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• Developing nations are increasingly interested in trading systems not tied to 

the USD (US Dollar). 

• In response to the weaponization of the dollar SWIFT payment system, 

countries are developing alternatives like China's CIPS, which are gaining 

traction.  

• Confiscation of Russia's dollar reserves as punishment for the invasion of 

Ukraine has accelerated the decline of the dollar as a reserve asset. 

• Gold as a global central bank reserve asset is increasing with the developing 

world leading the way. 

• Conversely, the USD is losing share. 

Introduction 
In our previous article regarding de-dollarization, we focused on the investment case for 

gold. In this article, we expand on the impacts of sanctions and a strong US dollar on 

developing nations. 

Confiscation of Russia's USD assets and the utilization of SWIFT as a sanctioning tool 

have prompted numerous developing nations to reconsider their dependence on the USD 

for trade settlement and as a reserve asset. SWIFT, originally designed as a neutral 

financial messaging system, has been used as a sanctioning instrument. This perceived 

weaponization is driving many developing nations to seek alternative financial systems 

actively. 

A common aspiration among BRICS nations, which you can read more about here, is the 

quest for an economic system that operates independently of the US Dollar. Such an 

idea resonates strongly with developing economies.. While the political cohesion of 

BRICS remains a matter of debate among experts, the sheer number of countries 

expressing interest in de-dollarizing signals a movement that US policymakers may not 

be able to sideline. 

Our Outsized Currency is having Outsized Impacts 
The Federal Reserve's shift to a tighter monetary stance after prolonged Quantitative 

Easing has inadvertently had knock-on effects in developing economies. Almost all 

currencies from these countries have seen a stark devaluation against the USD.  

Around 88% of Forex transactions on a yearly basis are conducted in US Dollars. 

Everywhere except Europe, the US Dollar has a dominant share in export invoicing. This 

https://buildingbenjamins.com/market-and-economy/golds-resurgence-in-a-de-dollarizing-world/
https://buildingbenjamins.com/market-and-economy/golds-resurgence-in-a-de-dollarizing-world/
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means that countries need to exchange their local currency to or from USD. US Dollars 

account for roughly 51% of central bank reserves and roughly 60% of all global banking 

deposits and loans. But this is trending down. 

 

Currencies as a Reserve Asset  

 

Currencies as share of export invoicing, Average from 1999-2019 
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There is evidence to suggest that for every 100bps the US increases interest rates, there 

is a 1% decrease in GDP in the developing world. In an environment with high American 

interest rates, there is little benefit to being an "open middle-income" country like  

Brazil, Mexico, and South Africa – all of which are export economies conducting the 

majority of business in US Dollars. This has driven them to seek alternative 

arrangements in different currencies, with Brazil and South Africa having a bilateral 

agreement in RMB with China.  

Even in our advanced allies, like Japan, the impact of the US Dollar on investment and 

foreign trade has had serious consequences. Japan historically has been the largest 

foreign buyer of treasuries. Currently, it holds 4.4% of all treasuries, which is down 

dramatically over the past two decades, as shown below.  

 

SWIFT and the Infancy of CIPS 
SWIFT (the Society for Worldwide Interbank Financial Telecommunications) was initially 

designed to facilitate easy messaging between banks to verify transactions. SWIFT does 

not actually handle any money. It is simply a standardized system with a standardized 

ruleset that allows banks to automatically process transactions internationally. Roughly 

half of all cross-border transactions utilize SWIFT in some format, acting as an important 

intermediary across 4 billion global accounts.  

https://www.matteoiacoviello.com/research_files/IACNAV.pdf
https://cepr.net/will-us-rate-hikes-harm-developing-countries/
https://cepr.net/will-us-rate-hikes-harm-developing-countries/
https://buildingbenjamins.com/market-and-economy/golds-resurgence-in-a-de-dollarizing-world/
https://www.swift.com/news-events/press-releases/renminbi-adoption-rise-south-africa
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SWIFT has only ever disconnected countries on two occasions: Iran in 2012 and in 2022 

after Russia invaded Ukraine. Not only could Russian firms not utilize SWIFT for 

international transactions, but many Russian assets held abroad were frozen or seized.  

The overarching view is that Russia and its trading partners, like China, will seek the 

following: 

• Find counterparties that do business through clearing houses that are not settled 

on SWIFT; 

• Move away from the USD as a method of bilateral trade settlement; 

• Creating a competitor for SWIFT. 

• Reduce USD reserves 

China has become a powerhouse of non-USD trade settlement thanks to its robust 

collection of government-supported banks and a cross-border clearing house in which 

SWIFT usage is optional. This clearing house, calling itself CIPS (Cross-Border Interbank 

Payment System), was initially created to shake the image of the RMB as a tightly 

controlled domestic-only currency.  

CIPS is still in its infancy, but transaction volume increased by 50% between 2020 and 

2021. More recent data on the post-Ukraine conflict has not been published. However, 

China is bolstering CIPS with intense foreign direct investment in the developing world, 

outpacing the United States. As a long-term investment, China is encouraging 

developing countries to make payments and borrow money in RMB as part of the belt-

and-road scheme. For the first time ever in July of 2023, China utilized more RMB than 

USD for cross-border settlement.  

https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/220520_Eichengreen_Marshall_Papers.pdf?VersionId=jXEhrB1fWZ1qMhoqlMsy_ATo.bKGdfBo
https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/220520_Eichengreen_Marshall_Papers.pdf?VersionId=jXEhrB1fWZ1qMhoqlMsy_ATo.bKGdfBo
https://www.lawfaremedia.org/article/why-chinas-cips-matters-and-not-reasons-you-think
https://www.lawfaremedia.org/article/why-chinas-cips-matters-and-not-reasons-you-think
https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/220520_Eichengreen_Marshall_Papers.pdf?VersionId=jXEhrB1fWZ1qMhoqlMsy_ATo.bKGdfBo
https://www.cfr.org/backgrounder/chinas-massive-belt-and-road-initiative
https://www.cfr.org/backgrounder/chinas-massive-belt-and-road-initiative
https://asia.nikkei.com/Business/Markets/Currencies/Yuan-exceeds-dollar-in-China-s-bilateral-trade-for-first-time
https://asia.nikkei.com/Business/Markets/Currencies/Yuan-exceeds-dollar-in-China-s-bilateral-trade-for-first-time
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The Impacts on Gold 
All of this has created a "gulf in thinking" between developing and advanced countries on 

reserves held. Of surveyed central banks, 68% of developing countries think in 5 years, 

gold will make up a more significant portion (>25%) of reserves, while only 38% of 

advanced economies share this thinking. Presently, gold makes up approximately 15% 

of reserves compared to 51% of US Dollars/Treasuries.  

The difference in thinking is much more glaring when asked for the reasoning behind 

holding gold. Most advanced economies hold gold simply as a historical position. 

Developing countries are varied in their responses, but overall, the reasons are far more 

strategic. 

 

https://www.gold.org/goldhub/data/2023-central-bank-gold-reserves-survey#registration-type=google&just-verified=1
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Since 1999, gold officially held by developing nations has increased by 130%, compared 

to only 7% across the rest of the world. While a sizeable portion of this can be attributed 

to the previously discussed issues with a strong USD, of surveyed banks not currently 

under sanction, 25% responded that fear of sanctions was driving at least some of their 

desire to increase gold reserves. 

Conclusion 
Ultimately, it is dangerous to assume that US Treasury Bonds will be able to find enough 

buyers as the world moves away from the USD, and the US simultaneously runs two 

trillion dollar deficits that will create a surge in US debt outstanding. Now that previously 

price-insensitive buyers like the Federal Reserve, the developing world, and Japan have 

begun to reduce holdings and cease new purchases, the federal government may begin 

to struggle to finance itself with its out-of-control deficit spending.   

Over the short term, the USD will remain unchallenged, but its dominance seems to be 

waning. Central banks, trade systems, and developing economies are all signaling a 

broader move towards diversification and away from a unipolar financial system. 

Developing economies are now being forced to explore alternatives due to the perceived 

weaponization of the USD financial system and the aftershocks of US monetary policy. 

The BRICS aspiration for economic autonomy, weakening currencies, and the increase in 

gold demand signal a significant shift in the status quo on the horizon. 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC, a 

registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 

in the publishing, email, and website space. All material on the website should be 

considered paid advertising by Tradition. This article is a financial publication and is 

provided for educational purposes only. It is not an investment recommendation nor 

investment advice. It does not take into account your personal circumstances and 

whether this investment is appropriate for you, your objectives, or your risk tolerance. 

Under no circumstance is Building Benjamins or Tradition Investment Management LLC 

responsible for any actions that you may take after reading this educational information. 

Nothing from Building Benjamins should be considered personal investment advice. 

Building Benjamins and Tradition Investment Management LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

and do not necessarily match the opinions of the individuals or companies published or 

quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 

losses and sometimes loss of your entire investment. Stock investing has company-

specific operational risks like demand, competition, legal and regulatory, and broader 

financial market risks like liquidity, economic cycle, and government policy. You may 

lose money in any stock investment or other investments and are solely responsible for 

those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. 

Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 

ahead of any customer buy or sell resulting from this information. The information 

herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 

Management LLC, and/or the authors on this site may transact in the security discussed 

at a later date, prior to, or without notification in this format. This is not investment 

advice but only a discussion of select investments for educational purposes. Building 

Benjamins is an investment website, blog, or newsletter, and the information contained 

cannot be reproduced, copied, or redistributed without the prior written authorization of 

Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 

We rely on information from sources we believe reliable, including the companies 

themselves, but cannot guarantee the accuracy of the information we provide. You rely 

on this information at your own risk and are responsible for the verification of the data. 


