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Global Finance: Kicking Russia Out of SWIFT

Over the past days, the United States and other countries have imposed various sanctions on Russia for its
invasion of Ukraine. One sanction that was discussed initially but not implemented immediately was
blocking Russia from the SWIFT global banking network. However, the United States and European allies
eventually agreed to remove selected Russian banks from SWIFT. What does this mean?

What is the SWIFT financial system?

SWIFT, which stands for the Society for Worldwide Interbank Financial Telecommunication, is a
cooperative of financial institutions formed in 1973. Headquartered in Belgium, SWIFT is overseen by the
National Bank of Belgium along with other major central banks, including the U.S. Federal Reserve System,
the Bank of England, and the European Central Bank.1

SWIFT isn't a traditional bank and doesn't move money like a traditional bank. Rather, it moves information
about money, acting as a secure global messaging system that connects more than 11,000 financial
institutions in over 200 countries and territories around the world, alerting banks when transactions are
about to take place and facilitating cross-border financial activity.2

SWIFT communications are important to the global banking system. In 2021, SWIFT recorded an average
of 42 million messages per day, an 11.4% increase over 2020.3

Blocking selected Russian banks from SWIFT is a drastic measure that could potentially result in significant
economic pain for Russia, both immediately and over the long term. It essentially cuts Russia off from the
global financial system.4

What was behind the initial delay in expelling Russia from SWIFT?

The United States favored blocking Russia from SWIFT at the outset, but couldn't do so unilaterally. Such a
move required the support of other European nations, and some of the 27-member nations in the European
Union (EU) were initially hesitant. Because Russia is a key energy supplier to Europe, some European
nations worried that expelling Russia from SWIFT could potentially disrupt natural gas supplies and make it
more costly and complicated to send payments for energy and other goods.5 Another reason for hesitancy
was the fear of jeopardizing a fragile post-COVID economic recovery in Europe.6

Additionally, there were concerns that blocking Russia from SWIFT would cause it to find alternative ways
to participate in the global economy by forging stronger ties with China, developing its own financial
messaging system, and/or creating its own digital currency. There was also the risk that Russia could
attempt to disrupt the global economy through ransomware attacks.?

While the United States waited for buy-in from all 27-member EU nations to block Russia from SWIFT, it
focused on targeting Russian banks directly in an effort to limit their ability to raise capital and access U.S.
dollars. Russia's financial services sector is heavily dominated by state-owned entities that rely on the U.S.
financial system to conduct their business activities, both within Russia and internationally. By targeting
Russian banks directly with sanctions, the United States attempted to isolate Russia from international
finance and commerce.8

Page 1 of 2, see disclaimer on final page



Treasury Secretary Janet Yellen stated, "Treasury is taking serious and unprecedented action to deliver
swift and severe consequences to the Kremlin and significantly impair their ability to use the Russian
economy and financial system to further their malign activity."?

The road to SWIFT sanctions

Then on February 26, 2022, after intense international diplomacy and an impassioned plea by Ukraine
President Volodymyr Zelensky that by all accounts moved world leaders to act, the United States, Canada,
the European Union, and the United Kingdom agreed to kick selected Russian banks off the SWIFT
financial network.10 In making the announcement, European Commission President Ursula von der Leyen
stated, "This will ensure that these banks are disconnected from the international financial system and
harm their ability to operate globally."11

Not all Russian banks were cut off from SWIFT, though. As a compromise, some smaller banks were
allowed to remain to allow European nations to pay for natural gas (the EU imports 40% of its natural gas
from Russia) and to allow the United States to pay for oil.12

Along with blocking certain Russian banks from SWIFT, the United States, Canada, the European Union,
and the United Kingdom also announced that they would take additional actions against Russia's central
bank to prevent it from deploying its more than $600 billion in reserves in attempt to "sanction-proof"
Russia's economy. Ms. von der Leyen stated, "We will paralyze the assets of Russia's central bank."13

This is a fluid situation, and ongoing diplomacy around sanctions is likely in the days and weeks ahead.
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IMPORTANT DISCLOSURES

The information presented by Endowment Wealth Management, Inc. is not specific to any
individuals personal circumstances and should not be taken as personal investment advice, nor
should it be construed as a firm recommendation.

To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be
used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each taxpayer
should seek independent advice from a tax professional based on his or her individual circumstances.

These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable—we cannot assure the accuracy or completeness
of these materials. The information in these materials may change at any time and without notice. If you
have any questions please call our offices at 920-785-6010.

Investments involve risk and unless otherwise stated, are not insured or guaranteed. Past performance is
no guarantee of future results. A copy of Endowment Wealth Management Inc.'s disclosure document,
Form ADV Brochure Part 2, is available upon request.
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