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USD weakness

Since US President Donald Trump’s January inauguration, the USD has weakened by over 10%. The US 
Dollar Index fell from levels of around 110 to lows of around 98 – its lowest since 2023. USD weakness was 
widespread against both G10 and emerging market currencies. We note that USD valuations were at multi-
decade highs before Trump’s inauguration, and even after its recent slide, the USD continues to illustrate an 
exceptionally high valuation profile.

USD weakness this year reflects the impact of Trump’s incoherent tariff and trade policies, which have 
resulted in a rise in inflation expectations, and a downgrade in US GDP growth expectations. Elevated 
levels of uncertainty have resulted in non-US investors moving to divest some of their USD-denominated 
investments, and to increase hedges on USD exposures. 

The rise in trade-related uncertainty has resulted in several questions about the USD’s hegemonic status. 
Market participants have raised concerns about the USD’s reserve status, and whether this is the beginning 
of a de-dollarisation trend. 

We anticipate that the USD will continue to weaken over the coming quarters, reflecting a lower interest 
rate profile, slowing US GDP growth and ongoing hedging of USD-denominated investments. However, this 
is typical of cyclical USD weakness. We do not expect any imminent change to the USD’s hegemonic or 
reserve status.

De-dollarisation: 
More heat than light
Key highlights

The USD’s recent slide since January has rekindled fears of 'de-dollarisation'.1

Gradual shifts in sovereign holdings of USD-denominated debt are feasible over time; 
however, this trend will have almost no perceptible market impact.3

We believe that these fears are overblown: there is a big difference between a weaker USD 
and a wider de-dollarisation move.2
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Phases of USD weakness

The USD has experienced phases of weakness under previous administration, without losing its hegemonic 
status:

1.	 Plaza Accord: The USD weakened by over 30% in the years which followed the Plaza Accord (1985), 
when advanced economy central banks conducted a multi-lateral intervention to weaken the greenback.

2.	 Post-GFC: The USD weakened in the aftermath of the global financial crisis, with the US Dollar Index 
falling from levels of around 90 to lows of just above 70. The USD remained at low levels from 2009–
2014. 

Following both instances, the USD illustrated a prolonged phase of USD weakness. However, it did not lose 
its reserve status; the USD can weaken without losing its hegemonic or reserve status.

Reserve share and trade share

There are two main criteria which we use to measure the USD’s reserve currency status:

Reserve share: The proportion of global FX reserves in USD-denominated investments (usually US Treasury 
bonds). We use the International Monetary Fund's (IMF) Currency Composition of Official Foreign Exchange 
Reserves (COFER) data to illustrate this.

Trade/invoicing share: The share of the USD used in international trade. We note that the data are counted 
out of 200% because there are two currencies in every bilateral FX transaction. These data are compiled by 
the Bank for International Settlements (BIS) on a triannual basis. 

DXY FELL FOLLOWING PLAZA ACCORD AND GFC 

(DXY INDEX)

Sources: Bloomberg Finance L.P., ICE
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Since 2000, the USD’s share of global FX reserves has fallen from around 70% to current levels of just 
under 58%. In early 2022, the USD’s share was around 62% and the pace of the decline in USD FX reserves 
picked up somewhat – likely reflecting the Western authorities’ decision to sanction the Russian central 
bank’s reserve assets which were held with the Fed. The USD remains by far the dominant currency for 
reserve holdings. The EUR’s share has been relatively constant between levels of 19-25%, and we suspect 
that it can make only marginal gains in the coming years on the reserve front.

Sources: Bloomberg Finance L.P., IMF
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The largest beneficiary in terms of reserve usage has been gold. Gold’s share in central bank FX reserves 
has increased materially in recent years, and we think that this trend will continue. Median gold holdings 
are between 8-12% of total reserves, and there is every possibility for this to rise substantially in the coming 
years.

The USD’s share in trade and invoicing has been remarkably constant, between levels of 85–90%. The Bank 
of International Settlements’ (BIS) 2022 survey showed that the USD’s share in invoicing was around 88%, 
meaning that the USD is involved in just under half of every FX transaction. The forthcoming 2025 survey 
is likely to show a drop, due to Russian–Sino trade moving towards bilateral settlements and increasing 
bilateral settlements in energy contracts between the Middle East and Asia. However, we note that these 
effects should be negligible, and the USD’s share in trade and invoicing is unlikely to fall below 80%.
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Soft factors

In discussing the USD’s role as a reserve currency, we must also focus on the so-called ‘soft’ factors which 
the USD has, and which most aspiring reserve currencies do not:

1.	 Deep capital markets: The depth of the US capital market is astonishing, and it means that global 
investors can place money in USD-denominated assets to a far greater extent than any other region. 
The eurozone continues to have fragmented capital market, and moves towards a genuine capital 
market union remain elusive. 

2.	 Rule of law: The US has historically demonstrated a strong rule of law which has protected creditor 
rights. 

3.	 Open capital account: The US continues to run an open capital account, meaning that investors 
around the world can enter and exit USD-denominated investments with ease. This is not the case with 
China, which has a largely closed capital account. 

4.	 Incumbency: Most trade around the world is denominated in USD simply because it is easier to 
transact in. Transaction costs are incredibly low, and the USD is accepted everywhere in the world as 
the de facto trade and invoicing currency. This incumbency is a strong signal for the USD’s role in trade 
and invoicing to remain in place: it is simply easier for companies with multi-currency jurisdictions to 
trade in USD and avoid heavy transaction costs. 

US fiscal outlook is the main concern

We think that the only significant challenge to the USD’s use as a reserve currency lies with the trajectory of 
US fiscal and debt dynamics. Elevated US debt levels show no sign of coming down, and most projections 
show an expectation of US debt-to-GDP ratios moving to levels of around 130% by the mid 2030s. Such a 
rise is likely to result in investors demanding higher levels of compensation for longer-dated debt, which has 
already transpired to a small extent.
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We think that an often-overlooked point in this recurring debate is the issue of a viable alternative to 
the USD; from a trade and invoicing perspective, there does not appear to be one. Central bank digital 
currencies could increase bilateral settlements in the longer term; however, such an endeavour will take 
time. In terms of reserve assets, gold has been the clear winner since 2022, and we believe that central 
banks will continue to increase their holdings of the yellow metal – which is one of the main reasons that we 
expect a move towards USD 4,000 per oz over the coming year. The bottom line is that the de-dollarisation 
narrative creates more heat than light, and while there are reasons to expect a gradual decline in the USD’s 
share as a reserve asset, we do not envisage any major decline in terms of trade and invoicing usage.
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION 
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA 
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is 
not and does not purport to be considered as an offer nor a solicitation to enter into 
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial 
instrument, make any investment, or participate in any particular trading strategy 
in any jurisdiction where such an offer or solicitation would not be authorised, or to 
any person to whom it would be unlawful to make such an offer or solicitation. This 
document is meant only to provide a broad overview for discussion purposes, in order 
to determine clients’ interest. It does not replace a prospectus, KID, KIID or any other 
legal document relating to any specific financial instrument, which may be obtained 
upon request free of charge from UBP or from the registered office of the issuer of the 
instrument concerned, where applicable. The opinions herein do not take into account 
individual clients’ circumstances, objectives, or needs. 

UBP performs analysis on the financial instruments based on market offer and may 
maintain and/or seek to develop business affiliations with third parties for that purpose; 
furthermore, UBP may create its own financial instruments. This generic information is 
therefore not independent from the proprietary interests of UBP or connected parties, 
which may conflict with the client’s interests. UBP has policies governing cases of 
conflicts of interest and takes appropriate organisational measures to prevent potential 
conflicts of interest. 

The information contained in this document is the result neither of financial analysis within 
the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation 
on MiFID provisions. EU regulation does not govern relationships entered into with UBP 
entities located outside the EU.

When providing investment advice or portfolio management services, UBP considers 
and assesses all relevant financial risks, including sustainability risks. Sustainability risks 
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an 
environmental, social or governance event or condition that, if it occurs, could cause a 
negative material impact on the value of the investment”. For further information on our 
sustainability risk management approach please visit [www.ubp.com]. 

Reasonable efforts have been made to ensure that the content of this document is 
based on objective information and data obtained from reliable sources. However, UBP 
cannot guarantee that the information contained herein and gathered by the Bank in good 
faith is accurate and complete, nor does it accept any liability for any loss or damage 
resulting from its use. Circumstances may change and affect the data collected and the 
opinions expressed at the time of publication. Therefore, information contained herein 
is subject to change at any time without prior notice. UBP makes no representations, 
provides no warranty and gives no undertaking, express or implied, regarding any of 
the information, projections or opinions contained herein nor does it accept any liability 
whatsoever for any errors, omissions or misstatements in the document. UBP does 
not undertake to update this document or to correct any inaccuracies which may have 
become apparent after its publication.

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements do 
not guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any tax 
advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties 
in this respect. This document is not intended for distribution in the US and/or to US 
Persons or in jurisdictions where its distribution by UBP would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, and 
is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation 
by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and 
no other person should act upon it. The financial products or services to which this 
material relates will only be made available to a client who meets the professional client 
and/or market counterparty requirements. This information is provided for information 
purposes only. It is not to be construed as an offer to buy or sell, or a solicitation for an 
offer to buy or sell any financial instruments, or to participate in any particular trading 
strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of 
the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are defined 
as “prospectuses” within the meaning of the Companies Ordinance (Chapter 32 of the 
Laws of Hong Kong) (the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong Kong, no person may 
issue or have in their possession for the purpose of issuing, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities, directed 
at, or likely to be accessed or read by, the public in Hong Kong, except where the 
securities are intended to be disposed of only to persons outside Hong Kong, or only 
to “professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is an 
exempt financial adviser under the Financial Advisers Act 2001 of Singapore to provide 
certain financial advisory services, and is exempt under section 99(1) of the Securities 
and Futures Act 2001 of Singapore to conduct certain regulated activities. This document 
has not been registered as a prospectus with the MAS. Accordingly, this document and 
any other document or material in connection with generic recommendations may not 
be circulated or distributed, whether directly or indirectly, to persons in Singapore other 
than (i) institutional investors; or (ii) accredited investors as defined under the Securities 
and Futures Act 2001 of Singapore. This advertisement has not been reviewed by the 
Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the Commission 
de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in 
accordance with the European passport – held by its parent company, Union Bancaire 
Privée (Europe) S.A. – which is valid across the entire European Union. The branch 
is therefore authorised to provide services and conduct business for which its parent 
company, Union Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, 
where it is regulated by the Luxembourg financial supervisory authority, the Commission 
de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.

Jersey: Union Bancaire Privée, UBP SA, Jersey Branch is regulated by the Jersey 
Financial Services Commission for the conduct of banking, funds and investment 
business. Union Bancaire Privée, UBP SA, Jersey Branch is a branch of Union Bancaire 
Privée, UBP SA, whose registered offices are at Rue du Rhône 96-98, P.O. Box 1320, 
1211 Geneva 1, Switzerland, with its principal place of business in Jersey at 3rd Floor, 
Lime Grove House, P.O. Box 526, St Helier, Jersey JE4 5UH.

Portugal: Union Bancaire Privée (Europe) S.A. Sucursal em Portugal is regulated by 
the Securities Market Commission (CMVM) and duly authorised by Banco de Portugal.

South Africa: UBP Investment Services (Pty) Ltd is an authorised financial services 
provider (FSP number 53152) in terms of section 8 of the Financial Advisory and 
Intermediary Services Act, 2002 (Act No. 37 of 2002) and conducts its activity under 
the supervision of the Financial Sector Conduct Authority.
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