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INTRODUCTION

With the U.S. dollar accounting for 58% of global reserves—down from 70%
in 1999—a subtle yet significant shift is unfolding in global financial dynamics.
De-dollarization refers to the gradual reduction of global reliance on the U.S. dollar
(USD) as the dominant reserve currency. (Serkan Arslanalp, 2021)

This work is licensed under a Creative

Commons Attribution-Share Alike 4.0 Moving away from the dollar as the dominant global currency is not just an

International License economic trend, it has profound implications for the flow of trade, the stability of
emerging markets, and the structure of international financial systems.

The dollar's position as the global reserve currency solidified after World War
I, driven by the U.S.'s economic dominance and the Bretton Woods Agreement of
1944. This agreement pegged major currencies to the dollar, which was backed by
gold at $35 per ounce. The collapse of Bretton Woods in 1971 ended the dollar’s
gold convertibility but reinforced its role through the “petrodollar” system.
Agreements with oil-exporting nations ensured global demand for the dollar by
denominating oil prices in USD. Institutions like the IMF and World Bank continue
to rely on the dollar for loans and financial assistance, underscoring its central role.
(Ghizoni)

Despite its dominance, challenges such as the 2008 financial crisis, rising U.S.
debt, and the extensive use of sanctions have led to discussions about alternatives.
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Emerging economies, especially BRICS nations, are
actively seeking alternatives to the dollar. These efforts
include diversifying reserves, increasing gold holdings,
promoting local currencies, and exploring initiatives like a
common BRICS currency. Technological advancements,
such as central bank digital currencies (CBDCs), also
present opportunities to bypass dollar-centric systems.

However, de-dollarization faces obstacles. Alternatives like
the euro or renminbi lack the liquidity and global trust
necessary for widespread adoption. While trends suggest a
movement toward a multipolar financial system, the
transition remains gradual.

This paper examines the historical rise of the dollar, the
drivers of de-dollarization, and its potential impact on
international trade. It analyzes emerging financial
mechanisms and digital currencies to understand their role
in reshaping global economic dynamics, as well as the
associated risks and benefits.

LITERATURE REVIEW

De-dollarization stems from multiple economic and
geopolitical drivers. Several studies highlight the risks of
dollar dependency, particularly in times of macroeconomic
instability. The Global Dollar Cycle examines the dollar's
adverse correlation with global variables such as GDP
growth, trade, and commodity prices. A strong dollar often
leads to restrictive financial conditions, disproportionately
affecting emerging markets, and prompting these countries
to explore alternatives. (Zhou M. O., 2022)

Geopolitical factors also play a pivotal role. Countries facing
sanctions, like Russia, have sought alternatives to reduce
exposure to dollar-based payment systems. For instance,
initiatives like Project mBridge—a multi-CBDC platform
involving China, Hong Kong, Thailand, and the UAE—
illustrate efforts to circumvent U.S.-controlled financial
systems, emphasizing regional collaboration over dollar
reliance. (Chang, 2024)

Scholars emphasize the diverse methods through which de-
dollarization is pursued. These include promoting local
currencies, establishing currency swap agreements, and
developing alternative payment systems. The Rise of the
Dollar and Fall of the Euro as International Currencies
argues that currencies like the Euro and Yuan represent
significant, albeit limited, alternatives to the U.S. dollar,
citing the Euro's role in regional trade and the increasing
internationalization of the Chinese Yuan. However, the

limited liquidity and convertibility of these currencies
restrict their broader adoption. (Matteo Maggiori, 2019)

Technological advancements have introduced new avenues
for de-dollarization. Central Bank Digital Currencies
(CBDCs) enable countries to bypass traditional dollar-based
systems by facilitating cross-border payments through
decentralized platforms. Examples include China’s Cross-
Border Interbank Payment System (CIPS), which
complements its efforts to internationalize the Yuan.
(Zhang)

While de-dollarization initiatives have gained traction, the
entrenched dominance of the dollar presents significant
obstacles. Over 58% of global reserves remain denominated
in USD, reflecting its unmatched liquidity, stability, and
trust. Efforts to shift reserve holdings face structural barriers,
including the deep integration of dollar-based markets and
the high costs associated with transitioning to alternative
systems.

Additionally, initiatives like BRICS Pay and currency swaps
face uneven commitment among member countries.
Geopolitical tensions and economic disparities within blocs
like BRICS hinder unified efforts to challenge dollar
hegemony. Scholars also warn that fragmented currency
systems could lead to increased exchange rate volatility and
higher transaction costs, undermining global trade
efficiency. (Zongyuan Zoe Liu, March 2022)

The implications of de-dollarization for global trade are
multifaceted. On one hand, the transition toward a
multipolar currency system could reduce exchange rate risks
and enhance trade diversification for emerging economies.
On the other, fragmented financial systems may increase
instability and complicate trade flows. Empirical studies
examining trade flows, global value chains, and reserve
currency shifts indicate that meaningful de-dollarization will
likely take decades to materialize fully. (Hongxu, 2023)

While de-dollarization reflects a gradual evolution in global
financial systems, the U.S. dollar’s dominance remains
robust in the near term. Future research could focus on the
scalability of digital currencies, the role of geopolitical
alliances, and the long-term impacts of reduced dollar
dependency on international trade.

METHODOLOGY

The methodology employed in this study aims to analyse the
historical role of the US dollar as a global reserve currency
and its evolving dynamics in the contemporary global
economy and the implications it will have on international
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trade this research adopts a qualitative and quantitative
approach, combining historical analysis, data review, and
comparative evaluation of reserve currencies.

The research design is structured in two segments

1. Historical Analysis: A review of the historical
context and key milestones, such as the Bretton
Woods Agreement and subsequent developments,
was conducted. This section draws on primary
sources, such as official policy documents and
agreements, and secondary sources, including
books, journal articles, and expert analyses.

2. Quantitative Analysis: Data on the composition of
global foreign exchange reserves, sourced from the
IMF’s Currency Composition of Official Foreign
Exchange Reserves (COFER), was examined to
identify trends and patterns in the share of the US
dollar and other currencies over time. The period of
analysis spans from 1999 to 2021.

We collected Secondary Data like journal articles, books,
and reports from recognized institutions were used to
contextualize and interpret quantitative and qualitative
findings. Key sources include works by Eichengreen (2011),
Prasad (2021), and IMF annual reports.

The study employs the following analytical tools and
techniques

e Trend Analysis: The long-term shifts in the global
reserve currency composition were analyzed using
historical data from the COFER database.

e Comparative Analysis: The performance and
characteristics of alternative reserve currencies,
including the euro, yuan, and non-traditional
currencies, were compared against the dollar.

e Content Analysis: Qualitative insights from
scholarly literature were synthesized to understand
the factors influencing the dollar’s dominance and
the rise of alternative currencies.

This study focuses on global foreign exchange reserves and
excludes other aspects of currency usage, such as private
trade and investment. Additionally, while the study
considers geopolitical and economic developments
influencing currency trends, it does not provide predictive
modeling of future currency dominance due to the complex
and multifaceted nature of the topic. By combining historical
and contemporary perspectives, this methodology seeks to
provide a comprehensive understanding of the de-
dollarisation in the global financial system.

ANALYSING THE DATA

The findings and results of this research indicate notable
trends in the global reserve currency composition,
highlighting the gradual decline of the U.S. dollar's
dominance and the emergence of alternative currencies as
viable contenders in the global economy.

Decline in the U.S. Dollar’s Share of Global Reserves

The analysis of the Currency Composition of Official
Foreign Exchange Reserves (COFER) data reveals a
consistent decline in the U.S. dollar's share in global foreign
exchange reserves between 1999 and 2021. The U.S. dollar,
which once commanded nearly 75% of global reserves,
experienced a decline, with its share dropping to just under
60% by 2021. This shift reflects growing dissatisfaction with
the dollar’s central role, particularly in light of global
financial instability, such as the 2008 financial crisis and the
ongoing economic volatility exacerbated by geopolitical
tensions and trade imbalances.

Figure 1
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The emergence of the Euro and the Chinese Yuan

While the U.S. dollar’s share has declined, the euro and
Chinese yuan have seen significant increases in reserve
holdings. The euro, after its inception in 1999, has
consistently maintained a share above 20%, making it the
second most-held currency. However, the most significant

shift has been the yuan's gradual rise. Following China’s
economic reforms and growing global trade footprint, the
yuan's share of global reserves increased notably after 2010,
reaching nearly 3% by 2021. This increase reflects China's
push for greater influence in the international monetary
system, although the yuan still lacks the liquidity and
stability of the U.S. dollar for broader reserve use

Figure 2
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(Serkan Arslanalp B. E.-B.)

Impact of Geopolitical Developments on De-dollarization
Geopolitical tensions have had a marked impact on the
accelerated trend of de-dollarization. For instance, U.S.
sanctions on countries like Russia and Iran, as well as the
growing trade disputes between the U.S. and its economic
allies, have prompted a shift towards alternative currencies
in international trade agreements. Regional arrangements,
such as the BRICS countries’ efforts to trade using local
currencies, have emerged as responses to U.S. economic
policy and its dominant role in global financial governance.
(Chang, 2024)

Growth of Non-traditional Currencies

Another key finding is the rising interest in non-traditional
currencies, including cryptocurrencies and central bank
digital currencies (CBDCs). Although these digital assets
currently play a limited role, the potential for CBDCs to
reshape global finance could influence the future trajectory
of global reserve currency use. Emerging markets are
particularly interested in diversifying away from the U.S.
dollar by integrating these digital alternatives into their

reserves to mitigate risks tied to U.S. dollar dependency.
(Zongyuan Zoe Liu, March 2022)

Challenges to Full De-dollarization

Despite these emerging trends, the study also highlights
significant challenges to full de-dollarization. The U.S.
dollar remains central to global trade, with many countries
maintaining dollar-backed financial instruments for trade
settlements. Furthermore, while alternative currencies show
potential, their current liquidity, stability, and acceptance
across nations remain inadequate to challenge the dollar’s
dominance entirely. For example, the Chinese yuan,
although growing, is still largely confined to trade between
China and select nations, and the euro is constrained by the
EU's economic policies and internal financial unity issues.
(Chang, 2024)

These findings demonstrate the complex and multifaceted
nature of the de-dollarization process and its implications for
the global financial system, suggesting that although the
U.S. dollar’s dominance is under threat, full de-dollarization
is a long-term, multifactorial process requiring significant
global structural changes.
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CONCLUSION

This study has explored the evolving role of the U.S. dollar
in the global reserve system, shedding light on the emerging
trends of de-dollarization and the rise of alternative
currencies in global trade. Through both historical and
quantitative analysis, the research highlights the decline of
the U.S. dollar's dominance in international reserves and the
increasing significance of currencies like the euro and yuan,
as well as non-traditional assets such as cryptocurrencies and
central bank digital currencies (CBDCs).

The findings indicate that while the U.S. dollar's share in
global reserves has declined in recent decades, it still
maintains a substantial role due to its unmatched liquidity,
stability, and integration into global financial systems.
Alternative currencies, particularly the euro and yuan, have
made notable strides, but their growth is constrained by
various factors, including geopolitical tensions and the lack
of sufficient liquidity to rival the dollar's reach.

The research also underscores the geopolitical forces
influencing the acceleration of de-dollarization, particularly
in the context of U.S. economic policies, sanctions, and the
broader shift towards multipolarity in global economic
power. However, full de-dollarization remains a significant
challenge, given the economic structures and global trade
frameworks that are deeply embedded in the use of the U.S.
dollar.

In conclusion, while the trend of de-dollarization is gaining
momentum, itis unlikely that the U.S. dollar will be replaced
as the dominant global reserve currency in the near future.
The diversification of global reserves does present important
shifts, especially for emerging economies seeking more
financial autonomy. Nevertheless, the pathway toward a
more diversified reserve currency system requires a
sustained effort in terms of international policy coordination,
the stability of alternative currencies, and global economic
shifts.

Future research could explore the role of emerging financial
technologies like blockchain and CBDCs in reshaping the
global currency reserve landscape, as well as the economic
and geopolitical risks associated with a possible shift from
the dollar-centric system to a more multipolar framework.
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