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Strategic Autonomy Remains but US Institutions Doubted

themselves must decide upon it.

To what extent can the recent
war in the Persian Gulf be con-
sidered an economic threat
to India, given that India and
a number of other countries

supply the majority of their
required oil from the Persian
Gulf and the Strait of Hormuz?
The recent war has, primar-
ily, inflicted losses upon all
countries dependent upon the
Persian Gulf’s oil and energy,

including European countries,
India, Japan, and China. Iran’s
action in blockading the world’s
energy artery at the Strait of
Hormuz as a lever of pressure
has generated extreme volatil-
ity in energy prices worldwide,

such that the dissemination of
any news concerning the war
and the Strait of Hormuz exerts
a direct effect upon oil and ener-
gy price fluctuations. This mat-
ter demonstrates the sensitive
strategic location of the Strait of
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India’s decision to settle pay-
ments for Iranian oil in Chi-
nese yuan marks a subtle yet
potentially consequential shift
in the evolving architecture of
global energy trade and finance.
While the transaction may ap-
pear technical, its implications
extend well beyond bilateral
trade, touching on sanctions
regimes, currency politics, and
the long-term trajectory of the
dollar-centred international
system. In a world increasingly
shaped by geopolitical tensions
and economic fragmentation,
such moves are better under-
stood as part of a broader struc-
tural transition rather than iso-
lated events.

Breaking from dollar-
centric order

For decades, the global oil trade
has been conducted overwhelm-
ingly in US dollars, forming the
foundation of what is common-
ly referred to as the petrodollar
system. This arrangement has
ensured sustained global de-
mand for the dollar while rein-
forcing US financial dominance
through institutions such as
SWIFT and the International
Monetary Fund (mF). It has also
provided Washington with a
powerful geopolitical tool: the
ability to impose sanctions that
restrict access to dollar-based
financial networks.

Against this backdrop, India’s
decision to pay for Iranian oil
in yuan represents a notable
departure from established
norms. What makes the move
particularly significant is that
it was not strictly required. A
temporary 30-day US sanctions
waiver allowed transactions
with Iran to proceed in dollars
without immediate legal con-
sequences. The choice of yuan,
therefore, appears deliberate
rather than constrained, signal-
ling a cautious attempt to diver-
sify financial channels.

This shift reflects a growing
concern among countries about
overdependence on a system
that can be weaponised. While
the dollar offers unmatched
liquidity and stability, it also
exposes users to political risks.
India’s move suggests that even
major economies with strong
ties to the United States are ex-
ploring ways to reduce vulnera-
bility without fully abandoning
the existing system.

Strategic drivers behind
the yuan shift

Several factors help explain why
India opted to settle in yuan.
One key driver is the desire to
avoid US financial surveillance
and the unpredictability asso-
ciated with sanctions enforce-

ment. Even when waivers are
granted, transactions routed
through dollar-clearing systems
remain subject to oversight
and potential disruption. In an
uncertain geopolitical environ-
ment, reducing such exposure
becomes a strategic necessity.

Iran’s economic realignment
also plays a crucial role. Due to
prolonged sanctions, Tehran
has been largely excluded from
the dollar system and has in-
creasingly turned toward China
as a primary economic partner.
China is not only a major buyer
of Iranian crude but also a key
source of goods and investment.
As aresult, the yuan has become
a practical medium of exchange
for Iran, enabling it to recycle its
earnings into imports from Chi-
na. This creates a self-sustaining
trade loop that reduces reliance
on Western financial systems.

China’s broader geo-economics
strategy further reinforces this
shift. Beijing has long aimed to
internationalise the yuan and
reduce dependence on the dol-

lar, particularly in strategic sec-
tors such as energy. Expanding
oil trade in yuan — often de-
scribed as the emergence of a
“petro-yuan” system, is central
to this ambition. By facilitating
such transactions, China not
only increases the global use of
its currency but also strength-
ens its influence in shaping the
future of international finance.
India’s participation in this ar-
rangement may not reflect align-
ment with China’s long-term
goals, but it nonetheless con-
tributes to the gradual normali-
sation of yuan-based trade. This
highlights the complex interplay
between national interests and
systemic change in today’s mul-
tipolar world.

India’s pragmatism and

parallel financial channels
Despite the geopolitical impli-
cations, India’s decision is best
understood through the lens
of pragmatism. As one of the
world’s largest energy import-
ers, relying on external sources

for nearly 85-90 percent of its
crude oil, India must prioritise
energy security above all else.
Iranian oil offers clear advantag-
es, including competitive pricing
and flexible contractual arrange-
ments, particularly during peri-
ods of elevated global prices.

At the same time, India con-
tinues to pursue a strategy of
multi-alignment, maintaining
relations with a wide range
of global actors, including the
United States, Russia, Iran, and
China. Rather than aligning ex-
clusively with any single bloc,
New Delhi seeks to preserve
strategic autonomy by engaging
with multiple partners. The use
of yuan in this context reflects a
practical adaptation rather than
a geopolitical shift.

The mechanics of the transac-
tion also illustrate the emer-
gence of alternative financial
infrastructures. By routing
payments through a Shang-
hai-based banking channel, In-
dia has effectively bypassed tra-
ditional dollar-clearing systems.

Hormuz and the conditions aris-
ing from the war.

India, as one of the major con-
sumers of Persian Gulf oil, will
undoubtedly be affected by this
situation. This effect will be
consequential both for the final
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Banners calling for Russia’s
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price of that country’s manufac-
tured commodities and, in the
energy domain, for India’s ordi-
nary populace. To state it more
clearly, this is a war from which
all countries have been econom-
ically affected.

This demonstrates how parallel
financial networks are gradually
developing, enabling countries
to conduct trade outside West-
ern-dominated institutions.
While still limited in scope, such
systems are gaining traction as
geopolitical tensions encourage
diversification.

Global implications and
emerging risks

The broader significance of
India’s yuan-based oil pay-
ments lies in their cumulative
potential. On their own, such
transactions do not pose an im-
mediate challenge to the domi-
nance of the dollar. The dollar
continues to benefit from deep
capital markets, institutional
credibility, and global trust.
However, incremental shifts,
repeated across countries and
sectors, could gradually erode
the structural foundations of
the petrodollar system. This
process, often described as
de-dollarisation, remains slow
and uneven. Yet the underlying
drivers are becoming more pro-
nounced. The increasing use of
sanctions as a policy tool has
prompted many countries to
seek alternatives, while Chi-
na’s economic rise provides a
viable — though still imperfect
— counterweight. Alongside
yuan-based trade, discussions
around local currency settle-
ments and potential BRICS fi-
nancial mechanisms reflect a
broader search for diversifica-
tion within the global system.
At the same time, the transi-
tion toward a more multipolar
financial order carries certain
risks. The yuan is not fully con-
vertible and remains subject to
state control, limiting its appeal
compared to the dollar. For In-
dia, increased use of yuan could
also translate into greater in-
direct dependence on China,
raising strategic concerns, given
existing geopolitical tensions.
Moreover, such moves are likely
to attract scrutiny from the Unit-
ed States, particularly if they ex-
pand beyond isolated cases. The
temporary nature of sanctions
waivers further complicates the
sustainability of these arrange-
ments.

Ultimately, India’s decision
to pay for Iranian oil in yuan
should be seen as a signal rath-
er than a rupture. It reflects a
world in transition — one in
which economic pragmatism,
geopolitical rivalry, and institu-
tional change are reshaping the
contours of global finance. While
the dollar’s dominance is unlike-
ly to disappear in the near term,
the gradual expansion of alter-
native systems suggests that the
future international monetary
order will be more fragmented,
more competitive, and increas-
ingly defined by strategic choice
rather than default dependence.

The article first appeared on
Valdai Discussion Club.



