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For decades, global supply chains have driven efficiency and 
resilience in global trade, benefiting consumers by providing a 
variety of products at affordable prices. Companies leveraged 
logistics, capital mobility and trade liberalisation to reduce costs 
and build economies of scale. However, recent crises like 
COVID-19, geopolitical conflicts and trade weaponisation have 
revealed vulnerabilities and dependencies in key sectors.

Policymakers now focus on safeguarding critical supply chains, 
reducing high-risk dependencies and boosting resilience against 
external shocks. This shift aims to ensure long-term economic 
stability and competitiveness in an uncertain global environment.

The physical architecture of supply chains must change, not just 
to lock in future supplies of raw materials, but also to safeguard 
the physical and digital integrity of every step of the supply 
chain, in the name of national security. It seems obvious that 
foreign direct investment (FDI) will suffer, weakening global 
capital expenditure.

All these considerations are driving debates in boardrooms and 
investment companies around the world, with the recognition 
that prevailing country risk premiums will have to change, along 
with the mechanisms to determine them, because they do not 
adequately reflect the outlook.

Franklin Templeton Institute offers five topic papers covering five 
global supply chains, applying fundamental research with an eye 
to identifying sources of risk and opportunity in each:

Investors must develop a deep understanding of industry-spe-
cific supply chains to be able to pick the winners and avoid the 
losers in the next decade. It is not just about the country of 
origin. In a world where everything can be weaponised, the tradi-
tional measures of valuation and risk no longer apply.

After enduring a prolonged and unprecedented 
series of shocks, the global economy appeared to 
have stabilised, with steady yet underwhelming 
growth rates. However, the landscape has 
changed as governments around the world 
reorder policy priorities and uncertainties have 
climbed to new highs. Forecasts for global 
growth have been revised markedly down 
compared with the January 2025 World 
Economic Outlook (WEO) Update, reflecting 
effective tariff rates at levels not seen in a 
century and a highly unpredictable environment.” 

IMF, World Economic Outlook, 14 April 2025
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The 78-year-old global trade architecture is 
being overturned 
At Yalta in 1945, Roosevelt, Churchill and Stalin failed to reach an 
agreement on how to reconstruct Europe and maintain security 
on the Continent. The United States and United Kingdom wanted 
to ensure that democracies would flourish and that disputes 
would be peacefully resolved through international organisations, 
while the Soviet Union insisted on managing the internal affairs of 
the countries they controlled.

As part of the “Truman Doctrine” to contain the Soviet Union, the 
Western allies created the General Agreement on Tariffs and 
Trade (GATT), the foundations of the global trading system. 
Eventually, the World Trade Organisation (WTO) was set up in 
1995, and enabled decades of economic growth-enhancing trade 
flows across the globe. Today, the United States appears to be 
forcing a radical breakup of the system in favour of an isolationist 
model, which means reducing imports into the country by way of 
tariffs and other barriers to trade. We are on the threshold of a new 
era, with profound consequences for investors.

sanctioned for the annexation of Crimea in 2014. It serves 
domestic Russian banks and around 50 foreign banks, mainly 
from Central Asia, although there have been announcements of 
central banks in India,6 Iran and China also connecting to 
facilitate payments.

Regardless of the rights and wrongs of this deglobalisation 
move, this process implies a change in the financial 
plumbing of the world’s trading system, with potentially 
profound effects on investors.

Investment takeaway

Efforts to develop new financial plumbing for 
global trade will intensify 
SWIFT (Society for Worldwide Interbank Financial 
Telecommunications) is the dominant payments system in the 
world. It was built to create standards for international bank 
messaging, which facilitates commercial activity and international 
trade. It serves 11,500 banks in more than 200 countries and 
processes an average of 44.8 million1 messages per day. It is a 
user-owned cooperative with a focus on efficient operations. The 
actual funds clearance and settlement uses the Federal Reserve-
owned CHIPS (Clearing House Interbank Payments System), with 
an average daily transaction value of US$1.8 trillion.2  

China set up a competitor in 2014 called Cross-Border Interbank 
Payment System (CIPS), for the purpose of supporting renminbi 
(RMB) settlement and making RMB transactions more attractive. 
The People’s Bank of China (PBOC) supervises it and it requires 
direct members to be under the PBOC's jurisdiction. It serves 77 
direct and 1,2833 indirect participants with an average daily 
transaction value of nearly US$56 billion.4 It is estimated that as 
much as 80%5 of its transactions rely on SWIFT messaging. 
Meanwhile, Russia developed its own System for the Transfer of 
Financial Messages (SPFS in Russian) after the nation was 

The expectation is that in a scenario of an explicitly protec-
tionist United States, the volume of trade overall will probably 
fall, predominantly trade with the United States. Logically, 
China and Russia will likely paint this as a crisis in confidence 
in the United States and redouble their efforts to widen the 
use of their alternative payment systems. 

Investment takeaway

Who wants to de-dollarise?
The United States has used its strong financial sector to influence 
other countries. However, rising geopolitical tensions are leading 
to trade regionalisation. More countries are creating payment 
systems to reduce reliance on the US dollar (USD) by settling 
transactions in local currencies through bilateral currency swap 
lines. While these do not currently threaten USD dominance, they 
fragment the global payment system, raising efficiency and 
stability concerns, according to the International Monetary Fund 
(IMF).7

The BRICS+ group is incentivised to develop a non-USD-based 
financial system, with China, Russia and Iran aiming to hedge 
against United States and Western sanctions. China’s dominance 
in this group is expected to enhance its global influence through 
the explicit strategy8 to internationalise the RMB. The RMB’s 
share in reserves and trade is likely to grow moderately, especially 
among BRICS+ members, although capital controls may limit this 
growth in the short to medium term. China is likely to continue to 
focus on increasing acceptance of its CIPS and Central Bank 
Digital Currencies (CBDC). It is claimed that intra-BRICS trade is 
now 65%9 in their own currencies, relegating the USD to 33%, 
although that data is hard to verify. What is clear is that there is 
evidence of the wider use of RMB, as is the case of Saudi Arabia 
accepting RMB as payment for some oil exports,  
as per S&P Global.10   

Russia is motivated to establish a rival to the G7 to bypass 
Western sanctions and challenge USD hegemony. Despite 
prioritising geopolitical ambitions over economic diversification, 
Russia’s drive to expand BRICS+ and confront the West is 
evident. This effort serves both practical and propaganda 
purposes, demonstrating Russia’s leadership in global affairs.
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King USD? 
Typically, trade is settled in the most liquid currency acceptable 
to both sides, largely because of the lower transaction costs. This 
means that for certain less liquid currencies, it is worthwhile to 
add the USD as the intermediate step. The BRICS have been 
explicitly incentivising the use of their own currencies as a policy, 
which suggests a continuous increase in the use of other 
currencies at the margin. This is a structural change, as the PBOC 
increases its credit lines for trade in RMB and the United Arab 
Emirates (UAE) dirham becomes more prevalent in this grouping 
over time.

If the United States builds a tariff wall, international trade will 
decrease, reducing demand for USD. This trend may 
continue if more countries join trade agreements like the 
Comprehensive and Progressive Agreement for Trans-Pacific 
Partnership (CPTPP)11 or the Regional Comprehensive 
Economic Partnership (RCEP),12 which represented 45%13 of 
global trade in 2024 and excluded the United States. Despite 
this, the USD still accounts for 49%14 of global payments.

Investment takeaway
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Exhibit 1: US Dollar Most Often Used for Global Payments
Currency Used Most Often for Global Payments through 
SWIFT Systems
As of March 2025

Digital currencies are advancing at the margin
The definition of money is evolving beyond traditional govern-
ment-backed fiat currency and alternative mediums of exchange 
and payment are emerging, like CBDCs. However, progress in 
cross-border payments has lagged due to high costs, low speed, 
limited access and insufficient transparency. Efforts to enhance 
cross-border payments are focused on improving interoperability, 
upgrading legal frameworks and creating better data messaging 
standards.15

The Atlantic Council reports that 134 countries, accounting for 
98% of global gross domestic product, were exploring CBDCs in 
2024. Eleven G20 nations have advanced pilot programs. The 
digital euro is in a two-year preparation phase ending in 2025, 
with some transactions already tested. Brazil, Japan, India, 
Australia, South Korea, South Africa, Russia and Türkiye are also 
conducting pilots. China leads with its digital yuan (e-CNY), which 
has reached 260 million wallets in 25 cities. In October 2023, 
PetroChina completed its first international crude oil trade using 
e-CNY.16

As an instrument of trade, CBDCs and their development clearly 
have a geopolitical element. Reduced transactional friction 
between certain countries should encourage commerce and the 
growth of new trading routes. This is likely to strengthen some 
trading networks but challenge others. Notable examples of 
developments at this international level in 2024 alone include: 

•	 Project mBridge, a collaboration between the Bank of 
International Settlements (BIS) Innovation Hub and the central 
banks of Thailand, the UAE, Hong Kong, China and Saudi 
Arabia, has reached its minimum viable product phase.17

•	 India and the UAE signed a memorandum of understanding to 
“jointly conduct proof of concept and pilots of a bilateral 
CBDC bridge to facilitate cross-border CBDC transactions of 
remittances and trade.”18 

•	 The Bank of Russia is ready to test digital currencies for 
settlement of transactions with China and the countries 
making up the Eurasian Economic Union—Belarus, 
Kazakhstan, Armenia and Kyrgyzstan. Russia’s finance minister 
also disclosed that it is looking at CBDC initiatives with the 
oil-rich Gulf nations and potentially other BRICS nations—
Brazil, India and China.19  

These efforts illustrate how having an ability to plug into the  
new payment infrastructure may become not just a matter of 
convenience or efficiency, but a matter of strategic importance  
to compete in a changing world. For more on this topic, please 
see The Future of Investing: Future of Money article by Sandy 
Kaul and Robert Crossley from Franklin Templeton Industry 
Advisory Services.

In a “multipolar” world, there is a generalised move away 
from using the USD as the dominant currency for trade 
finance. Since increasing volumes of trade are likely to be 
completed between countries of the “Global South” who 
tend to do a lot of government-to-government deals, it 
seems logical to expect increasing use of CBDCs, rather 
than traditional currencies. 

Investment takeaway

https://franklintempletonprod.widen.net/content/8p0ezagnn2/pdf/the-future-of-investing-money-us.pdf
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Foreign exchange reserves unaffected for now
The IMF’s latest Currency Composition of Official Foreign 
Exchange Reserves (COFER),20 shows the value of currencies in 
foreign reserves is down -4.8% over the last five years, eroded by 
sustained purchases of gold, which is not captured by COFER. 
Within COFER, the USD is still the most widely held reserve 
currency, accounting for 58% of total. The euro is second at 20%, 
followed by the Japanese yen (5.8%), British pound (4.7%), 
Canadian dollar (2.8%) and Chinese RMB (2.18%). However, gold 
has been growing at the BRICS+ central banks, as can be seen in 
Exhibit 2.

Increased trade among non-G7 countries may boost CBDC 
usage. Investors should monitor alternatives like CIPS, RMB 
acceptance in BRICS+ trade and cross-border CBDC projects 
like mBridge, as these developments could affect the demand for 
US Treasury bonds. Despite potential changes, we believe the 
USD is likely to remain the preferred global reserve currency due 
to its incumbency, liquidity, efficiency and confidence.

Investors have a fiduciary duty to regularly re-evaluate the 
possibility that this trajectory could eventually lead to a reduced 
global appetite for US Treasury bonds, although the likelihood 
remains low at present, in our view. Key indicators for investors  
to monitor include the development of alternative financial 
systems like CIPS, the acceptance level of the RMB in intra-
BRICS+ trade and the evolution of cross-border wholesale CBDC 
projects like mBridge, which connects China, Thailand, the UAE 
and Hong Kong, and is expected to expand to 11 countries this 
year. In our opinion, this will be the real test case for  
a potential replacement of SWIFT in the future.

Ultimately, barring significant changes to institutional strength  
in the United States (for example, loss of independence of the 
Federal Reserve) we expect the USD to remain the preferred 
global reserve currency in the foreseeable future. Even as other 
currencies increase their participation in foreign reserves, trade 
invoicing and transactions, incumbency, liquidity, efficiency and 
confidence in the USD mean there is no obvious single chal-
lenger in the medium term.
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Exhibit 2: Gold Is Increasing its Share of BRICS+ Central 
Bank Reserves
Gold as a Percent of Total Reserves
As of March 2025 or latest available

Conclusion
The USD and the euro are two major currency blocs that coexist 
with multiple floating currencies. The USD bloc is the largest, 
although this could change if Beijing were to “unpeg” its currency 
from the USD.21 China’s capital controls and history of unilaterally 
adjusting the effective exchange rate to its advantage reduce the 
likelihood of a RMB bloc forming soon. 

China aims to internationalise the RMB to increase its global 
influence and protect against potential sanctions. The RMB’s 
share in global reserves and trade will grow, especially with 
BRICS+ members, though lifting capital controls is unlikely in the 
near term. Efforts to use CIPS and CBDC for financial transactions 
will likely continue, aiming to shield countries from future 
sanctions and reduce reliance on SWIFT and CHIPS.

This discussion is for educational purposes only and should not be relied upon as 
investment advice or recommendations or an offer. Discussions should not be regarded as 
any type of trading recommendation, or as a signal about any past, current or future trading 
activity in any fund or strategy, by Franklin Templeton and its affiliates.

Contributors

Karolina Kosinska
Analyst

Franklin Templeton Institute
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WHAT ARE THE RISKS? 
All investments involve risks, including possible loss of principal.
Equity securities are subject to price fluctuation and possible loss of principal.
International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which 
could increase volatility. These risks are magnified in emerging markets.
The government’s participation in the economy is still high and, therefore, investments in China will be subject to larger regulatory risk levels 
compared to many other countries. There are special risks associated with investments in China, Hong Kong and Taiwan, including less liquidity, 
expropriation, confiscatory taxation, international trade tensions, nationalization, and exchange control regulations and rapid inflation, all of which 
can negatively impact the fund. Investments in Hong Kong and Taiwan could be adversely affected by its political and economic relationship with 
China.
An investment in private securities (such as private equity or private credit) or vehicles which invest in them, should be viewed as illiquid and 
may require a long-term commitment with no certainty of return. The value of and return on such investments will vary due to, among other 
things, changes in market rates of interest, general economic conditions, economic conditions in particular industries, the condition of financial 
markets and the financial condition of the issuers of the investments. There also can be no assurance that companies will list their securities on a 
securities exchange, as such, the lack of an established, liquid secondary market for some investments may have an adverse effect on the market 
value of those investments and on an investor’s ability to dispose of them at a favorable time or price.
Investment strategies that incorporate the identification of thematic investment opportunities, and their performance, may be negatively 
impacted if the investment manager does not correctly identify such opportunities or if the theme develops in an unexpected manner. Focusing 
investments in the information technology- and/or technology-related industries carries much greater risks of adverse developments and price 
movements in such industries than a strategy that invests in a wider variety of industries.
Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held 
by any portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any 
particular security, strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.
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