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Can the euro challenge “King Dollar”?
Marie-Hélène Duprat

In his State of the Union speech in Strasbourg on 12 September, European Commission

Senior Advisor to the

President Jean-Claude Juncker announced that proposals would be presented before the

Chief Economist

end of year aimed at “strengthening the international role” of the euro against the dollar. “It
is absurd, he lamented, that European companies buy European planes in dollars and not
in euros“. But does the euro have the means to challenge the hegemony of the dollar?

It is a fact that in nearly twenty years of existence, the euro has never managed to depose
the dollar as the international reference currency.
The euro is the second most important currency in the international monetary system,
far behind the US dollar:
-

63% of central banks’ foreign exchange reserves consist of securities in dollars, vs. 20%
for the euro.

-

The dollar is the currency of denomination of 56% of global outstanding bonds - vs. 23%
for the euro –, of 62% of international debt – 23% for the euro – and it is used in 44% of
transactions in the foreign exchange market – 16% for the euro.

-

The reference prices used for almost all commodities trade, starting with oil, are
expressed in dollars.

-

Only in the case of international payments is the dollar closely followed by the euro (40%
vs. 36%).

The Americans derive considerable benefits from the dollar's domination, both
economic (seigniorage revenue, lower interest rates, etc.) and political. For example, the
US justice system considers paying for a transaction in dollars to be a connecting link to the
United States making it possible to extend the application of US law to any company,
regardless of its nationality. Accordingly, the United States’ withdrawal on 8 May from the
Iranian nuclear agreement, effectively reimposing US sanctions against Iran, put the
Europeans between a rock and a hard place: any company that continues to use the
dollar in its transactions with Tehran will be subject to sanctions.
In this context, Mr. Juncker’s renewed ardour to make the euro “the face and instrument of
a new more sovereign Europe” is understandable. But does the euro have the means to
challenge the hegemony of the dollar?
To do so, the euro has two major assets:
1.

The economic power of the European Union (EU): the euro is the currency of the
leading global trading power, the EU. And its population is much larger than the
population of the United States (511.8 million inhabitants, vs. 325.7 million in the USA)
with almost equivalent GDP.
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2.

The independence of the European Central Bank and its commitment to price
stability which inspire confidence and make the euro a reliable reserve currency and
a potential anchor currency for foreign countries seeking to gain monetary credibility.

However, it suffers from four disadvantages compared to the dollar:
1.

European financial markets are less developed and less integrated than in the
USA. In particular, European bond markets remain fragmented, so that the euro is
unable to offer the rest of the world a bond market that can compete with US Treasury
bonds in terms of size, depth and liquidity.

2.

The eurozone has a massive current account surplus. For the euro to impose itself
as a global reserve currency, the eurozone must be able to offer a sufficient net supply
of liquidity to meet the needs of the global economy, which implies a persistent current
account deficit.

3.

The euro remains an incomplete currency. The heterogeneity of European
economies – the euro’s original flaw – coupled with the eurozone’s still incomplete
architecture (fragmented capital markets, uncompleted banking union, lack of significant
financial transfers between States) brings the ultimate risk of the collapse of the
eurozone.

4.

The inertia of international currency status. It is very difficult to compete with a
currency already in place, since this currency benefits from economies of scale and
network effects.

Consequently, we are probably still a long way from the day where the euro is able to pose
as a really serious competitor to the dollar.
Is the dollar's supremacy therefore destined to be everlasting? In theory, no. This is the
Triffin paradox: the persistence of US current account deficits, accompanied by the
accumulation of external debt must inevitably, over the long term, undermine the confidence
which is the basis of the status of reserve currency.

2

ECONOMICSFORALL

CONTACTS
Michala MARCUSSEN
Group Chief Economist
+33 1 42 13 00 34
michala.marcussen@socgen.com
Olivier de BOYSSON
Emerging Markets Chief Economist
+33 1 42 14 41 46
olivier.de-boysson@socgen.com
Marie-Hélène DUPRAT
Senior Advisor to the Chief Economist
+33 1 42 14 16 04
marie-helene.duprat@socgen.com
Ariel EMIRIAN
Macroeconomic analysis / CIS Countries
+33 1 42 13 08 49
ariel.emirian@socgen.com
François LETONDU
Macro-sectoral analysis / France
+33 1 57 29 18 43
francois.letondu@socgen.com
Constance BOUBLIL-GROH
Central and Eastern Europe
+33 1 58 98 98 69
constance.boublil-groh@socgen.com
Salma DAHIR
Economist assistant, Editing
+33 1 57 29 07 15
salma.dahir@socgen.com
Juan Carlos DIAZ MENDOZA
Latin America
+33 1 57 29 61 77
juan-carlos.diaz-mendoza@socgen.com

Aurélien DUTHOIT
Macro-sectoral analysis
+33 1 58 98 82 18
aurelien.duthoit@socgen.com
Elyas GALOU
United States and United Kingdom
+33 1 57 29 43 33
elyas.galou@socgen.com
Clément GILLET
Africa
+33 1 42 14 31 43
clement.gillet@socgen.com
Alan LEMANGNEN
Euro Area, France, Germany
+33 1 42 14 72 88
alan.lemangnen@socgen.com
Nikolina NOPHAL BANKOVA
Macro-sectoral analysis
+33 1 58 98 89 09
nikolina.nophal-bankova@socgen.com
Danielle SCHWEISGUTH
Western Europe
+33 1 57 29 63 99
danielle.schweisguth@socgen.com
Edgardo TORIJA ZANE
Middle East, Turkey and Central Asia
+33 1 42 14 92 87
edgardo.torija-zane@socgen.com
Bei XU
Asia
+33 1 58 98 23 14
bei.xu@socgen.com
Yolande NARJOU
Assistante
+33 1 42 14 83 29
yolande.narjou@socgen.com
Sigrid MILLEREUX-BEZIAUD
Documentaliste
+33 1 42 14 46 45
sigrid.millereux-beziaud@socgen.com

Société Générale | SG Economics and Sector Research | 75886 PARIS CEDEX 18
https://www.societegenerale.com/en/news-and-media/economic-studies

3

ECONOMICSFORALL

DISCLAIMER
This publication reflects the opinion of Societe Generale S. A.'s Economic and Sector Research department at the date of publication. This opinion
is subject to change at any time without notice. It is provided for information purposes only, and does not constitute an investment recommendation
or an investment advice within the meaning of current regulations. This publication has no contractual value.
Neither the information contained in, nor the analyses expressed therein constitute in any way an offer to sell or a solicitation to offer to subscribe,
purchase, sell a product or execute a transaction and shall not engage the liability of Société Générale S. A. or any of its entities, in compliance
with current regulations. Then, should a retail or a professional client, or eligible counterparty obtain this publication, they should not base any
investment decisions solely on the basis of this publication, and must seek independent financial advice.
The accuracy, completeness or relevance of information derived from external sources is not warranted, even if it comes from sources reasonably
believed to be reliable. Subject to the current regulations, Societe Generale S. A. does not accept any liability in this respect. The economic
information mentioned in this document is based on data valid at a given time, and may therefore change at any time.
Societe Generale S. A. is a French credit institution authorized and supervised by the Autorité de Contrôle Prudentiel et de Resolution ("ACPR"),
regulated by the Autorité des Marchés Financiers ("AMF") and under the prudential supervision of the European Central Bank ("ECB").
Societe Generale S.A. is also authorized by the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Authority
and Prudential Regulation Authority. Details about the extent of our authorization and regulation by the Prudential Regulation Authority, and
regulation by the Financial Conduct Authority are available from us on request.
Notice to US Investors: this document is issued by non-US SG economic analysts or affiliates on economic studies are issued solely to major US
institutional investors pursuant to SEC Rule 15a-6. Any US person wishing to discuss this report or effect transactions should do so with or through
SG Americas Securities, LLC. SG Americas Securities LLC has its registered office at 1221 Avenue of the Americas, New York, NY, 10020. (212)
278-6000.
Notice to Asian investors: this document is prepared for and intended to be distributed in Asia solely to sophisticated and professional clients. You
should therefore be appropriately qualified as a professional, accredited, wholesale, expert or institutional investor (however defined in your local
jurisdiction).
This publication may not in any way be reproduced (in whole or in part) or transmitted to any other person or entity without the prior written consent
of Societe Generale SA.
© 2018

4

