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Introduction

“Every night I ask myself why all countries have to base their trade on the dollar,” Brazil’s
President Lula da Silva said in a 13 April, 2023 speech he gave at the New Development Bank
in Shanghai.? From this quote, it can be drawn that the dependency on dollars as only one and
international currency is likely to be decreasing. A wide range of implications emerge as
countries seek to reduce their reliance on the U.S. dollar in financial institutions, international
trade, and transactions, changing geopolitics, currency dynamics, economic stability, and the
operation of the global financial system. For governments, firms, and investors to adjust to a
shifting economic landscape and explore new opportunities and challenges in a multi-currency
world, it is essential to comprehend and navigate these consequences.

This commentary sheds light on the concept of de-dollarization, geopolitical changes due to
de-dollarization and significance of its implications, economic impacts: impact on the US

economy, challenges in de-dollarization, and lastly, conclusion and recommendation.

Dollarization and De-dollarization

The US dollar has dominated worldwide reserves and been the primary currency used in
international trade for about 80 years. On July 1, 1944, delegates from 44 nations gathered at
Bretton Woods, New Hampshire's remote Mount Washington Hotel, as the Second World War's
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hostilities raged in Europe and the Pacific.? In order to establish a new global order in the years
following World War II, the agreement was given the name Bretton Woods. The deal made the
dollar the de facto* standard for the whole world. When a nation starts to accept the US dollar
as legal money alongside or in instead of its own currency, this is referred to as "dollarization."
Contrarily, the movement known as "de-dollarization" aims to lessen the reliance of other
nations on the dollar, frequently in an effort to undermine the US. The phrase may be new, but
countries have long called for lessening their reliance on the US dollar. Many heads of state,
like Brazil's President Luiz Inacio Lula da Silva, have criticized US predominance in

international trade.®

Geo-political Shifts due to De-dollarization

The US's dominance of the global financial system through the dollar's status as the primary
reserve currency is eroding as the de-dollarization movement gains momentum. Concerns over
the potential weaponization of the US dollar through sanctions imposed by the United States
are motivating countries and regions all over the world, including major economies like Brazil,
Russia, India, China, South Africa (collectively referred to as BRICS countries), Argentina,
Malaysia, the Middle East and South East Asia to actively seek out ways to lessen their reliance

on the US dollar.?
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De-dollarisation around the world

Countries promoting de-dollarisation, with key examples highlighted

Russia, Turkey China
Agreement for Turkey to pay (in part) for China's Cross-Border Interbank Payment System (CIPS),
Russian gas with rubles rather than USD facilitating and supporting cross-border RMB business

China, Laos
Local
currency
settlement
agreement
(one of
several
worldwide)

Brazil, Russia, India, China, South Africa Singapore, Philippines, Indonesia, Malaysia, Thailand

Development of new global reserve ASEAN Payments Connectivity Initiative, creating an

currency and single payment system interoperable payments system with QR technology
Source: FXC Intelligence analysis, country announcements FXCinteligence

Source: https://www.fxcintel.com/research/analysis/de-dollarisation-the-impact-on-cross-border-payments

In Asia, India is attempting to internationalize the rupee for bilateral trade,” which would make
it possible to settle international transactions in Indian rupees rather than other currencies like
US dollars. Also, China is leading efforts to promote the yuan as the next world currency.® In
an effort to internationalize its currency, China has long promoted the use of yuan to settle
cross-border business. With regard to using the yuan for trade, Russia, Iran, Brazil, Argentina,
and Bangladesh are making progress.® Cross-border payments and receipts in yuan reached a
record $549.9 billion in March of this year, up from $434.5 billion in February, making yuan
the most popular currency for such transactions in China for the first time, surpassing the

dollar.1°
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Moreover, Russia has intensified its de-dollarization efforts on March in the last year. Putin
signed an executive order prohibiting unfriendly nations from paying for natural gas contracts
in any currency other than the ruble.!! The country has committed to de-dollarize its economy
after being subject to western sanctions as a result of its invasion of Ukraine. Russia was
compelled by this to move to other currencies for commerce and to enhance its gold reserves.
It was announced in January of this year that both Russia and Iran will jointly launch a new
cryptocurrency that would be backed by gold and used for international trade.*? The fact that
Russia's economy is inextricably linked to the dollar through its oil trade is one of its biggest
issues. One of Moscow's key sources of income is crude oil, and US dollars are frequently used
in deals. However, over the past year, China has significantly boosted the usage of the yuan to
purchase Russian goods, paying for almost all of its purchases of oil, coal, and some metals

from its neighbor in yuan rather than dollars.™®

From Latin America, Lula da Silva, president of Brazil, has pushed developing countries to
find a substitute for the dollar and criticized the dollar's dominant position in international trade.
In a speech at the New Development Bank of Shanghai, Lula urged the BRICS countries to
create a single currency that they could use for trade.'® Next is Argentina, which has now joined
Brazil to abandon the dollar and trade in Chinese yuan. To preserve its decreasing dollar
reserves, the South American nation stated that it will pay for imports from China in yuan rather

than dollars.®
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Global 'de-dollarization’
events in 2023

Brazil and Argentina announce to start
preparations for a common currency.

Iraq plans to allow trade from China to be
settled directly in yuan for the first time.

China and France complete first LNG
transaction in Chinese yuan.

. l China and Brazil reach RMB-based

Trade between India and Malaysia can
be settled in Indian Rupee in addition
to the current modes of settlement in
other currencies.
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Nonetheless, regional organizations like ASEAN at a meeting in Indonesia, finance ministers
and central bank governors discussed ways to increase the use of local currencies for settlement
and lessen reliance on the US dollar, the euro, the yen, and the British pound.® Through this
initiative, ASEAN might aspire to boost regional value chains, expand financial integration
across the region, and increase commerce by implementing the local currency transaction

strategy.

16 Ayman Falak Medina, “ASEAN to Increase Local Currency Transactions, Reduce USD Reliance.” ASEAN
Business News, May 12, 2023. https://www.aseanbriefing.com/news/asean-to-increase-local-currency-
transactions-reducing-reliance-on-the-us-dollar/.



Importance of the Impacts of De-dollarization

Policymakers, companies, investors, and individuals are among the many stakeholders who
must understand the effects of de-dollarization. Here are some justifications for why it's crucial

to examine these implications:

Economic_Stability: The stability of the domestic and international economy can be

significantly impacted by de-dollarization. Policymakers can create efficient ways to manage
potential risks, reduce disruptions, and maintain economic stability during the transition.
Businesses and investors take advantage of opportunities presented by the shifting financial

landscape by making well-informed decisions to reduce currency risks.

Geo-political evolution: De-dollarization may cause geopolitical changes and a realignment

of the balance of power in the world. To negotiate shifting alliances, foresee shifts in influence,
and plan their foreign policies appropriately, officials and governments must understand and
analyze these ramifications. They will be better able to adapt to the new multi-currency global

system with its aid.

Opportunities for Trade and Investment: De-dollarization may open up new channels for

Trade and Investment. Businesses and investors can find potential markets, diversify their
holdings, and consider partnerships with nations adopting alternative currencies or regional
trade agreements by understanding the ramifications. They can take advantage of the shifting

nature of the global financial scene and keep ahead of changing trends thanks to this.

Risk management: Currency volatility and significant trade and financial costs are introduced

by de-dollarization. Understanding the ramifications enables companies and investors to create
risk management plans that include currency hedging, currency diversification, and financial
planning. It aids them in navigating conceivable difficulties and lessens the negative

consequences on their business operations and financial performance.

Reshaping GFS: De-dollarization may cause the global financial system (GFS) to change,

which could result in the emergence of alternative payment methods and financial
organizations. Stakeholders can adapt to these changes, spot emerging possibilities, and take

part in the creation of new financial infrastructure by being aware of the ramifications. It



promotes conversations on rules, norms, and cooperation in the international financial sector,

leading to a more resilient and inclusive GFS.

Global interactions: De-dollarization has an impact on international relations and

international collaboration between nations. Policymakers can evaluate the potential effects on
diplomatic ties, frameworks for collaboration, and business alliances by looking at the
implications. It promotes international cooperation and coordination in addressing the effects

of de-dollarization by facilitating discussion and negotiation.

Implications for US Economy

The US economy may be significantly impacted by de-dollarization. It might result in currency
depreciation, raising the price of imports and possibly causing inflation. As alternate currencies
gain popularity, increased borrowing expenses could have an impact on the US administration
and businesses. As the demand for the U.S. dollar declines globally, the trade deficit may
change. The demand for US Treasury bonds and financial assets may be impacted by changes
in capital flows. As the dollar becomes less popular, the effectiveness of US fiscal policy might
decline. De-dollarization may also restrict the nation's capacity to use sanctions to apply
economic pressure. According to the statistics from the IMF's Currency Composition of
Official Foreign Exchange Reserves, dollar's share in the world's foreign currency reserves

decreased below 59 percent in the fourth quarter of 2021, continuing a two-decade drop.’

Currency composition

Nontraditional currencies have played a larger role in global
foreign exchange reserves in recent years.
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Sources: IMF Currency Composition of Official Foreign Exchange Reserves (COFER).
Note: The “other” category contains the Australian dollar, the Canadian dollar, the
Chinese renminbi, the Swiss franc and other currencies not separately identified in
the COFER survey. China became a COFER reporter between 2015 and 2018. IMF
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Challenges in de-dollarization

Despite the slow loss of its hegemony, the U.S. dollar is not anticipated to be overthrown
anytime soon, according to analysts, simply because there aren't any suitable alternatives at the

moment.®

Firstly, the USA is obviously going to adopt means as resistance to de-dollarize the
global economy. The economic giant will opt for any measures to subdue the dominance of
other currencies. Moreover, compared to the US dollar, most currencies might remain unstable
or encounter restrictions from other countries. For example, due to regulation by the
government, many nations may find it unacceptable to use the Chinese yuan as the primary
currency. The yuan is still considered to be a miniature in the world of currencies, in spite of
the fact that China is directly competing with the US for the title of having the largest economy.
It scarcely accounts for slightly more than 2% of trade and is only the fifth most frequently
used currency in cross-border payments on the SWIFT network.'® Lastly, de-dollarization
would necessitate substantial international cooperation to create a system of trade that is

acceptable to all parties. Given the various agendas and interests of the various participating

nations, this could be difficult.

Conclusion and Recommendation

The long-standing US dollar hegemony in the global economy has been challenged by recent
geopolitical events and the worldwide movement toward de-dollarization. This has
significantly altered the global financial environment and increased doubt about the dollar's
future. Understanding and navigating the effects of de-dollarization are vital as the globe moves
toward a more multipolar financial system. To successfully traverse this changing international
financial landscape, stakeholders must pay close attention to currency dynamics, adjust to
volatility, grab new trade and investment possibilities, promote international collaboration, and
spend money on research. Moreover, the regional and international financial organizations
should come forward with policies and framework for vulnerable countries, and thereby have
plans to ensure global financial stability, if de-dollarization really turns into an adverse

direction.
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