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At a meeting that took place in 1971 during the Nixon administration 
between then-Treasury Secretary John Connally and European col-
leagues, Connally charged: “The dollar is our currency, but it is your 
problem.” Although more than 37 years have passed since the saying 
was coined, it seems that it encapsulates some of the main sources 
�������	���	����
��������������
������������	�������
������	��������-
rency, its use as the means of exchange in most international trading, 
the unit of account for pricing oil and other goods, and the dominant 
reserve currency of most central banks makes the decline in its value 
over the past year the problem of many economies around the world. 
However, in contrast to the saying's original context, the erosion in 
the value of the dollar is not just “your” problem but also one of the 
principal economic challenges currently facing the US administra-
tion. It may even become a major strategic challenge for US foreign 
policymakers if the decline of the dollar continues to impact on trade 
in the coming months as well.

Nizan Feldman, 
Neubauer research 

fellow at INSS
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Gulf from the 
rise in oil prices 

do not bolster 
the value of the 
local currency, 

and the decline 
in the value 

of the dollar 
leads to a real 
erosion in the 

value of the 
local currencies 

in the Gulf.
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Source: TD Economics

As evident from the graph, the negative correlation 
between the value of the dollar and the price of 
goods strengthened in the past year and a half, as 
compared with 2002-2006. In other words, a recent 
decline of the dollar caused a sharper rise in prices 
than was caused by the same percentage of decline 
in 2002-2006.
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The Gulf states 
are concerned 
that a possible 

slide into a 
world recession 

will ultimately 
lead to a 

decline in the 
global demand 

for oil and a 
drop in price.
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A breakdown of 
the petrodollar 
system is not a 
simple matter 
that can take 

place overnight. 
The ability of 

the euro or any 
other currency 
to replace the 

dollar is not 
guaranteed, 

nor does the 
decline in the 

dollar attest to 
a drop in its 
importance.
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