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Chokepoints

The New Meeting Points Between Geopolitics

or most of recorded history, power has
accrued to those who control geographical

bottlenecks, or “chokepoints.”

During the Peloponnesian War 2,431 years
ago (405 BCE), the Spartans seized control of
the Dardanelles, a narrow strait connecting the
Black Sea to the Mediterranean, thereby cutting
off Athens' grain supplies, starving the city into

surrender a year later.!

Fast forward to 2026, Iran’s closure of the Strait
of Hormuz, a narrow sea passage through which
20% of global petroleum flows, has proven to be
a key geopolitical lever in the 2026 Iran conflict.

However, as Edward Fishman writes in

Chokepoints, new global bottlenecks have
emerged, like currency networks, correspondent
banks, marine insurance, and semiconductor

supply chains.

Like their predecessors, these new chokepoints
funnel enormous flows through narrow passages,
are expensive to replicate, and confer outsized
power on those who control them. Unlike the
prior geographical chokepoints, these new
chokepoints are far less apparent. But just as
the closure of a strait physically cuts off shipping
trafficc a compliance notice from the U.S.
Treasury likewise virtually cuts off a country’s

access to much of the global financial system.

Investors should incorporate these new choke-
points into their assessment of potential events
that could produce lasting economic consequences.
Understanding which infrastructure is concen-
trated, who controls it, and when it might be cut
off is not just a geopolitical exercise; it is now a

macroeconomic one.

THE DOLLAR WEAPONIZED

Almost every foreign exchange transaction today
requires the U.S. dollar, even if no American
parties are involved. For example, when Indian
importers buy Australian coal, they usually
convert their rupees to U.S. dollars, then U.S.
dollars to Aussie dollars to pay for the coal.

«THE U.S. DOLLAR HAS BEEN
INVOLVED IN ALMOST 90%
OF ALL FOREIGN EXCHANGE
(FX) TRANSACTIONS,
DESPITE THE UNITED STATES
ACCOUNTING FOR LESS THAN
10% OF GLOBAL EXPORTS.»

And Macro
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*A currency is counted if it is used in at least one leg of the foreign exchange trade. As a result, the sum of the shares will exceed 100%.

Once a currency assumes that role, the network

effects are compounding,

In turn, in the last two decades, the U.S. dollar has
been involved in almost 90% of all foreign exchange
(FX) transactions, despite the United States
accounting for less than 10% of global exports
(see Figure 1). What's more, daily FX volume is a
staggering 100x the daily value of world trade.?

Meanwhile, China’s renminbi internationaliza-
tion has been, by any honest accounting, not very
effective: only 4% of global payments are settled
in the renminbi, and only 30% of China’s trade is

settled in its own currency!

For decades, the U.S. dollar infrastructure sat
dormant as a geopolitical weapon. The U.S.
worried that weaponizing the dollar would
“undermine the role of the dollar as the reserve
currency,’ as Clinton’s Treasury Secretary
Rubin said.* But that restraint evaporated after
September 11, 2001, with the U.S. initiating

large-scale sanctions for the first time.’

The dollar’s ultimate test of weaponization came

in February 2022 when Russia invaded Ukraine.

Ahead of the invasion, the Russian central bank
built up reserves in various currencies explicitly
to “sanction-proof” its economy. But ownership
turned out to be different from control. After
Russia’s invasion of Ukraine in 2022, the U.S.
and its allies “immobilized” over $300 billion
in Russian reserve assets denominated in euros,

pounds, yen, and, of course, U.S. dollars. It

was soon apparent that even assets held in “safe”
. . . . . . “ ” .

jurisdictions, denominated in “safe” currencies,
and custodied by reputable institutions, were

contingent on geopolitical alignment.®

As the world wakes up to the dollar as a new
chokepoint, central banks have ramped up gold
purchases at a pace not seen in modern history, led

by China, Poland, India, and Turkey (see Figure 2
on page 6).

«THE RUSSIAN RESERVE
FREEZE SIMPLY REVEALED
THE DOLLAR SYSTEM'S
CONDITIONAL TERMS.»

Rather than signaling the end of the dollar
system, the gold bid reflects an increased demand
for anti-chokepoint assets that require no access
to Western currency infrastructure. The Russian
reserve freeze simply revealed the dollar system’s
conditional terms. Investors and policymakers
realized that access to the system was more
valuable—and conditional—than  previously

thought, pushing the price of gold up 135% from
February 2022 to April 2026.7

CUT OFF BY YOUR BANK

If the dollar is the language of international finance,

correspondent banking is finance’s postal system.
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fg2. PAYING TO OPT OUT:

WORLD CENTRAL BANK GOLD RESERVES CUMULATIVE CHANGE SINCE FEBRUARY 2022

m Russia

m
=
=]
E
(%]
o]
<
-
o
>
o
=
[}
£
[ e e 1 1L ]
_’|O ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
Feb. ‘22 Jul.'22 Dec. '22

m China

= Poland ® India

Turkey

May. 23 Oct. 23 Mar. '24

Aug. 24

Rest Of The World

Jan.'25

Source: International Monetary Fund

The U.S. dollar in EFX

transactions requires every international bank to

dominance of the

hold dollar accounts with U.S.-regulated banks,
meaning most cross-border payments will likely
pass through at least one intermediary in New
York, processed and routed mostly by the private
Clearing House Interbank Payments System
(CHIPS).® In other words, even transactions
in U.S. dollars with no American party will
typically pass through a New York correspondent
account—a plumbing quirk that few bankers
thought about until the U.S. Treasury turned it

into a chokepoint.

The innovation, pioneered by Stuart Levey at
the Treasury’s Office of Terrorism and Financial
Intelligence after 9/11, was to utilize private
compliance incentives rather than rely solely on
government enforcement. The U.S. Treasury’s
Office of Foreign Assets Control (OFAC)
blacklisted entities by listing them on the
“Specially Designated Nationals and Blocked

Persons List,” colloquially known as the “SDN
list” (see Figure 3). At 2,095 pages long (and
counting), entities unfortunate enough to make
the list face asset freezes, blocked transactions,

and “excommunication from the dollar system.”

The approach was self-enforcing, In 2005, when
the Treasury designated Banco Delta Asia, a small
Macau bank that served as North Korea’s financial
conduit, as a primary money-laundering concern,
banks across Asia preemptively cut ties with
Pyongyang.'® No one told them to: The mere risk
of associating with a designated institution was

enough for the banking “chokepoint” to hold sway.

Iran is another example. Early direct U.S.
sanctions on trade accomplished little because
the United States didn't buy Iranian oil. The
breakthrough was targeting the financial network
rather than the commodity. By threatening to
sever any foreign bank that processed Iranian

transactions from the dollar clearing system in
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*Specially Designated Nationals and Blocked Persons List

2022, the Treasury effectively forced every major
international bank to make a choice: do business
with Iran, or do business with the United States.
Those who try to do business with both without
disclosing it to the U.S. government face massive
penalties. For instance, BNP Paribas paid a $9
billion fine, and HSBC paid $2 billion. Neither
bank was American—but both depended on

access to the dollar for their survival.!

NOT SMOOTH SAILING

Global trade moves by ship—and ships need
open seas and clear channels. But that’s not all
that is needed.

«GLOBAL TRADE MOVES BY

SHIP—AND SHIPS NEED OPEN

Even in a world of peaceful maritime activity,
ships need insurance, as ports and canals will

refuse to admit uninsured vessels.

The marine insurance market—hull, cargo,
(P&I)—is

overwhelmingly concentrated in London and
a handful of Western markets. London-based

and protection & indemnity

International Group of P&I Clubs covered over
95% of all oil cargoes at the onset of the Russo-

Ukrainian war.'?

This concentration enabled the most innovative
sanctions instrument of the post-2022 era: the
oil price cap. Under rules imposed in late 2022,
Western firms could no longer ship, insure, or
finance Russian oil sold above $60 per barrel. The
mechanism was elegant—rather than removing
Russian barrels from the market (which would
spike prices), it used the insurance chokepoint
to cap the revenue Russia could earn per barrel.
As Daniel Yergin observed, the price cap and EU
embargo marked “the end of the global oil market,”

Continued on page 9
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and replaced it with a partitioned system shaped

by geopolitics as much as economics.”

Russia responded by assembling a shadow fleet
of aging tankers with opaque non-Western
insurance. The fleet works, but at a cost: Russian
crude sells at a persistent discount to Brent (see
Figure 4). As a result, in the first half of 2023,
Russia’s oil revenues fell nearly 50% year-over-
year. An Indonesian minister helpfully posted on
Instagram that Russia had offered his country oil
“at a price that's 30% lower than the international
market price.” Discretion, apparently, was not

part of the deal.

CHIPS > CRUDE

The semiconductor supply chain is much more
concentrated than it initially appears (see Figure
5). A single company—the Dutch firm Advanced
Semiconductor Materials Lithography, better

known as ASML—produces the most critical
manufacturing equipment: extreme ultraviolet
lithography systems. Also, another company,
Nvidia, designs over 70% of the world’s leading-
edge AI chips (see Figure 5 again). Meanwhile,
a third company, Taiwan Semiconductor
Manufacturing Company (TSMC), accounts
for 90% of the market for the most advanced

chip manufacturing™

the

chokepoint in the most active “arms race.”

Semiconductors are perhaps current

ACCESS TO THE DOLLAR,
ND REMOVING IT COULD
E JUST AS LETHAL.»

fig5. SUPPLY CHAIN DOMINANCE:

The initial weaponization of semiconductors
began almost by accident. In 2018, the U.S.
Commerce Department cut off ZTE, a Chinese
telecom firm, from access to U.S. components
due to sanctions violations. The company nearly
collapsed within weeks, prompting the Chinese
state newspaper to publish a series of 35 articles
titled “What Are Our Chokepoints?™® The
lesson was clear to both sides: Access to U.S.
technology could be as vital as access to the dollar,

and removing it could be just as lethal.

The campaign escalated rapidly: the U.S. forced
every chipmaker in the world—including
Taiwan's TSMC—to choose between selling
to Huawei, the Chinese tech giant, or buying
U.S. technology. In October 2022, the Biden
administration imposed sweeping semiconductor

export controls on China.

But such export control was not perfect. Less
than a year later, in August 2023, China’s Huawei
Mate 60 Pro was released with an advanced chip
that was designed and manufactured by Chinese
companies, albeit one that relied on older, less

efficient manufacturing equipment.'®

That said, replicating the entire Western
semiconductor ecosystem—from chip design
software to lithography—requires not just
money but decades of cumulative technical
knowledge. While Beijing is spending billions
right now to catch up, the gap remains wide: The
computational power of the latest Huawei chips
is only a third of Nvidias. Moreover, 90% of
Chinese AI models are still trained on Western

hardware (see Figure 6 on page 10).”

THE HOLIDAY IS OVER

Geographic  chokepoints  justifiably ~ garner
the most media attention, but as Fishman
details in Chokepoints, the less visible ones may
become increasingly important and much more

market-moving,

SEMICONDUCTOR INDUSTRY VALUE ADDED BY SUPPLY CHAIN AND REGION IN 2024
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**Design also includes memory, analog, discrete, and other chips, although GPUs and CPUs (also called logic chips) remain the most advanced and have the largest market share.




We are not witnessing deglobalization; rather,
we're learning that participation in the global
economy is no longer unconditional. The
U.S. dollar still dominates. Most cross-border
transactions still flow through New York. Ships
still sail. Semiconductors are still running in data
centers. But the infrastructure through which
all of this operates heavily depends on American
jurisdictional and political decisions, and, in
extremis, is as weaponizable as shutting down a

narrow ocean strait.

For investors, understanding the financial,
legal, and network infrastructure of the global
economy now matters as much as knowing
markets, prices, and geography. Using this lens
might also help one anticipate the next big move
by a geopolitical actor, perhaps uncomfortable
with American dominance, who may try to

circumvent the new chokepoints. P
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