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Meszár Tárik 

Abstract 

China is the world’s largest importer of oil, which could decrease the global 
dominance of the dollar. It is no secret that Beijing intends to push back against 
the dominance of the U.S. dollar in a small way by promoting yuan-denominated 
oil deals. This is not the first time China has tried to buy oil in yuan rather than 
dollars, and it may now have found a willing seller. Saudi Arabia, which sells a 
quarter of its exports to China, is currently considering making those sales in yuan. 
Negotiations have been in progress for half a decade, at varying levels of intensity, 
but have so far failed to produce any results. On the one hand, Saudi Arabia has 
pegged its own currency, the riyal, to the dollar, meaning that any unwanted 
weakening of the dollar would also affect its own currency. But U.S. geopolitical 
hegemony rests so heavily on the petrodollar that the problem is pervasive. What 
would the world look like if the petroyuan became the oil industry’s currency of 
choice? 
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The dominance of the petrodollar and relations with Saudi 
Arabia 

Energy contracts are usually concluded in dollars and euros. This is because in a 
world characterized by globalized transactions, the relative price of energy in 
relation to all other goods and services depends on supply and demand. Exchange 
rate manipulation does not cause significant distortions. For example, French 
nuclear exporters or Saudi oil producers are unlikely to alter the nature of the 
contract by manipulating the exchange rate of the euro or the dollar after the 
contract is signed. This explains why the dollar and the euro are successful 
international currencies. 

The dollar’s significant position as a reserve currency is largely due to the strength 
of the U.S. economy. However, it is also due to the dollar’s high liquidity, which is 
partly a consequence of countries holding dollar reserves to buy oil. This 
relationship was established in the early 1970s, shortly after President Richard Nixon 
delinked the dollar from gold. 

Looking specifically at economic relations between the U.S. and Saudi Arabia, it is 
cleat that the turning point was when Washington 

 and Riyadh reached an agreement in 1974, allowing Saudi Arabia to purchase U.S. 
Treasury bills before they were auctioned off. In return, the Arab country sells its oil 
for dollars, not only to increase the currency’s liquidity, but also using those dollars 
to reduce U.S. debt and buy products. 

However, an entirely new situation is now emerging, as Saudi Arabia is in talks with 
Beijing to settle some of its oil sales in yuan rather than dollars. The Arabic-

https://www.gisreportsonline.com/r/ruble-clause/
https://www.aa.com.tr/ar/%D8%A7%D9%84%D8%B3%D9%8A%D8%A7%D8%B3%D8%A9/%D8%A5%D8%B9%D9%84%D8%A7%D9%85-%D8%A3%D9%85%D8%B1%D9%8A%D9%83%D9%8A-%D8%A7%D9%84%D8%B3%D8%B9%D9%88%D8%AF%D9%8A%D8%A9-%D8%AA%D8%AF%D8%B1%D8%B3-%D8%A7%D8%B3%D8%AA%D8%AE%D8%AF%D8%A7%D9%85-%D8%A7%D9%84%D9%8A%D9%88%D8%A7%D9%86-%D9%81%D9%8A-%D9%85%D8%A8%D9%8A%D8%B9%D8%A7%D8%AA-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%84%D9%84%D8%B5%D9%8A%D9%86/2536029
https://www.aa.com.tr/ar/%D8%A7%D9%84%D8%B3%D9%8A%D8%A7%D8%B3%D8%A9/%D8%A5%D8%B9%D9%84%D8%A7%D9%85-%D8%A3%D9%85%D8%B1%D9%8A%D9%83%D9%8A-%D8%A7%D9%84%D8%B3%D8%B9%D9%88%D8%AF%D9%8A%D8%A9-%D8%AA%D8%AF%D8%B1%D8%B3-%D8%A7%D8%B3%D8%AA%D8%AE%D8%AF%D8%A7%D9%85-%D8%A7%D9%84%D9%8A%D9%88%D8%A7%D9%86-%D9%81%D9%8A-%D9%85%D8%A8%D9%8A%D8%B9%D8%A7%D8%AA-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%84%D9%84%D8%B5%D9%8A%D9%86/2536029
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language press recently reported that Saudi Arabia is looking to strengthen and 
deepen its ties with Beijing in light of the geopolitical shift in the Middle East, while 
expanding China’s and Russia’s influence in Asia, particularly in the Middle East 
region. 

The American newspaper “The Wall Street Journal” pointed out that Mohammed 
bin Salman, the Crown Prince of Saudi Arabia, and close friends of Chinese 
President Xi Qing are well aware of the enormous potential for strengthening ties. 

The potential of Sino-Saudi cooperation 

It would be a profound change for Saudi Arabia if it could sell a portion of its roughly 
6.2 million barrels of crude oil exports for a currency other than dollars. If Saudi 
Arabia were to price part of its oil sales to China in yuan, it would shake the 
dominance of the U.S. dollar in the global crude oil market, marking a further shift 
of the world’s largest crude exporter to Asia. 

Negotiations with China on yuan-denominated oil contracts have been ongoing for 
six years, but have accelerated this year. Most see the United States as the reason, 
as the Saudis are displeased with the U.S. not supporting their intervention in 
Yemen’s civil war, and also with the Biden administration attempting to reach an 
agreement with Iran over its nuclear program. Saudi officials have also previously 
said they were shocked by the precipitous U.S. withdrawal from Afghanistan last 
year. 

China buys over 25% of the oil exported by Saudi Arabia. If this were priced in yuan 
in the future, the Chinese currency situation would improve significantly. The 
Saudis are also considering including yuan-denominated futures or the petro in the 
pricing model of Saudi Arabian Oil Co, also known as Aramco. 

Incidentally, China has recently been paying close attention to its relations with the 
Saudis. In recent years, China has helped Saudi Arabia build its own ballistic 
missiles, advised the country on developing a nuclear program, and invested in the 
projects of Crown Prince Mohammed bin Salman, such as “Neom”, a futuristic city 
in the desert state. A testament to the strength of the relationship is Saudi Arabia’s 
invitation to have Chinese President Xi Jinping visit the country later this year. 
Meanwhile, Saudi relations with the United States have deteriorated under Biden’s 
presidency, and economic ties have also weakened significantly. 

The reaction of the United States 

A senior U.S. official called the idea of the Saudis selling oil to China in yuan “very 
aggressive” and “not very likely.” The official claimed that the Saudis had floated the 
plan earlier, when tensions were high between Washington and Riyadh. 

The United States is confident the Saudis will back down. In their view, selling 
millions of barrels of oil a day for yuan instead of dollars could upset the Saudi 
economy, whose currency, the riyal, is pegged to the dollar. Prince Mohammed’s 
advisors supposedly also pointed out that a hasty implementation of the plan could 
lead to unforeseen economic damage. 

https://www.aa.com.tr/ar/%D8%A7%D9%84%D8%B3%D9%8A%D8%A7%D8%B3%D8%A9/%D8%A5%D8%B9%D9%84%D8%A7%D9%85-%D8%A3%D9%85%D8%B1%D9%8A%D9%83%D9%8A-%D8%A7%D9%84%D8%B3%D8%B9%D9%88%D8%AF%D9%8A%D8%A9-%D8%AA%D8%AF%D8%B1%D8%B3-%D8%A7%D8%B3%D8%AA%D8%AE%D8%AF%D8%A7%D9%85-%D8%A7%D9%84%D9%8A%D9%88%D8%A7%D9%86-%D9%81%D9%8A-%D9%85%D8%A8%D9%8A%D8%B9%D8%A7%D8%AA-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%84%D9%84%D8%B5%D9%8A%D9%86/2536029
https://www.wsj.com/articles/saudi-arabia-china-crown-prince-mohammed-bin-salman-energy-prices-climate-xi-biden-iran-11636493333
https://www.almasryalyoum.com/news/details/2550744
https://www.almasryalyoum.com/news/details/2550744
https://www.almasryalyoum.com/news/details/2550744
https://www.almasryalyoum.com/news/details/2550744
https://www.wsj.com/articles/saudi-arabia-considers-accepting-yuan-instead-of-dollars-for-chinese-oil-sales-11647351541
https://www.wsj.com/articles/saudi-arabia-considers-accepting-yuan-instead-of-dollars-for-chinese-oil-sales-11647351541
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Some officials have warned Prince Mohammed that accepting yuan payments for 
oil would pose a risk to Saudi revenues tied to U.S. government bonds abroad, and 
that the yuan’s limited availability outside China could also pose a problem. 

The extent of the impact on the Saudi economy will likely depend on the volume of 
oil sales affected, as well as the price of oil. Some economists believe that a move 
away from dollar-denominated oil sales would diversify the kingdom’s revenue 
base. 

This move by Saudi Arabia could undermine the supremacy of the U.S. dollar in the 
international financial system, which Washington has relied on for decades to issue 
Treasury bonds in order to finance budget deficits. “The oil market, and by 
extension the entire global commodities market, is the insurance policy for the 
dollar’s reserve currency status,” said economist Gal Luft, deputy director of the 
Washington-based Institute for the Analysis of Global Security. 

Saudi officials favouring the switch argue that the kingdom could use some of the 
yuan revenue to pay Chinese contractors involved in large domestic projects, which 
would help reduce some of the risks associated with capital controls over the 
currency. China could also provide incentives for billions of dollars of investment in 
the kingdom. Another official familiar with the talks said yuan pricing could give 
the Saudis more leverage, and help convince Beijing to reduce aid to Iran. 

What would happen if the yuan displaced the dollar? 

If the yuan is able to sufficiently displace the dollar in the $14 trillion per year global 
oil trade – although it is difficult to determine exactly how much would be sufficient 
– then countries would instead hold yuan reserves (currently 2.48% of world 
reserves are in yuan, compared to – according to IMF data – 58% in dollars). Oil 
producers accepting yuan would then have to spend it on imports, further 
strengthening China’s economy. 

The implications for both China and the United States would be profound. To 
consolidate the new role of the yuan, China must achieve the same level of political 
stability and financial transparency that the United States enjoyed in the 20th 
century. U.S. dollar debt issuance would decrease, causing its economy to contract. 
In this situation, the weakening of the dollar could start a vicious cycle: capital flight 
from the dollar to the yuan, further weakening it. According to experts, these events 
are unlikely. However, analyzing these contingencies is a useful reminder of how 
dependent the world economy is on the strength of the U.S. dollar. 

Another factor that could make a real difference in the future is the spread of the 
digital yuan. Chinese digital money based on the blockchain technology system 
can provide full transparency, and has the potential to radically change the world’s 
dollar-based financial system. In the future, this could significantly increase global 
acceptance of the Chinese currency. 

Consequences of the Russian-Ukrainian war 

The yuan has long weakened the dollar’s dominance in world trade, which could 
also weaken the political influence of the United States. Attempts to upend the 
status quo are now accelerated by the West’s efforts to punish Russia for its 

https://www.wsj.com/articles/saudi-arabia-considers-accepting-yuan-instead-of-dollars-for-chinese-oil-sales-11647351541
https://link.springer.com/chapter/10.1007/978-1-4020-9453-8_13?noAccess=true
https://qz.com/2143450/saudi-arabia-wants-to-sell-its-oil-in-yuan-not-dollars/
file:///C:/Users/moldicz.csaba/Downloads/yuan%20reserve
https://en.wikipedia.org/wiki/Reserve_currency
https://www.investopedia.com/articles/forex/09/factors-drive-american-dollar.asp
https://seekingalpha.com/article/4453452-digital-yuan?gclid=CjwKCAjw46CVBhB1EiwAgy6M4j29a3fwbJJi3q5L2ByFLNswqPstrvtUN4XXPwusXhl07mmGENv6HBoCP8kQAvD_BwE&internal_promotion=true&utm_campaign=16160107183&utm_medium=cpc&utm_source=google&utm_term=138882502731%5edsa-1485125208378%5e%5e581249221566%5e%5e%5eg
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aggression. Moscow is offering payments in rupee-rubles to Indian oil buyers, and 
Saudi Arabia is reportedly in talks with Beijing to denominate some of its crude oil 
in yuan. 

However, some analysts believe it is unlikely that the yuan will seriously challenge 
the dollar’s dominance, at least in the short term. According to the Bank for 
International Settlements, 88% of foreign exchange transactions in 2019 were 
conducted in United States dollars, while this share was 4.3% for the yuan. However, 
both steel production and coal for power plants are paid in yuan. These transactions 
were traditionally settled in dollars, but many Chinese buyers have temporarily 
halted their purchases after the U.S. and Europe excluded Russian lenders from the 
SWIFT inter-bank (messaging) system. 

Conclusion 

The dynamic between Saudi Arabia and the world’s major economic powers has 
changed dramatically. Relations between the United States and the Saudis have 
been transformed, as China has become the world’s largest importer of crude oil, 
offering the Kingdom numerous economic incentives. However, despite active 
negotiations, it is far from certain that Saudi Arabia will sell yuan-denominated oil 
to China in the near future. According to the Saudi Central Bank, the Kingdom’s 
foreign exchange reserves amounted to $446.8 billion at the beginning of 2022. 
According to experts, these reserves can comfortably cover Riyadh’s foreign debt, 
providing a measure of stability to the country that makes it unlikely to replace the 
dollar, unlike other countries in the Organization of the Petroleum Exporting 
Countries (OPEC) that suffer from large trade and financial deficits. Nevertheless, 
many believe that intensifying Saudi-Chinese cooperation, as well as deteriorating 
relations between Saudi Arabia and the United States, could contribute to the rise 
of the petroyuan in the long term, significantly weakening the dominance of the 
petrodollar and, by extension, the United States. 

https://www.bloomberg.com/news/articles/2022-04-07/russian-coal-and-oil-paid-for-in-yuan-to-start-flowing-to-china
https://www.bloomberg.com/news/articles/2022-04-07/russian-coal-and-oil-paid-for-in-yuan-to-start-flowing-to-china
https://www.mubasher.info/news/3917353/%D8%A7%D9%84%D9%85%D8%B1%D9%83%D8%B2%D9%8A-%D8%A7%D9%84%D8%B3%D8%B9%D9%88%D8%AF%D9%8A-446-8-%D9%85%D9%84%D9%8A%D8%A7%D8%B1-%D8%AF%D9%88%D9%84%D8%A7%D8%B1-%D8%A7%D9%84%D8%A7%D8%AD%D8%AA%D9%8A%D8%A7%D8%B7%D9%8A-%D8%A7%D9%84%D8%A3%D8%AC%D9%86%D8%A8%D9%8A-%D8%A8%D9%86%D9%87%D8%A7%D9%8A%D8%A9-%D9%8A%D9%86%D8%A7%D9%8A%D8%B1-2022/
https://www.alhurra.com/saudi-arabia/2022/03/30/%D9%84%D9%86-%D8%AA%D8%AA%D8%AE%D9%84%D9%89-%D8%A7%D9%84%D8%B3%D8%B9%D9%88%D8%AF%D9%8A%D8%A9-%D8%A7%D9%84%D8%AF%D9%88%D9%84%D8%A7%D8%B1-%D9%84%D8%A3%D8%AC%D9%84-%D8%A7%D9%84%D9%8A%D9%88%D8%A7%D9%86-%D8%A7%D9%84%D8%B5%D9%8A%D9%86%D9%8A%D8%9F

