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MODEL ANSWER 25

Q. Discuss the concept of de-dollarisation and its implications on global trade and economic
sovereignty.

De-dollarisation refers to the process by which countries reduce their reliance on the US dollar in
international trade and finance. The countries thus, shift to alternative currencies like the euro, yuan,
or local currencies, and explore digital assets like cryptocurrencies to reduce dependence on the
dollar. Historically, the US dollar has been the world's reserve currency, but recent trends suggest a
growing movement toward alternatives, driven by both economic and geopolitical factors.

Countries like China, Russia, and the BRICS nations are actively pursuing de-dollarisation strategies
to reduce their reliance on the US dollar. China, through its Belt and Road Initiative (BRI), is
promoting the use of the yuan by entering into yuan-based trade agreements, thus expanding its global
influence and reducing dependence on the dollar. Russia, in response to US sanctions, has been
exploring the use of the rupee-rouble exchange to bypass dollar transactions in trade with India.
Meanwhile, the BRICS nations are discussing the possibility of a shared currency to facilitate intra-
group trade without relying on the US dollar. These efforts highlight the broader movement toward
economic sovereignty and the desire to mitigate the risks associated with dollar dominance in global
finance.

Implications on Global Trade:
o Diversification of Currency Use: Reduces reliance on the dollar, with countries engaging in
trade agreements in local currencies
Lower Transaction Costs: Bilateral trade in non-dollar currencies eliminates the need for
conversion, reducing costs
New Financial Infrastructure: Systems like China’s CIPS aim to bypass dollar-dominated
systems like SWIFT, promoting alternate payment systems.

Implications on Economic Sovereignty:
e Increased Economic Independence: Countries regain control over their financial systems,
avoiding sanctions and dollar volatility.
Protection from US Economic Leverage: Countries gain a safeguard against economic
coercion tied to dollar dominance.

However, de-dollarisation faces significant hurdles. One of the primary challenges to de-dollarisation
is the need for substantial infrastructure investment. Countries must establish alternative financial
systems and payment platforms, requiring significant resources. For instance, China’s CIPS system,
designed to bypass SWIFT, highlights the type of infrastructure needed to reduce reliance on dollar-
dominated systems. Another challenge is geopolitical resistance, as the US dollar continues to
dominate global institutions like the IMF, SWIFT, and the World Bank.

De-dollarisation is a gradual, complex process driven by the desire for greater economic sovereignty
and the rise of alternatives like cryptocurrencies and bilateral trade in local currencies. While
countries like China, Russia, and the BRICS nations are making strides, the challenge remains in
overcoming the infrastructural and geopolitical obstacles to fully transition away from the US dollar.
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