ready gained important trading partners and influential economies for the glob-
al economy. Nevertheless, it should be noted that the heterogeneity of the 
BRICS(+) community includes major disparities between its alliance partners. 
This could lead to significant challenges in the implementation of its economic 
policy agenda due to internal struggles, which might reduce the real threat to 
the U.S. dollar and its institutions. Because of the manifold reasons mentioned, 
the creation of a BRICS(+) currency that could dethrone the U.S. seems highly 
unrealistic at the moment. Europe should exploit the still lacking cohesion of 
the BRICS(+) community and, through an intensified economic cooperation 
with some of the BRICS countries like Brazil, India and South Africa, for exam-
ple, weaken a further consolidation of the BRICS(+) community and at the 
same time, strengthen the role of the euro in the international financial land-
scape. For this to successfully occur, the currently fragmented political land-
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scape in the European Union would have to be fixed, and the European Union’s 
foreign policy should reflect such a political cohesion. 

While the end of the U.S. dollar dominance is still not in sight and therefore 
does not represent an imminent threat, it should be clear that a loss of confi-
dence in the anchor currency system would have far-reaching economic and 
geopolitical consequences. In such a scenario, the U.S. dollar would devaluate 
significantly, which could lead to massive foreign exchange sales on the foreign 
exchange markets, resulting in a liquidation of reserve holdings (Carbaugh and 
Hedrick 2008). This would jeopardize the U.S.’ exorbitant privilege, and all the 
associated benefits (Lahiri 2023). This scenario would also be possible without 
a general loss of confidence in the United States if influential lead currency 
creditor countries like China decided to liquidate their currency reserve hold-
ings, for example, for geopolitical reasons (Besten et al. 2023). This, however, 
would hurt those creditor countries themselves, as the devaluation of the 
U.S. dollar would lead to a sharp decrease in the value of their own assets (Car-
baugh and Hedrick 2008).

Against this multifaceted background, the current and prospective threats 
against the U.S. dollar dominance should be closely monitored by Europe and 
Germany. The development of economic and political strategies to strengthen 
Europe’s role in the future economic and geopolitical landscape, also exploiting 
the euro’s non-negligible role in global finance, should be of the highest priority, 
as old alliances are not certain anymore and new alliances are to be consolidat-
ed. 
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