Steven Podnos April 2011

Q:  I am confused about all the articles I see about the dollar losing value.  Please explain.

A:  Generally, the statement that the dollar is losing value refers to its price when compared to other currencies.  We have been lucky in the U.S. since WW2, as the dollar has been the main "reserve" currency.  This means that people in most other countries prefer to invest in dollars and use dollars to buy "things" from each other.  For example, oil is priced in dollars and not in Euros or Yen.

This fact of the dollar being a reserve currency has meant that we can ship many dollars overseas that don't come back-they end up being used for commerce among other nations.  It also means that all things being equal, people in most countries would rather own dollars than their own currencies, especially in times of instability.  So, even as the U.S. government has been printing money aggressively lately, and we are establishing a tremendous amount of governmental debt, the dollar remains the currency of choice most of the time.  

Now imagine if this changes.  If oil were priced in Euros or a basket of currencies, we would need to convert our dollars into whatever we'd need to buy oil with.  Dollars would automatically be less in demand and less attractive.  We would have to offer higher interest rates to draw international investors to buy dollars and our debt.  Not good.

So far, there is no strong alternative to the dollar as a reserve currency.  The Euro was created for that very reason, but various debt problems in Europe have prevented it from being a currency that anyone really wants.  I personally think the Euro is very overvalued at the present.
The Yen is a weak competitor, and Japan's demographic and debt problems will most likely keep it a secondary currency. 
The Chinese Renminbi is a "up and comer," but will probably continue to be hampered by the controlled and totalitarian nature of their government.  
A basket of currencies might eventually replace the dollar, and attempts have been made to use this as a dollar substitute.  So far , we remain lucky.
So, don't worry about the dollar short term as it relates to other currencies.   However, it is reasonable to worry about all currencies in terms of their purchasing power.  If you can keep up with inflation, you might be all right, but if not, you will see your purchasing power drop steadily.  The alternative to the dollar may not be another currency, but instead "stuff."  Owning stuff-real estate, metals, gold, energy stores, etc. traditionally holds its value in times of weakening currencies.  I believe it is worth considering having some of your investments in these areas if you are worried about the value of the dollar in future years.
