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Introduction

International trade has always played a crucial role in enhancing the economic stability
of any nation. Nations are better off when they buy and sell from one another.! Any
trade, since ancient times, has always involved ‘exchange’. Those exchanges were
either materialistic or currency notes, depending upon which era we are talking about.
From bartering goods to promote trade to metallic coins (gold, silver, etc) to the
inception of currency notes, trade came a long way.? The smooth functioning of
international trade required the establishment of a universally acceptable currency that
could help in settling internal as well as external trade.® Different systems were tried in
order to compare the value of two currencies until the Bretton Woods System,* which
then abandoned the classic gold standards and established the USD (United States

Dollar) as the absolute currency to settle international payments.

USD (United States Dollar) has been dominating the market since the Bretton Woods
system came into existence. It has served as the world’s largest currency since World
War Il with a 58% market share in global transactions.® The dominance is
accompanied by the establishment of the Petrodollar deal.® In the present time, the

evolution of geopolitics has put USD in a perilous position.’
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Since the start of the Russia-Ukraine war, there has been a call for de-dollarisation® in
various countries, mainly the ones affected by sanctions (Russia, Iran, etc.). Local
currencies are being used to settle cross-border payments.® This has been
accompanied by the end of the 50-year-long standing Petrodollar deal between the US
and Saudi Arabia,’® making room for new currencies for trade. With UPI (Unified
Payments Interface) getting globalised, the end of this deal has numerous implications
for India and would help us diversify our foreign exchange. This article attempts to
explore the implications of the end of the petrodollar deal, focusing on understanding
the possible avenues for India.

Petrodollar: It’s History and The Role It Played

The Bretton Woods System established the USD as the primary currency for global
exchange.!! The adoption of the US dollar as the international reserve currency was
critical to the emerging power of the United States after 1945.%2 The US dollar became
the currency against which other currencies were pegged and the exchange rates were
decided. The figure below is a pictorial representation of how the Bretton Woods

System was designed.
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Figure 1: The Bretton Woods System*3

The aftermath of the Yom-Kippur War resulted in the “Arab oil embargo”* that resulted
in the disruption of oil supply to many Western nations, including the US. Moreover, the
“Nixon Shock” led to the collapse of the Bretton Woods system sending shockwaves
internationally.'®> Following the war, the petrodollar deal, which came into effect on

June, 8, 1974, was struck between the USA and the Saudis making the dollar the sole
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transacting currency for settling oil payments.® Petrodollars are basically dollars
earned from oil purchases. The establishment of the petrodollar helped the US dollar
regain it's in the global market.

The Petrodollar agreement helped Saudi gain ground in military advancements whilst
trading their prime product, i.e., oil.” The petrodollar helped the US dollar establish
itself as the world’s dominant reserved currency and helped it establish a significant
political and economic power for the US. Moreover, the creation of the S.W.LLF.T.
(Society for Worldwide Interbank Financial Telecommunication) system for
international payment settlement helped the US watch the payments across the globe
and necessitate sanctions if and when required.'® The figure below shows how the
S.W.F.I.T. system filters the payments that are executed; the sanctions are used to

restrict transactions.
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Figure 2: S.W.I.F.T. Banking System Mechanism?®

With two of the biggest consumers and producers of crude oil, the US dollar became
more stable as well as widely used currency. It helped in establishing the dollar as a
norm for other oil-producing nations (OPEC and others), with nearly 80% of the global
trade taking place in USD, as it guaranteed a stable income for the economies.?°
However, there has been a decline in the use of USD in the contemporary world, which

will be explored in the next section.



Changing Landscape of Transactions

The

USD has been the sole driver of global trade for more than half a century.

However, de-dollarisation is the call of many non-US allied nations because of:

Over-reliance on a single currency i.e. dollar, changes in the USA’s monetary

policy and possible risk of sanctions:?* The case of Iran and Russia are a

testimony to the fact that any nation, which tries to go against the will of the USA
will have to face the consequences of sanctions.?? This has caused concerns
among other nations which have started shifting towards bilateral trade
settlement. In the contemporary scenario, sanctions are not playing out well for
the US as Russia has maintained a high-income economy despite these
sanctions.?®> Moreover, since the US has been in a large budget deficit for many
years, there are concerns about inflation and the valuation of the dollar.

China, a growing influential player in the global economic platform, is

encouraging the use of its currency as an alternative to the USD (China is the

second largest economy in the world as of today):?* China is viewed as an

economically attractive partner. The tremendous rise of China has impressed
many nations and strengthened the value of the yuan as it is being used in trade
with more than 100 countries.?® Since there is no fear of sanctions, like in the
case of the USD, Yuan is getting widely accepted. India too is not behind in the

race.
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Figure 3: Fall in the use of Big 4 currencies and rise of non-traditional currencies?®
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The above figure illustrates the decline in the use of Big 4 currencies (US dollar, Euro,

Pound
others.

Sterling and Japanese Yen) and at the same time rise in the use of Yuan and

Dollar being used as a political weapon:?’ The use of CAATSA (Countering

America’s Adversaries through Sanctions Act) by the US has always been a
cause of concern for other nation-states. North Korea, Iran and Russia have
been sanctioned for pretty long.?® Witnessing such a volatile scenario, many
countries are shifting towards trade in local currencies. India too started dealing

in 1-1 local currencies via trade through Vostro accounts.?®

With the long-standing Saudi-US deal of 1974 ceasing to exist, Saudi Arabia eyes to

open up its market to other valued currencies. Such autonomy will help in enhancing

bilateral trade and reduce dependence on a single-valued currency. India’s role in such

a market is going to be crucial as we are the most populous nation.

Challe

nges

The dollar system to trade has been the norm for more than 50 years. But as the

countri

things

es are starting to realise the power of settling trade in domestic currencies,

are starting to change. However, the changing landscape of these transactions

is accompanied by challenges, some of which are listed below:

Settling trade deficit: India’s move to establish Vostro accounts for settling oil

trade payments with oil was seen as a huge hit until the latter had too many
rupees which were of no use. The trade deficit between India and Russia is a
whopping $57.2 Billion (the latter exporting more) which has resulted in Russian
Vostro accounts having too many rupees to be used.®° Settling this deficit and
finding avenues wherein the rupee is used for settling export payments is

crucial.

Limited use of the Indian rupee: Many countries still prefer to trade in Yuan over

the rupee. More than 100 countries are directly dealing in the Chinese Yuan to
settle payments.3! India too paid in Yuan to Russia for settling oil payments as
the trade deficit is quite low between Russia and China. Thus, the wide

acceptance of the Rupee will ensure a healthy trade.



Recommendations for India

The process of de-dollarisation has brought in the use of local currencies for

international trade. By promoting trade in local currencies, India has been able to

enhance its trade relationship with many nations, including Russia and Iran, who faced

the wrath of US sanctions.32

International UPI: India is the largest digital payments user, with more than
40% of transactions done in the year 2023.%® The strength of UPI (Unified
Payments Interface) lies in the fact that it is not being used domestically but
internationally as well. With nations like France, UAE, Singapore, etc. already
accepting UPI, bilateral trade can be enhanced to a greater extent.3* The same
UPI interface can be used to develop payment systems, like that of S W.ILLF.T.,
which are free of sanctions and take into account local currencies while trading

bilaterally, thereby giving more autonomy to nations.

BRICS Currency: BRICS is seen as a non-western alliance of major developing
economies. BRICS has expanded its reach in 2024 with 5 new members joining
the group (Egypt, Ethiopia, Iran, Saudi Arabia and UAE). Out of the 5 new
joiners, 3 are major oil-producing and exporting nations. With the nations of
BRICS+ looking for strategic autonomy, developing a BRICS currency is a
viable solution for trade multilaterally with these nations. Although there is no
sign of the currency yet, the BRICS blockchain-based payment system is under
work.®® India can play a key role as a partner of BRICS in developing digital
payment infrastructure and regulated banking systems, promoting payments
across other multilateral groups like ASEAN and providing financial contributions

to the economies of BRICS.

Gold Reserves: India should start increasing its gold reserves as a means to
provide a stable alternative to the dollar. China has been stacking up its gold
reserve and selling US bonds due to high geopolitical tensions and economic

turmoil.*® No one knows the future but, surely, gold is not losing its value.

Bilateral Trade: Finding a way around the Dollar exchange rate can be quite
challenging as the currencies are currently pegged against the USD.3” The

bilateral exchange rates are typically decided against the USD. However, the
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Trade Weighted Index (TWI) can help in finding a way around the USD system,
as it captures the price of a domestic currency in terms of a weighted average of
a basket of currencies.® Using such a method to develop bilateral payment
systems in local currencies can provide a win-win situation for all. It becomes

crucial for the India to look deep into such prospects to settle bilateral payments.
Conclusion

The contemporary geopolitical scenario calls for trade which is free of any sanctions
and restrictions. Having a de-dollarized economy will help in diversifying assets and
establishing better bilateral relations through trade. Moreover, it will help oil-producing
nations to explore other payment systems and increase profit. It is high time for India to
jump in and utilise its biggest strength in the payment market, i.e., UPI, to settle trade

and build better ties across the globe.
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