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From petro-dollar to petro-yuan?  
Federal Finance Minister Asad Umar on his return from Indonesia where he formally applied for 
an IMF bailout, rejected the US claim that the China-Pakistan Economic Corridor (CPEC) was 
responsible for Pakistan’s debt problems and the need for IMF bailout.  
 
Explaining the matter in further detail he said that Pakistan’s financing gap for the current year 
was about $12 billion and total repayments to China averaged $300 million over the next three 
years.  
 
The minister said there was nothing in the CPEC agreements and loans that should be kept 
secret. Rather, it should be known to the world, placed before parliament and shared with the 
IMF that how a real friend China extended attractive financing to Pakistan for the long term. He 
said the Chinese embassy had endorsed this position in a recent tweet.  
 
Meanwhile, in anticipation of such pressures from the US as it did not favour China and Pakistan 
enjoying such close relationship the State Bank of Pakistan has already allowed Pakistanis and 
Chinese public and private sector enterprises to use Chinese yuan for bilateral trade and 
investment activities.  
 
Also, China has clarified that since the central banks of China and Pakistan signed a bilateral 
currency swap deal in 2011, the currency cooperation between the two countries has deepened.  
 
At present, various forms of trade and investment cooperation between China and Pakistan are 
developing in a multi-layered way. China is encouraging market players of the two countries to 
settle bilateral trade and investment in local currencies and welcomed the measures Pakistan has 
taken in this connection.  
 
This move is expected to help provide better financial conditions for China-Pakistan bilateral 
trade and investment cooperation and the building of the China-Pakistan Economic Corridor 
(CPEC).  
 
China is already is on the move to build yuan into a global convertible currency more in demand 
ultimately than the US dollar.  
 
Indeed, China is likely to try to seek to displace dollar by the end of current year by forcing 
yuan-denomination of specific commodities, marking a cataclysmic shift in the world financial 
order that’s been in place since World War II.  
 
For example, if China switched from dollars to yuan to pay its oil-sector suppliers, it would 
eliminate annual dollar demand in such contracts by $876billion, leading to historic depreciation 
of dollar.  
 



Since the late 1990s, China has emerged as a major world power. Beijing’s performance during 
the Asian financial crisis played a big part in containing the contagion. As its neighboring 
countries’ currencies took a dive in 1997 and 1998, China faced tremendous pressure to devalue 
the RMB. It refused to do so, and although Chinese exports suffered heavily, Beijing drew praise 
from around the world, affirming its self-perception as a “responsible great power.”  
 
Then came the years after 2007, when China hosted the Olympics, sent its first astronauts to 
walk in space, and preserved the growth of its economy as the United States fell into its worst 
financial crisis in decades. Meanwhile joining the IMF’s SDR basket may have involved 
financial risks, but it also promised an intangible reward in the form of international prestige. In 
late 2015, when the IMF finally approved the Chinese currency’s entry into the SDR basket, it 
was warmly celebrated in China. For China’s leaders and for the Chinese public, the news was a 
clear sign of China’s rising international status.  
 
Beijing’s SDR policy has been more about affirming China’s national identity than about 
advancing its material interests.  
 
Meanwhile, the jury is said to be still out on whether yuan will displace the U.S. dollar in the 
foreseeable future.  
 
Many believe yuan’s fate will not be different from Japanese yen’s which at its peak strength had 
attempted to displace the dollar but failed.  
 
However, Jeffery Moore II, senior analyst at Global Risk Insights in an article (Can Emperor 
yuan dethrone king dollar as world’s currency?) published on March 1, 2018 in the ozy.com 
says: “As the world’s No. 1 oil importer, China may have the leverage to demand such a dollar-
to-yuan switch, which would directly influence nearly 40 percent of global oil production and 
create a massive oversupply of US dollars. And China changing to yuan-denominated oil 
contracts is significant because it could begin to unravel the US dollar’s dominance worldwide 
and, in turn, lessen the United States’ ability to wield the soft power associated with currency 
leverage.  
 
“The saying ‘the bigger they are, the harder they fall’ is relevant here because the U.S. dollar 
is immense — it makes up 64 percent of known central bank foreign exchange reserves; more 
than 85 percent of world forex trading (the decentralized over-the-counter trading in foreign 
currencies); and 39 percent of all debt issued in the world. In addition, more than one-third of 
world GDP comes from countries whose currencies are pegged to the dollar. The sudden fall of 
US$ would be very hard indeed. It would lead to massive inflation in the US, threatening the 
smooth function of debt markets that make the financial world go round.  
 
“And what are the low-probability, high-impact events that could trigger such a 
global disruption? Key developments over the course of 2018 could accelerate the onset of a 
previously dismissed Yuan-denominated future, especially in Asia.”  
 
In the opinion of Moore II if the US decides not to respond to belligerent threats of a nuclear 
North Korea, for example, South Korea and Japan could conclude China would be a better 



security guarantor and demonstrate their new allegiance by dumping dollars and adopting more 
yuan.  
 
“After all, China is already making moves to displace the dollar. In late July, China proposed 
pricing oil in Yuan to Saudi Arabia. China has been reducing Saudi Arabia’s share of its total 
imports, which fell from 25 percent in 2008 to 15 percent in 2016. Chinese oil imports rose 13.8 
percent year-on-year during the first half of 2017, but supplies from Saudi Arabia inched up just 
1 percent year-on-year. With the US increasingly becoming energy independent, Saudi Arabia 
may have no other option than to yield to yuan-denominated oil in order to keep its biggest 
customer.  
 
“And that’s just oil, of which China consumes approximately 12 percent globally, according to 
the World Economic Forum. While oil is the lifeblood of any industrial economy, the share of 
global consumption by China in other commodities is even higher, including more than half of 
all aluminum and nearly half of all steel and copper.  
 
“Some experts believe that changing the world’s working currency would occur at a glacial pace. 
In fact, it could happen overnight in response to geopolitical conflagrations. Like pressure 
building, undetected beneath fault lines, an unexpected and sudden release could send King 
Dollar hurtling off its throne, with Emperor Yuan ready and waiting to take its spot. Such is the 
nature of black swans.”  
 
Now that the easy part of yuan internationalization—trade settlement—has been achieved, the 
rest of the process will depend on market forces and the Chinese authority’s will and ability to 
liberalize its domestic financial markets.  
 
Japan, the second-largest economy in Asia with a sophisticated financial sector and experience in 
financial liberalization, has been slow to ride on the yuan internationalization wave perhaps not 
to annoy, the US, Tokyo’s security guarantor. In turn, Japan has contributed to the dollar’s 
persistent dominance in Asia. At the same time, the Japanese economy is becoming sensitive to 
currency competition as the country deepens its financial integration with the rest of the world. 
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