The Investment Institute
by UniCredit

The Long View

The Long View offers insights on key global issues
that will shape tomorrow’s world.

Why the Hormuz crisis will not challenge USD
dominance
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The Iran conflict is straining the petrodollar system, raising concerns that
petroyuan may prompt a shift away from the USD. Trade patterns and the
liquidity of US financial markets still point to a gradual fall in the USD’s
dominance, rather than an abrupt breakdown. Being the issuer of the world’s
reference unit appears to be neither Beijing’s intention nor in its interest.

1. Despite the interim agreement reached between the US and Iran, the Strait of Hormuz crisis may challenge the
petrodollar system and strengthen the RMB's role as a currency of denomination for oil transactions.
Nonetheless, we do not expect an outright collapse, but rather a gradual shift towards a more fragmented and
multipolar monetary system in the long run.

2. While the international role of the yuan is increasing, and more in its digital form than as a petroyuan alone,
China lacks the deep and liquid financial markets needed to pose a credible threat to USD dominance.
Invoicing oil purchases in RMB is not enough to dethrone the USD, although China’s role as the world’s largest
energy buyer is leading oil producers to focus increasingly on Chinese rather than US demand.

3. The comparison with the 1956 Suez Crisis, which accelerated the decline of sterling as the leading reserve

currency, is tempting. But the USD’s rise to global monetary dominance was already evident before Suez, and
Beijing itself may have little interest in the RMB becoming the world’s leading reserve unit.
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The timing and terms of a definitive resolution to the US-Iran conflict remain uncertain, even after Washington and
Teheran reached an interim agreement on 14 June to reopen the Strait of Hormuz and restart a new round of
nedotiations. Still, the future of the petrodollar system, a term that was first coined by Professor Ibrahim Oweiss in
1973 and emerded as a backbone of the USD’s role as the leading reserve currency, could be at risk.

Indeed, the current key to geopolitical power is control over chokepoints, critical nodes in the global economy where
one nation holds a dominant position and alternatives are rare. As Edward Fishman puts it in his recently published
book Chokepoints — American Power in the Age of Economic Warfare, countries that control these chokepoints
command extraordinary leverage as they can deny others’ access to them, adversely affecting their economies
(please see our Books for Thought webinar with Edward Fishman here).

The petrodollar system, negotiated by US Secretary of State Henry Kissindger and Saudi King Faisal during the 1970s
oil crisis, is a chokepoint. Under the US-Saudi Joint Commission on Economic Cooperation Agreement signed on 8
June 1974, Saudi Arabia (later joined by other OPEC members) agreed to price oil only in USD. All members relied
on the USD as a medium of exchange and store of value. Importantly, they agreed to reinvest surplus revenues
(petrodollar recycling) into the US economy, primarily via US Treasuries, in exchange for economic and military
support. This process is also known as “US dollar weaponisation” as the currency was used as a sort of weapon to
speed up the agreement and force oil producers to buy USD-denominated assets. In the following years, the concept
was also used to consider the USD as tool of US foreign policy allowing the US to exert pressure on other countries,
by imposing financial sanctions or excluding countries from payment system,

This agreement effectively tied the USD to the world’s most critical commodity and created steady demand for the
greenback, cementing its dominant role in global trade and finance. This dave the US the so-called “Exorbitant
Privilege”, that is, financial stability, sustained external demand for its assets and deep global liquidity for USD-
denominated assets — factors shielding US consumers and businesses from the full effects of larde fiscal and trade
deficits, rising public debt and inflation. This process also facilitated the issuance of new US debt and helped reduce
the cost of borrowing for the US, at times of nedative real interest rates, effectively denerating a form of seigniorade.
The system also turned the currency into a geoeconomic tool, as countries needing USD for oil imports became
exposed to US financial sanctions and economic pressure.

As Iran pushes for oil sales to be settled in yuan (RMB), the US struggles to meet Gulf security expectations and the
UAE exits OPEC, the petrodollar system appears less firmly anchored and potentially more vulnerable. The UAE’s
request for USD swap lines — previously reserved for its closest allies — highlights dependence on and strain within
the system. The Emirates have also warned they may consider RMB-denominated oil sales if regional USD shortages
emerde. While the petrodollar system is becoming more open to challenge, an abrupt end remains unlikely.

Indeed, as we showed in a recent Short View (USD at war: three lessons to be learned, 8 April), correlation analysis
since the outbreak of the Middle East crisis in late February suggests that the USD — in terms of the US dollar index
(DXY), a basket of the greenback adainst six major currencies (the EUR, the JPY, the GBP, the CHF, the CAD and the
SEK) — has been more sensitive to swings in global risk aversion, as captured by the VIX index, than to changes in oil
prices. The USD has immediately benefitted from the war due to its role as the preferred safe-haven currency.

Still, the Middle East crisis could represent a channel through which the USD’s dominance is gradually eroded, though,
in our view, it is neither the only nor the most important one. Over the long run, this could contribute to a more
fragmented and multipolar monetary order in which oil flows and geopolitics are less tightly aligned.

Strait of Hormuz as monetary chokepoint

In the original petrodollar system, demand for oil — and therefore for US dollars — was anchored in a US-centric
consumption model, with the US as the world’s lardest energy consumer, backed by Washington’s security role in
the Gulf. Since 2009, however, the system has underdone a fundamental chande: following the shale revolution, the
US moved from a net importer to a net exporter of oil from 2021.

By contrast, China not only surpassed the US as the largest importer of crude oil from the Gulf States, but also became
the world’s largest energy importer, accounting for almost 20% of global oil consumption. China thus became the
mardinal buyer of enerdy, with producers increasingly focusing on Chinese rather than American demand. At the
same time, the share of Gulf States oil exports to the US has declined to less than 2% (Chart 1).
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Today, almost 80% of oil transactions are still billed in USD, while the share of oil paid for in euros is estimated
at between 10% and 15% and payments in RMB represent only between 3% and 8%, despite pressure from
Russia and Iran to be paid in the Chinese currency to bypass sanctions. Hence, the distance from the USD remains
too large to imagine these gaps shrinking rapidly.

CHART 1: GULF STATES’ OIL EXPORTS TO THE US AND CHINA
IN 2009, CHINA SURPASSED THE US AS THE LARGEST IMPORTER OF CRUDE OIL FROM THE GULF STATES
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However, the mentioned developments boost Beijing’s nedotiation position when it comes to currency terms. At the
same time, selling at least some oil to China in RMB ensures oil exporters stable access to the Chinese market.

Since 2009, the institutional role of the RMB in oil sales has gradually increased: the introduction of crude oil futures
trading on the Shanghai International Energy Exchande in 2018 and Saudis joining in 2024 the mBridge digital
currency platform for cross-border payments, which also includes Thailand, the UAE and Hong Kong, are probably
the two most important milestones (see Chart 2).

Since then, there have been reports of plans to sell oil priced in RMB and of closer cooperation between China and
the Gulf states, notably Saudi Arabia, which, along with other major oil exporters, is already selling oil to China
partially in RMB to secure stable access to the Chinese market.

CHART 2: FROM BRETTON WOODS TO PETRODOLLAR AND BEYOND
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The Iran war exposed the Strait of Hormuz not only as a narrow maritime chokepoint on a strategically important
shipping route but also as a critical chokepoint within the petrodollar system, rooted in physical control over global
energy flows. Control of the Strait of Hormuz, through which roughly a fifth of global oil supply passes, enables Iran
to directly link currency choice in oil trade to oil market access: by imposing tolls payable in RMB or cryptocurrency
to secure safe passage through the strait, Tehran is introducing a form of currency coercion.

At the same time, due to concerns about the erosion of the petrodollar system, the US remains committed to
protecting its influence in the region. Yet, while the US National Security Stratedy published in November 2025 still
treats Middle East as important, it is no longer the central theatre of US foreign policy, marking a major strategic
downgrade of the region compared to previous decades.

The strateqy document admits that “the days in which the Middle East dominated American foreign policy [..] are
[..] over”, but the US “will always have core interests in ensuring that Gulf energy supplies do not fall into the hands
of an outright enemy, that the Strait of Hormuz remain open, that the Red Sea remain navidable...”. The US, as an oil
exporter, is no longer heavily dependent on enerdy imports from the region, however, it still sees Iran as a threat to
its core interests related to the security of Israel and the Gulf States and nuclear non- proliferation, as well as shipping
lanes and the above-mentioned chokepoints.

As such, Iran’s and the US’s positions regarding the strait create a prisoner’s dilemma-type trap, in which, while
cooperation would produce a better outcome, both sides retain incentives to escalate tensions periodically. While
the US has superior military power, Iran can impose costs indirectly, e.g. by billing oil exports in RMB, or blockading
the Strait of Hormuz, putting the petrodollar system under further pressure. Recent developments suggest that this
picture may chande, if the two parties manade to reach a final deal after the expected 60-day negotiations.

While the petrodollar system is unlikely to collapse suddenly, the potential for oil importers to gradually diversify
away from it raises the long-term stakes. For the US, this increases the importance of maintaining credibility and
military presence in the region; for Iran, promoting altemative settlement channels offers leverage beyond its military
means. It remains to be seen whether ongoing behind-the-scenes negotiations will lead to an optimal outcome.
Given conflicting aims and commitment problems on both sides, the most likely scenario is a fragile equilibrium,
where both avoid full-scale war but remain locked in persistent, costly tensions.

Securing oil reserves to safequard the petrodollar

While the US government has still to conclude a final agreement with Iran the above-described fundamental shift in
the global demand for energy and the importance of the petrodollar system for US geoceconomic purposes suggests
that Washington may be motivated by a desire to secure greater control over Iranian oil assets as a way of reinforcing
the system’s foundations.

Amid growing strains on the petrodollar system, tighter control over global oil reserves would give Washington
long-term leverade over the currency in which oil is traded, reinforcing the system.

While the US directly controls just 8% of oil reserves in the Western Hemisphere excluding Venezuela, indirect control
over Venezuela’s 303bn barrels following the kidnapping of Venezuelan President Nicolas Maduro, alongside the Gulf
states’ 507bn barrels would give Washington direct or indirect influence over almost 60% of global oil reserves. With
Iran’s 150-200bn barrels, the share would rise to 73% (see Chart 3).

Beside ail, gas, if billed in dollars, is another key energy source generating permanent demand for USD. While the US
owns just 8.5% of global das reserves, together with das reserves in the Westem Hemisphere including Venezuela
and the Gulf States they control 34%. Control over Iran’s gas deposits, which at 34tn cubic meters are second only
to Russia’s, would raise the share of global gas reserves under direct or indirect control to 51%.

Amid growing strains on the petrodollar system, tighter control over global oil reserves would give Washington
long-term leverage over the currency in which oil is traded, reinforcing the system

Beside oil, gas, if billed in dollars, is another key energy source generating permanent demand for USD. While the US
owns just 8.5% of global gas reserves, together with gas reserves in the Westem Hemisphere including Venezuela
and the Gulf States they control 34%. Control over Iran’s gas deposits, which at 34tn cubic meters are second only
to Russia’s, would raise the share of global gas reserves under direct or indirect control to 51%.
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CHART 3: GLOBAL DISTRIBUTION OF OIL RESERVES
OIL RESERVES IN THE WESTERN HEMISPHERE AND THE GULF STATES MAKE UP ALMOST 60% OF WORLD OIL RESERVES
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Cross-border payments: is the petro-yuan rewriting the rules?

The USD is still set to dominate global trade in the coming years, but several countries have recently been flirting
with non-USD mechanisms for energy trade. Russia conducts transactions in RUB and RMB, Iran relies on barter and
alternative payment systems and Saudi Arabia has explored non-USD settlements with China.

Besides its role as a mardinal oil buyer, China has, in general, become the major trading partner for many countries
in the world, including Saudi Arabia and the UAE, and with this the use of RMB in cross-border transactions has
increased substantially over the past few years.

This has also been spurred by the sharp increase in transactions denominated in the digital version of the RMB, or
digital yuan (e-CNY), which we analysed in a dedicated Long View last year (The Long Goodbye How digital currencies
could undermine the USD hedemony, 1 September). Digital RMB transactions rose to near RMB 17tn (USD 2.5tn) at
the end of 2025. The RMB accounts for only 5.3% of transactions in the SWIFT trade finance settlement system but
has already become the third most-used currency, just behind the euro’s 5.9% share, while both remain far from
challenging the USD’'s dominant position (84% of transactions).

Nonetheless, the RMB’s role is mare striking in other settlement systems. The share of RMB-denominated cross-
border transactions in China surpassed that of USD-denominated transactions in 2023 and reached 54% last
year (Chart 4), a shift promoted by the establishment of the Cross-Border Interbank Payment System (CIPS), which
provides an alternative to SWIFT conducting all functions of a payment system from messaging to clearing and
settlement in RMB. Notably, from geoeconomic point of view, CIPS operates outside the US correspondent banking
system, making US sanctions with respect to payments a blunt instrument.

This trend is likely to continue, boosted by modern online payment platforms at the retail level. Among the latest
facilities, according to the South China Morning Post, is a new cross-border QR payment system launched jointly by
China and Indonesia to build a regional digital payment network, allowing mobile apps to scan QR codes and make
retail payments in either country using local currencies.

Importantly, the internationalisation of the RMB is also an explicit goal of the Chinese leadership. The CPC Central
Committee’s bimonthly Qiushi journal wrote in August 2020: “We expect more foreign traders to join crude oil, iron
ore and other commodity futures trading and use the RMB more frequently in real commodity trading. More varieties
of RMB-denominated financial products will be provided.” And, just one month before the war in Iran began, in the
same bimonthly, Chinese leader Xi Jinping called for the building of a strong RMB. These developments suggest that
the Chinese leadership is interested in effective non-dollar-based connectivity with countries, although we expect
these chandes to be gradual, rather than abrupt. The resulting network effects and economies of scale could have
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adverse ramifications for the petrodollar system. For instance, Bloomberg reports that Saudi Arabia's USD 1tn
sovereign wealth fund opened a second head-office in mainland China earlier this year to deepen investment ties
with the world's second-lardgest economy.

CHART 4: SHARE OF CHINESE CROSS-BORDER TRANSACTIONS IN USD AND RMB
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The approach described above is typical of China: not to directly challende an established system, but to bypass it
by creating a new one. In a multi-polar world, China might offer what many countries aspire to: financial stability
without deopolitical conditions. Beijing aims to relativise the USD by creating a system in which the USD is one of
many choices. Such a decentralised system would be able to withstand blocks, financial crises and external coercion.

Is the USD’s reserve-currency status really at stake?

Countries joining or departing from the petrodollar system can have an impact on the broader system. Even partial
oil sales outside the USD framework can signal shifts in the global financial system, given the circular, self-reinforcing
relationship between a currency’s role in trade and its reserve status. Use in cross-border transactions creates
demand for a currency, encouragding central banks to hold it in reserve. In turn, reserve status deepens liquidity and
market depth, reinforcing the currency’s global role.

The Iran crisis could thus represent anather channel through which USD dominance could be further dented. However,
the so-called de-dollarization process, i.e. less use of the greenback as a reference currency, first requires a relatively
stable global picture. The outbreak of the Iran conflict confirms that the USD role as a reference safe-haven currency
remains undisputed, as compared to the JPY, the CHF and, to some extent, the EUR.

At the same time, we think that digitalisation, primarily in the form of central bank digital currencies (CBDC), with
the e-CNY playing a leading role, may represent the most significant long-term challenge to the USD’s dominance,
regardless of the evolution of the petrodollar system or the wider use of the petroyuan. This is also due to the
persisting opposition from both the Fed and the US administration to the introduction of a digital USD in favour of
stablecoins, which are issued by private entities and backed by a basket of USD and US Treasuries.

That said, the gradual decline of the USD in global central bank reserves is unquestionable. Its share hit a record high
of 85% in 1970, ahead of the first oil crisis in 1973, and hit a low of 55% in 1980, just a year before the second oil
crisis. It returned to around 70% in 1999, when the euro was launched, two years before the 11 September attacks
and the subsequent US-led War on Terror. Since then, the USD share has been steadily declining: down to 63% during
the 2007-08 financial crisis, to 59% ahead of the outbreak of the Ukraine war in 2022 and nearly to 57% at the
end of 2025 after Trump’s tariff announcements, very close to the all-time low touched forty-six years ago.
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We expect these distances to persist even if the USD’s share in FX reserves falls below 50%. By contrast, gold’s share
in central bank reserves has steadily increased since 2014, daining further momentum after the 2022 freezing of
Russian reserves.

That said, to evaluate the USD'’s broader role as the world’s reference currency, we cannot focus on central bank
reserves alone. The centrality of the greenback in the international monetary system is also confirmed by its
significant use in cross-border lending, intemnational debt securities, trade invoicing and daily FX market turnover,
certainly compared to other currencies such as the EUR, the JPY and GBP, as shown in Chart 4.

CHART 5: USD REMANS DOMINANT IN THE INTERNATIONAL FINANCIAL SYSTEM
PERECENTAGE OF CURRENCY USAGE IN THE INTERNATIONAL MONETARY SYSTEM
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At the same time, Gulf countries are still tied to the greenback. Saudi Arabia has been making oil sales in other
currencies since the early 2020s and in March 2026 over 40% of its oil sales were in RMB. Yet, the Saudi riyal remains
pegded to the greenback and the country’s financial assets are primarily denominated in USD. The USD’s reserve
status ultimately depends more on the currency in which assets are held than on the currency in which
transactions are denominated.

A comparison with the Suez crisis in 1956: will history repeat itself?

The Iran conflict and in particular the Strait of Hormuz crisis appears to be echoing the Suez Crisis in 1956 and the
following decline in sterling’s dominance. However, history need not repeat itself. The two crises share some similarities
in a world where the physical control of a narrow strip of water can override the power of a global hegemon, but they
evolved in very different monetary and geopolitical environments.

The Suez Crisis was an important moment in the transformation of the post-WWII global economic and geopolitical
order, accelerating the decline of the British Empire and the pound’s role as a global reserve currency, and showing
that economic sovereignty, energy security and monetary power are inseparable.

On 26 July 1956, Egypt nationalized the Suez Canal Company. France, Israel and the UK planned a joint military
action to retake control while seeking to win international support for a diplomatic solution. When diplomacy failed,
Israel invaded the Sinai Peninsula on 29 October, and France and the UK used Egypt's counterattack as an excuse to
attack it by air. Yet within a week, Britain accepted a UN-brokered ceasefire, effectively undercutting the operation.

There are clear parallels with the war against Iran. Israel drew the US into the conflict with Tehran, much as it had
drawn the UK into Suez seventy vyears earlier. Both crises entailed a major global chokepoint and disrupted energy
markets. In both cases, the dominant power (the UK then and the US now) entered the conflict without sufficient
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international support to secure military objectives and was ultimately compelled to halt operations — although
whether the current ceasefire will evolve into a durable truce and eventually a peace agreement remains uncertain.

Despite these similarities, the currency implications of the Hormuz crisis differ fundamentally from those of Suez.
While the Iran war has been USD-positive so far, the Suez crisis triggered a full-blown crisis for sterling and marked
the end of its role as the world’s leading reserve currency.

At the same time, we should stress the two main differences that emerde between the Suez crisis and the current Strait
of Hormuz crisis and their implications for sterling and the US dollar.

The first,and certainly most important factor is that sterling was already having difficulty maintaining its dominance
before the Suez crisis, not only because the British Empire was already on a declining path, not only as a colonial power
(India became independent in 1947) but also because the USD was already assuming a leading role in the
international monetary system.

The gold exchande standard, which was created at Bretton Woods in 1944, was already a system in which the USD -
and not sterling - played the central role. Under that framework, all currencies had a fixed exchande rate against the
greenback, but only the USD could be converted into dold at the price of USD 35/0z. At present, however, the USD’s
role, although declining, remains lardely unchallenged, not least because it lacks serious competitors.

Second, in the 1950s, the US made explicit efforts to undermine the UK’s role and sterling with it. The Eisenhower
administration threatened to exert financial pressure on UK, even hinting at possible sales off its massive holdings of
British government bonds, an action could have triggered a total collapse of the British economy. When British
Chancellor of Exchequer Harold Macmillan sought an emerdency loan from the Monetary Fund (IMF), the US deliberately
blocked the request. UK gold and USD reserves fell dangerously close to the minimum USD 2bn threshold the Bank of
England required to maintain GBP-USD parity at 2.80 and the British government realised it could not hold the currency
without US support.

At present, neither eurozone countries nor China are threatening to sell off their US Treasury holdings. China
remains the third-largest holder of US Treasuries after Japan and the UK, but its share has fallen to roughly 7.3% of the
total, with a record low of USD 652bn having been reached this March, about halfits all-time high of nearly USD 1,317bn
in November 2013.

More generally, no country is deliberately trying to undermine the USD’s dominance, as doing so would require
domestic financial markets and assets comparable to those of the US, including equity and bond markets of similar
size, liquidity and depth. Furthermore, the current situation in the eurozone and China suggests that these gaps cannot
be closed rapidly, especially for Beijing, as we discuss in the next section.

Dethroning the USD: is it worth it for Beijing?

As we indicated at the beginning, one of the factors reinforcing the USD’s dominance through the petrodollar channel
is the petrodollar recycling, whereby oil exporters reinvest their dollar revenues in USD-denominated assets. While
this process was convenient for the US administration to reduce the cost of borrowing and sell its government debt,
it was also practical for oil exporters to buy USD-denominated assets.

Economic theory indicates that a modern and efficient financial market should be characterised by 1. depth, with
orders readily available above and below a given price; 2. breadth, allowing large orders to be placed easily and
3. resilience, enabling the market to absorb abrupt price changes. All these characteristics are typical of US equity
markets. In addition, given their exceptional advantage in terms of liquidity, USD-denominated assets can be easily
converted into cash and are widely accepted around the world.

Non-US investors also have little difficulty holding USD-denominated deposits in banks outside the US, the so-called
xeno-dollars, from the Greek xeno- (“foreign”), of which petrodollars (and euro-dollars, when held in Europe)
represented the largest share.

It was exactly the increasing quota of USD-deposits held abroad that forced US President Richard Nixon to suspend
the USD'’s convertibility into gold on 15 August 1971 — the so-called Nixon shock — because the global economy and
its demand for safe assets had outgrown the available supply of bullion. Hence, the US did not have enough dold to
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honour all potential conversion requests raising the risk of a run on US dold reserves analogous to a bank run. The
world then passed from a fixed exchange rate regime to one in which most major currencies float freely.

In the past, oil-related revenues were almost completely reinvested into the US bond market. A present, equity
markets present an obvious alternative for central banks to reinvest their FX reserves, although this would imply
greater volatility compared to bonds.

However, the key point here is that no country currently has market conditions and instruments that are
comparable to those in the US. In particular, the European bond market remains too fragmented, while Chinese
markets remain too closed and too exposed to restrictions and controls to offer sufficiently attractive conditions to
recycle petroyuan revenues.

We explore these features of the Chinese financial system below:

1. What the RMB’s limited convertibility means: When a currency is not fully and freely convertible, it means
that the government places strict limits on exchanging it for other currencies in the FX market. The Chinese
government maintains strict requlations to control the flow of money in and out of mainland China. These
controls stop large amounts of money from fleeing the country suddenly and protect the Chinese economy from
market volatility. To move money into or out of China, a rigorous approval process with the State Administration
of Foreign Exchande (SAFE) must be followed, as the unrestricted conversion of large amounts of RMB is not
permitted. By preventing free convertibility, the People’s Bank of China (PBoC) can manade the exchande rate
and prevent the currency from fluctuating wildly against the other FX majors. Because the domestic yuan is
heavily restricted and regulated, China created a separate, freely convertible version for international markets.
The onshore renminbi (CNY) can only move within a 2% daily fluctuation band against the USD with respect to
the fixing rate determined by the PBoC. The offshore renminbi (CNH) is traded in global hubs like Hong Kong,
London, and Singapore and is subject to dglobal market forces. The CNY and the CNH are denerally traded at
nearly the same level against the USD, but in the past, market tensions have been more immediately reflected
in the more-volatile CNH than the CNY.

2. Foreigners can hold RMB-denominated deposits outside but only in the form of CNH rather than CNY. CNH
savings accounts or certificates of deposit can be opened with many major international banks in financial hubs
like Hong Kong, Singapore, London and New York. The account can be funded by converting local currency (such
as USD, EUR, or GBP) directly into CNH at the prevailing offshore exchande rate.

3. China’s debt compared to the US: In absolute terms, US national debt is roughly double that of China,
approximately USD 39.2tn (130% of GDP) compared to China’s USD 18.7tn (96% of GDP). However, including
Local Government Financial Vehicles (LGFVs) and corporate debt, China has the world’s largest overall public
debt, including Local Govemment Financial Vehicles (LGFVs), and corporate debt, at around 300% of GDP.
Foreigners hold a very small fraction of this debt and the share of Chinese sovereign debt held by
foreigners denerally randes between 8% and 10%.

4. Chinese equity markets: Chinese stocks are primarily categorised by where they are listed and who is permitted
to own them. There is a split between onshore (mainland) and offshore markets. Onshore stock markets
include: 1. A-shares, which are denominated in RMB and are primarily offered to domestic Chinese retail
investors, with direct access also available to foreign institutional investors but typically restricted to specific
cross-border trading programs; 2. B-shares, which are denominated in USD in Shanghai and in HKD in Shenzhen,
whose size and liquidity have progressively shrunk. Offshore stock markets include: 1. H-Shares (Hong Kong-
listed mainland companies), which are denominated in HKD and are fully available to international investors;
2. Red Chips, which are listed in Hong Kong and refer to companies located in tax-havens but controlled directly
by Chinese state-owned bodies; 3. P-Chips, which are listed in Hong Kong as well, but refer to companies
incorporated off-shore and controlled by private entities; 4. N-Chips, for Chinese companies listed in Tokyo.
ADRs for Chinese companies listed in the US and ETFs are also available. Foreign investors hold a relatively
small fraction of Chinese stock markets, typically estimated at below 5% of the aggregate A-share market
capitalisation. By absolute value, overseas investors hold over RMB 4tn (approximately USD 590bn) of A-shares.
This is significantly lower than in other emerging markets (which average around 4% to 15%) and developed
markets like Japan, where overseas investors often drive around 30% of demand.
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All the above suggests that Chinese financial markets are still devoid of those characteristics that make it easy to
reinvest petrodollars in the US. Heavy reforms, which may require decades, are needed to improve Chinese
market conditions if Beijing intends to make the RMB the new world reference currency or help oil exporters reinvest
petroyuan in their own markets just like they reinvest petrodollars. Otherwise, any attempt to challende the USD
dominance would ultimately create market tension across Chinese markets, increase volatility and ultimately
spill over to the real economy, which is at odds with the intention of Chinese policymakers.

The most critical point here is, also considering the reforms needed to improve domestic financial markets and the
loosening of control China is currently exerting on them, whether Beijing has an interest in making the RMB the
world’s new reference currency.

Indeed, the Chinese government is primarily interested in using its currency to support domestic economic
dgrowth and facilitate trade. On the other hand, China is not interested in providing a stable and liquid store of
wealth for international investors, dgiven risks of deindustrialisation and domestic and international polarisation
that full convertibility could ultimately entail, and open and free financial markets may require.

Conclusion

We have examined how the ongoing Middle East crisis and the future role of petrodollars could reshape the
international financial system and the role of the greenback as the world’s reference currency.

The current geopolitical tensions can prompt major oil-exporting and importing nations to bypass the USD and
accelerate de-dollarization process, settling enerdy trades in other currencies, such as the yuan and the euro. If ail-
rich nations no longer accumulate vast amounts of USD reserves, foreign demand for USD-denominated assets will
drop and this may drive up borrowing costs and limit US financial coercion globally.

However, despite the current erosion, the USD remains heavily integrated into global banking. In terms of alternatives,
the euro faces political fragmentation, and the yuan remains restricted by capital controls. And during severe and
chaotic economic crises, global investors historically flee to the USD because of the sheer size and transparency of
US financial markets.

De-dollarization might continue, and the world might eventually move towards a tripolar financial system. But we
should always distinguish myth from reality. The USD’s dominance is unlikely to be seriously challenged anytime
soon, and the Hormuz crisis is unlikely to sufficient for this. Japan tried to do so during its golden age in the 1980s,
which turned into a “bubble economy”; eurozone remains too fragmented and China is still not fully open. Both
eurozone and China do not have the economic and financial structure yet to manade such a leadership, and they
cannot risk a collapse. To sum up, we can expect the USD dominance to be dented further, and the evolution of the
petrodollar system is set to represent another channel, but its leadership not yet. Ultimately, the current currency
system probably still suits almost everyone at least for the near future, and not just the US.
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Ledgal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication
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charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchange rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not quarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imadges, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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