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Russia confrontsthe US dollar with so-so results.

We'vewritten about the US dollar dominance in global commer ce and finance. Many nations chafe under
that global supremacy, and countries such as China and Russia want to diminish the power of the US
dollar. The Ukraine — Russia conflict, however, hasillustrated the difficultiestrading when the US
currency is unavailable because of economic sanctions. Without the dollar, Russia has found it challenging
to deal with other countriesinterested in its energy products. We describe the currency issuesfacing
Russia and what it’s doing to solve the vexing dollar problem.

Two-front war and theruble

Russiaisfighting a two-front war. Thefirst isthe armed conflict against Ukraine. That ventureisfaring
poorly: Sources estimate itstroops, under attack in a Ukraine counter offensive, have lost nearly 300,000
killed or wounded from February 2022 to August 2023.

The second front isan economic one. Russia is battling a series of sanctions levied by a US-led coalition in
response to the Ukraineinvasion. The coalition capped the price of Russian crude oil; blocked Russian
banksfrom using SWIFT, the US-managed global payment system; and froze Russian currency reserves.
Russia has had some success on this second front, but currency issues ar e stifling advancement. That’s
because Russia must substitute other currenciesfor the off-limits US dollar, and getting around the US
dollar’sdominancein global commerceisnot easy.

Theworld was almost unanimous in its condemnation of the war, and the initial economic reaction was
reflected in the collapse in the Russian ruble against the dollar (Figure 1). President Biden scorned the
Russian currency: “Asaresult of these unprecedented sanctions, theruble almost isimmediately reduced
torubble.” But world opinion quickly lost its solidarity as nations evaluated the conflict from their self-
interest, and the currency quickly recovered and even roseto a peak of over 53 rubles per dollar
(indicating a weak dollar and strong ruble) befor e steadily declining to over 91 rubles per dollar (strong
dollar, weak ruble) at the end of July 2023 (Figure 1).

FIGURE 1: USDOLLAR IN TERMSOF RUSSIAN RUBLES (JANUARY 2019-AUGUST 2023)

Inverted scale to show movement in theruble

Jan-19 Jun-19 Mov-19 Apr-20 Sep-20 Feb-21 Juk21 Dec-21 May-22 Oct-22
i

20

40

Mar-2.


https://www.mesirow.com/capabilities/global-investment-management/currency
https://www.mesirow.com/insights/us-dollar-currency-dynasty
http://nytimes.com/2023/08/18/us/politics/ukraine-russia-war-casualties.html
http://whitehouse.gov/briefing-room/speeches-remarks/2022/03/26/remarks-by-president-biden-on-the-united-efforts-of-the-free-world-to-support-the-people-of-ukraine/
http://whitehouse.gov/briefing-room/speeches-remarks/2022/03/26/remarks-by-president-biden-on-the-united-efforts-of-the-free-world-to-support-the-people-of-ukraine/

Source: Bloomberg

M atter swor sened in the next month asthe Russian currency closed lower at over 100 rublesto the dollar
on August 14th. The central bank scrambled, hiking interest rates by 3.5 percent to 12 percent to support
the currency. Theinterest rateincrease made little differ ence to the exchange rate which closed at about
96 at August’send. Instead, the currency took the brunt of the deterioration in the Russian trade balance
with lower energy demand and pricesresulting in reduced exports (Figure 2). M eanwhile, war

requirements have increased the need for importsforcing Russia to buy foreign currenciesand sell rubles.

The current account surplus, a measur e of how much more foreign currency the nation receives from
exportsthan it spendson imports, fell 86% in thefirst part of the year.

FIGURE 2: RUSSIAN EXPORTSIN USD MILLION (JULY 2022-JUNE 2023)
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End run around the US dollar

Some of the nationsthat abstained from theinitial condemnation of theinvasion and that did not
participate in the sanctions began to trade with Russia, supplying electronics, machinery and other
products and buying Russian ener gy products. China and I ndia have supported Russia with ener gy
purchasesin currencies other than US dollars. Mostly that’s been Chinese yuan for about $60.3 billion in
oil imports. Trading with the Chinese has resulted in an increase of Russian imports denominated in
Chinese yuan from 4 percent to 23 per cent in 2022, accor ding to the Russian central bank. The downturn
in the Chinese economy in 2023, however, hasreduced that nation’s need for Russian energy.

While trading with China has evaded the sanctions to some degree, trading with India has been
troublesome because India hasinsisted on paying for Russian energy in Indian rupees. The Russian
energy companies are unableto convert rupeesto another useful currency because of the sanctions.
Spending rupeesisdifficult because India only has a two percent share of global exports. In other words,
no one needs — or wants— rupees. Asaresult, India and Russia have discontinued negotiations about
settling tradein rupees. That’s a blow to India which hoped to continue to purchase Russian energy at
sanction-capped prices.
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Trading in athird currency such asthe United Arab Emirates dirham might solve the rupee problem.
Russia and India havereportedly used the UAE dirham as a go-between currency. Russia sellsoil to India
invoiced in UAE dirham. It isnot clear, however, why sellers of dirham would want to buy rupeesthat are
difficult totrade or spend. UAE also buyslow-priced Russian ail for internal consumption and sells
higher-priced Mid East oil on the global market for a profit. The UAE imported 60 million barrels of
Russian ail in 2022, triplethe amount in 2021.

Future: central bank digital currency

Russia has also sought to elude the omnipresent US dollar through the issuance of a central bank digital
currency, adigital form of a gover nment-issued currency. Russia had intended to launch a CBDC pilot
program in April 2023, but that program was delayed while awaiting legislation authorizing the digital
currency; President Putin signed that bill on July 24. The long-range hopeisthat CBDCscan beused in
cross-border transactionsthat could makeit easier for Russia and its partnersto trade without using the
USdoallar.

Hey —thingsaren’t so bad
While Russia finds the sanctions and export situation challenging, the nation’s economy is coping. In early

July, PrimeMinister Mikhail Mishustin reported that gross domestic product for 2023 may exceed 2
percent. The International Monetary Fund expects the Russian economy to grow 1.5 percent thisyear.

If Russiais successful in neutralizing the US-led sanctions, other nations may be encour aged to develop
similar sanction-avoiding capabilitiesin case they too run afoul of US policy.
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