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The global financial system has never been  
more interconnected, nor more exposed to 
geopolitical rupture. 

In 2025, global trade reached a record high.1 Cross-
border bank credit surpassed its pre-2008 global 
financial crisis peak,2 remittances hit an all-time high in 
real terms3 and foreign holdings of US Treasuries rose 
to new levels.4 This interconnectedness is decades 
in the making and has been a core engine of global 
growth. Cross-border capital flows, trade integration 
and financial innovation have expanded opportunity 
and lifted hundreds of millions out of poverty. 

Yet in recent years, political leaders around the 
world have prioritized national resilience and 
economic security over integration. The result is a 
system that remains deeply connected in practice 
but increasingly contested in principle and at 
growing risk of fracture. 

In 2025 and 2026, the United States attempted to 
fundamentally rewire the global trade and financial 
systems, deploying tariffs, sanctions, investment 
restrictions and fiscal measures to advance 
certain geopolitical and domestic priorities. These 
measures targeted China in particular, which proved 
more resilient than anticipated.

While the tools deployed were not new or unique 
to the US, the scale, speed and breadth of 
their application were. Previous analysis by the 
Navigating Global Financial System Fragmentation 
initiative assumed that even in a worst-case 
scenario, trade and financial linkages between 
the US and its geopolitical allies would remain 
untouched. In practice, tariffs were extended to 
Europe, Canada, Japan, South Korea and other 

partners. By March 2026, foreign central bank 
holdings of US Treasuries at the New York Federal 
Reserve dropped to their lowest levels since 2012.5

These developments and more challenged the 
Principles to Safeguard the Global Financial 
System from Fragmentation and the Rules of 
Engagement for Responsible Economic Statecraft 
proposed by this initiative, including independent 
fiscal and monetary policy-making, clearly defined 
and impartially enforced laws and international 
coordination on issues of financial stability and 
geoeconomic consensus. Additional factors 
not previously in focus, such as the integrity of 
government data, have also come under strain.

The policy turbulence of 2025 was a stark reminder 
that the institutional architecture underpinning 
cross-border finance cannot be taken for granted. 
Businesses and investors rely on these guardrails 
not only for efficiency but for confidence that 
commitments will endure beyond electoral cycles 
and despite geopolitical tensions. This allows them 
to conduct business across borders and provide 
functional capital markets worldwide. 

Today, fragmentation and the expanded use 
of financial and trade levers as instruments of 
statecraft pose material and systemic risks to 
growth. New quantitative analysis in this report 
suggests that today’s trade and financial policies 
are already costing the global economy roughly 
$300 billion, which is the size of the economies 
of Finland or Chile. The potential for a worst-case 
scenario, one that costs the world more than $6 
trillion, is also increasing; such a scenario surpasses 
the impact of the global financial crisis and is larger 
than the economies of Germany or Japan. 
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The effects are particularly acute in emerging 
markets and developing economies because, with 
shallower domestic capital markets and greater 
reliance on external trade and investment, they 
are disproportionately exposed to fragmentation in 
the global system. The perspectives from African 
business leaders and policy-makers outlined here 
are instructive, offering practical insight into how 
smaller, open economies navigate heightened 
geoeconomic uncertainty while balancing resilience, 
growth and strategic autonomy.

Against this backdrop, it is incumbent upon private-
sector leaders to articulate the economic cost of 
fragmentation. Security and resilience are legitimate 
policy objectives, but, without clear norms, 
proportionality and predictability in the use of 
economic statecraft, even well-intended measures 

can impose lasting costs on growth, investment 
and financial stability. National security and 
resilience need not come at the cost of the stability, 
interoperability and trust on which economic 
progress relies. 

To that end, the Navigating Global Financial System 
Fragmentation initiative will continue to convene 
more than 25 chief executives, chairpersons 
and other global finance leaders to reassess 
assumptions about the trajectory of fragmentation, 
examine regional dynamics and consider the 
implications for long-term prosperity.

This insight report renews the private sector’s call 
to preserve the core elements of the global financial 
system that enable growth. The world’s long-term 
prosperity demands it.
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This insight report revises estimates of 
fragmentation’s economic cost to account for 
recent geopolitical developments, and analyses 
concrete regional implications of global trends.

Executive summary

The period spanning 2025 and early 2026 marked 
a turning point in the acceleration of financial 
system fragmentation

In 2025 and 2026, the global policy environment 
shifted significantly, with finance, trade and 
economic policy becoming more intertwined. 
Countries not only raised barriers, but did so in 
unanticipated ways that have increased risks for 
firms and countries across the globe. 

This period represents a turning point in the course 
of fragmentation, as the United States set out to 
fundamentally rewire the global financial and trade 
systems using tariffs and other measures. China 
was a major target of these efforts and retaliated, 
leveraging its control over critical minerals supply 
chains to force a détente6 and redirecting its exports 
to reach a record trade surplus in 2025.7 The US 
increased tariffs and enacted restrictions not only on 
geopolitical adversaries but also on allied countries, 
some of which responded by retaliating or by pushing 
for diversification in their geoeconomic partnerships.

These changes and others have further fragmented 
the global financial system by making it harder for 
firms to operate across borders and for capital to 
move freely. In addition to their current drag on 
economic growth, they sharply increase the likelihood 
of economically damaging escalation. 

Challenges to long-recognized norms – such as 
central bank independence – as well as principles 
whose salience has only become clear in recent 
years – including the reliability of government 
data – emphasize the growing urgency to align on 
guardrails around the use of economic statecraft. As 
leaders seek to safeguard the security and resilience 
of their national economies, private-sector voices 
can articulate the importance of doing so in ways 
that minimize economic damage. The proposed 
Principles to Safeguard the Global Financial System 
from Fragmentation and the Rules of Engagement for 
Responsible Economic Statecraft articulated here can 
serve as a starting point for these efforts.

Current trade policy is already reducing growth, 
and the impact could increase to $6.9 trillion in 
lost gross domestic product worldwide

The evolving geopolitical backdrop requires an 
understanding of how the economic costs of 

fragmentation have changed in 2025 and 2026. 
Accordingly, new quantitative analysis in this 
report incorporates updated assumptions to 
estimate that fragmentation is already reducing 
gross domestic product (GDP) growth by 
between $213 billion and $307 billion and raising 
inflation by 0.2–0.3 percentage points (pp). The 
impact of existing policy varies by bloc: the costs 
are more substantial in the West, where growth 
is set to be reduced by 0.3–0.4 pp, than they are 
in the East or Neutrals, each with more modest 
reductions of approximately 0.1 pp, respectively. 
Further, the likelihood of scenarios in which 
fragmentation might escalate has increased over 
the same period. In a hypothetical worst-case 
scenario, a full economic decoupling between 
East and West, the negative impact to worldwide 
GDP could be up to $6.9 trillion. 

Updated features of the analysis include both 
qualitative assessments of how the year’s 
fragmentation has impacted the global economy 
and quantitative measures of how such policies 
have affected markets around the world. It 
addresses new real-world considerations, 
including the impact of US tariffs on its allies, 
countermeasures by those allies against the US, 
updated tariff pass-through rates to consumers and 
restrictions on services trade that vary by industry.

Regional manifestations of global trends  
are evident in Africa

Emerging markets and developing economies 
(EMDEs) are expected to experience the most 
severe impacts of fragmentation through reduced 
access to capital, which will reshape the realities, 
risks and opportunities facing policy-makers, 
businesses and households on the ground.

Insights drawn from interviews with African 
policy-makers and leaders of Africa’s large 
financial institutions illustrate that while recent 
developments exacerbate existing challenges, 
they also present an opportunity to pursue new 
avenues of growth and regional collaboration. 
The experience of navigating the geoeconomic 
turbulence of recent years offers valuable lessons 
for leaders across the world.

$6.9
trillion
Potential lost GDP in an 
increasingly plausible 
worst-case escalation 
in fragmentation
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The evolution of 
global financial 
system fragmentation 
Fragmentation accelerated in 2025, 
marking a shift towards a more divided 
global financial system.

The global financial system – an interconnected 
network of financial institutions, markets and 
instruments that facilitate the flow of capital within 
and across borders – has underpinned economic 
growth for more than half a century. In the five 
decades since the 1970s and the end of the 
gold standard-backed Bretton Woods system, 
economic integration has driven an unprecedented 
rise in prosperity, lifting swathes of humanity out 
of poverty. The share of people living in extreme 
poverty declined from approximately 48% of the 
world’s population in 1970 to 10% in 2015.8 

While policy-makers embraced increasing integration 
for decades, in the 21st century this trend was 
interrupted by events that spurred actors to develop 
new ways to leverage the system to achieve 
geopolitical objectives. The 11 September 2001 
attacks on the United States proved to be an early 
catalyst where, amid worthy efforts to halt terrorist 
financing, major powers began to use global 
payment networks to limit certain actors’ access to 
international finance. While most countries supported 
these efforts, the tools developed would go on to be 
used in a broader set of cases.

For example, the full-scale Russian invasion of 
Ukraine in 2022, and subsequent sanctions by the 
Group of Seven (G7), a bloc of leading industrialized 
countries including the United States and Japan, 
fully severed direct ties between a sizeable economy 
and international financial institutions and markets. 
Similarly, events such as the global financial crisis 
and the COVID-19 pandemic destabilized the 
system and eroded trust in financial institutions 
and regulators. These shocks triggered a rise in 
regulatory divergence among countries, which fuelled 
a shift towards regionalization. More countries have 
since taken actions in the name of security and 
resilience that further fragment financial markets.

At its 2025 Annual Meeting, the World Economic 
Forum, in collaboration with Oliver Wyman, a Marsh 
business, published the Navigating Global Financial 
System Fragmentation report. It modelled four 
hypothetical scenarios and found that the potential 
economic costs of financial system fragmentation 
were severe for financial institutions and the global 
economy, with EMDEs expected to sustain the 
heaviest economic consequences.

1
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Countries have long used economic statecraft 
measures to protect national security, economic 
stability and resilience. For example, even since its 
economic liberalization in the 1980s and exchange 
rate liberalization in the 2000s, the People’s 
Republic of China has continued to use tight capital 
controls to manage outflows and limit foreign 
investment and still intervenes in foreign exchange 
markets to constrain currency movement.9 

Elsewhere, the European Union employs non-tariff 
measures (NTMs) that act as barriers to trade, such 
as technical regulations and licensing rules, at a 
higher rate than the US across most sectors.10 

While the use of restrictive measures and economic 
statecraft had already escalated in recent years, 
2025 and early 2026 represented a turning point:  

1.1	 Fragmentation in 2025 and 2026: A turning point

Tariffs, once they are put on, are hard to take off … no one 
wants to be the American president accused of letting 
down the American worker.

Gina Raimondo, US Secretary of Commerce (2021–2025)

The United States set out to rewire the global trade and financial systems with a wide 
range of tariffs and other measures seeking to reduce bilateral deficits and eliminate 
other countries’ barriers to US exports.11 

China was a major target of these efforts and retaliated, turning away from integration 
with the United States and implementing its own restrictive policies. For a brief period, 
tariffs between the US and China exceeded 100%, which would have effectively cut 
off trade between the world’s two largest economies. China temporarily imposed 
first-of-their-kind export controls on rare earths12 – with economic ramifications for all 
countries – and responded to heightened US regulatory pressure by tightening rules 
for Chinese companies listing in the US,13 continuing a trend which in 2022 saw major 
Chinese firms delist from US exchanges.

When the Navigating Global Financial System Fragmentation initiative published its first 
estimate of fragmentation’s potential economic cost in January 2025, there was little 
prospect of substantial tariff increases between the US and its allies. In practice, the 
United States levied tariffs against its geopolitical allies. Countries have in some cases 
erected their own barriers to align more with US policy but have also enacted or planned 
retaliatory restrictions on the US and accelerated efforts to diversify. Recent examples 
include Canada’s strategic partnership with China14 and a Danish pension fund’s 
divestment from US Treasury securities.15 

1

2

3

Fragmentation that was theoretical only one year 
ago has become today’s reality. Even assuming no 
further escalation, the financial system is projected 
to be more fractured, with more barriers to the free 
flow of capital than previously anticipated. These 
new barriers are already impeding economic growth, 
and they increase the risk of a self-reinforcing cycle 

of retaliation and escalation that could have severe 
implications for national economies. As companies 
restructure their supply chains and operations to 
adapt to this more restrictive policy environment, it 
may become entrenched, making it more difficult to 
reverse course quickly.

While the higher tariffs announced by the US 
on 2 April 2025 were a major escalation in 
fragmentation, Table 1 indicates that this was not 
an isolated event but rather one of many steps 
taken by policy-makers in a long-running trend 
towards greater barriers to cross-border trade 
and investment. Policy changes and market and 

trade movements have become interdependent, 
as markets influenced policy-maker action or 
inaction (see Case study 1) and geopolitical 
volatility climbed up the list of priorities for 
business leaders. These policy changes represent 
a paradigm shift in trade and finance, signalling a 
new era of higher fragmentation. 

1.2	 Breaking from precedent in trade and finance
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Date Event

20
25

2 January The US implemented Executive Order 14105 restricting outbound investments in sensitive sectors: semiconductors and 
microelectronics, quantum information technologies and AI.20

1 February The US imposed tariffs on imports from Canada, China and Mexico.21

10 February China imposed retaliatory tariffs on US goods.22

21 February The US released a memorandum outlining policy changes towards foreign direct investment (FDI), including a  
“fast track” policy for certain partners.23

12 March The US imposed a 25% tariff on steel and aluminium; the EU and Canada announced retaliatory measures.24

19 March The European Commission launched the Savings and Investments Union (SIU), an initiative designed to deepen and 
strengthen Europe’s capital markets to domestically support the bloc’s growth and competitiveness.25

25 March The US announced secondary tariffs on countries importing Venezuelan oil.26

2 April “Liberation Day”: The US announced major tariff policy modifications, including a universal 10% tariff and higher rates 
on certain countries based on bilateral trade deficits (“reciprocal” tariffs).27

4 April China announced 34% tariffs on the US and restrictions on rare earth exports, the first in a series of tit-for-tat escalations.28

9 April After outflows from the US bond market, the US announced a 90-day pause in the implementation of “reciprocal” 
tariffs, with the exception of those against China, to allow for trade negotiations.29

14–15 April The US identified imports of critical minerals, semiconductors and pharmaceuticals as national security threats.30

21 April Chinese state-backed funds, including China Investment Corporation, pulled back from investments in the funds of US-
headquartered private capital firms.31 

12 May A month of escalation led the US and China to briefly impose tariffs of 145% and 125% (respectively) on one another, 
which would have caused virtually all US–China trade to cease.32 

12 June China extended zero-tariff access to most African economies.33

3 July Viet Nam and the US reached an outline of an agreement to lower US tariffs. A Vietnamese government document 
signalled that it would apply stricter penalties on illegal trans-shipment of goods from China.34

7 July The Pan-African Payment and Settlement System (PAPSS) and Interstellar launched the PAPSS African Currency 
Marketplace (PACM) to enable the direct exchange of African currencies without the use of hard currencies.35

10 August Nvidia and AMD agreed to pay 15% of revenues from AI chip sales in China to the US government to secure 
export licences.36

27 August The US imposed a tariff rate of 50% on India in response to continued purchases of Russian oil.37

US Treasury securities are a cornerstone of the global 
financial system. They are nearly as liquid as cash and 
serve as a safe haven asset that investors and central 
banks historically turn to during volatile periods. Because 
they have been regarded as a virtually risk-free store of 
value in dollars and are widely held by foreign investors and 
institutions, demand for Treasury securities and demand for 
dollars reinforce one another and sustain the dollar’s role as 
the global reserve currency. 

In early 2025, prominent figures were already voicing 
concern about the sustainability of public debt levels,16 as 
many countries ran large deficits despite robust economic 
growth. Following a brief influx of investors into US 
Treasuries after “Liberation Day”,17 stock and bond prices 
began falling simultaneously, a rare movement indicating 
that investors were not moving into US dollar-denominated 
assets for safety as usual.18 While the bond market 
recovered following de-escalation in trade policy shifts, and 
even perhaps triggered those shifts, uncertainty remained 
regarding the extent to which foreign investors still viewed 
Treasuries as safe-haven assets.19

C A S E  S T U D Y  1

Bond market volatility restrains policy movement

Major events in trade and finance in 2025 and 2026TA B L E  1
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Date Event
20

25

28 August The US Department of Defense (DoD) issued a final rule prohibiting firms with DoD contracts from holding contracts 
with certain covered foreign entities related to the governments of China, Russia and some other countries.38

3 September Nasdaq announced tighter listing rules and trading standards for small-cap companies primarily operating in China.39 
This continued a trend that previously intensified in 2022, when major Chinese firms, including China Life Insurance 
Company and PetroChina, delisted from the New York Stock Exchange.

30 September The African Growth and Opportunity Act (AGOA) was allowed to expire by the US Congress, raising costs and  
uncertainty for African exporters.40

9 October China tightened export controls for rare earths and related technologies.41

22 October The US sanctioned Russian oil companies Rosneft and Lukoil over Russia’s failure to commit to a process  
to end the war in Ukraine.42

1 November The US and China agreed to a one-year trade truce, including mutual lowering of tariffs, pausing of Chinese rare earth 
export curbs and other issues.43

12–18 December EU leaders froze €210 billion in Russian sovereign assets indefinitely,44 then agreed to lend €90 billion against  
the bloc’s shared budget to Ukraine after failing to strike a deal to lend against the frozen assets.45 

20
26

8 January China announced a reduction in value-added tax rebates for exports of solar panels, batteries and other products  
as a part of government efforts to address domestic overcapacity and improve profitability.46

11 January US Federal Reserve Chair Jerome Powell revealed that the US Department of Justice had opened a criminal 
investigation into his earlier testimony to Congress, which he linked to the Fed’s refusal to cut interest rates.47  
A federal judge would eventually rule that subpoenas issued to the Federal Reserve were improper.48

17 January The EU and the South American trade bloc Mercosur signed a free trade agreement that could create one of  
the largest free trade blocs in the world.49

20 January AkademikerPension, a Danish pension fund, announced that it would exit its position in US Treasury securities,  
valued at approximately $100 million.50

20 February The US Supreme Court determined that the International Emergency Economic Powers Act (IEEPA) does not authorize 
US presidents to impose tariffs,51 reducing the effective average to 9.1% from 16%. The US administration used an 
alternative authority to impose new tariffs, which brought the average effective rate to 12.1%.52

28 February The US and Israel struck Iran, which retaliated with strikes around the region and effectively closed  
the Strait of Hormuz, leading to a surge in the prices of oil, gas and other commodities.53

6 March The US International Development Finance Corporation announced that it would partner with US insurance companies 
to provide political risk insurance to support shipping through the Strait of Hormuz.54

11–12 March The Office of the US Trade Representative announced Section 301 investigations of dozens of countries for  
unfair trade practices, including policies that result in structural excess capacity55 and forced labour.56 

Major events in trade and finance in 2025 and 2026 (continued)TA B L E  1
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As Table 1 makes clear, recent developments 
mark the current moment as one of substantial 
change. In some cases, the system is evolving in a 
way that will strengthen domestic capital markets 
and regional interconnectedness. Two recent 
examples are EU efforts to integrate the region’s 
capital and financial markets through the Savings 
and Investments Union (SIU) and the ongoing roll-
out of the Pan-African Payment and Settlement 
System (PAPSS). But other shifts have tested 
the pillars upon which the global financial system 
rests, thereby risking its fragmentation into discrete 
geopolitically aligned blocs, increasing the cost of 
capital and threatening economic growth. 

The January 2025 Navigating Global Financial 
System Fragmentation report proposed two 
frameworks for safeguarding the traditional pillars 

of the global financial system. The Principles 
to Safeguard the Global Financial System from 
Fragmentation (Figure 1) identify the conditions that 
enable financial services companies to conduct 
business across jurisdictions and preserve the 
integrity of the global financial system. The Rules of 
Engagement for Responsible Economic Statecraft 
(Figure 3) operationalize these principles and outline 
how policy-makers can use economic statecraft 
and safeguard their national interests without 
compromising global prosperity.57

The events of 2025 and 2026 have not only 
challenged the norms articulated in these two 
frameworks but have also called attention to 
additional essential norms: the integrity of data and 
comparable regulatory treatment of functionally 
equivalent financial activities (Figure 2).

1.3	 Norms under pressure 

It seems that every day we’re reminded that we live in an era of great 
power rivalry. That the rules-based order is fading. That the strong can 
do what they can, and the weak must suffer what they must.

Mark Carney, Prime Minister of Canada, at the 2026 Annual Meeting  
of the World Economic Forum

The Principles to Safeguard the Global Financial System from Fragmentation F I G U R E  1

Principle 1 
Clearly define and uphold the 
rule of law to ensure impartial 
enforcement and predictability 
across the financial system

Principle 5 
Regulate and manage critical 
financial market infrastructures, 
but avoid politicizing or 
severing financial rails given 
that these systems are essential 
for maintaining the integrity, 
functionality and efficiency of the 
financial system

Principle 3 
Avoid unilaterally 
expropriating sovereign 
assets even during times of 
heightened tensions or conflict

Principle 7 
Structure domestic and 
multilateral policies and  
financial regulations to  
support financial stability  
of capital, data, goods, 
people and ideas 

Principle 2 
Respect financial and 
physical property ownership 
rights, to maintain trust and 
encourage investment, thereby 
fostering financial stability

Principle 6 
Ensure parallel financial 
market infrastructures are 
interoperable to facilitate optimal 
transactions and market efficiency 

Principle 4 
Safeguard independence 
and bolster the capabilities 
of international institutions, 
to preserve their role in global 
financial governance

Principle 8 
Shield the independence of 
fiscal and monetary policy to 
promote financial stability, reduce 
the risk of competitive interference 
and increase opportunities for 
transparent decision-making 
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Principle 9 
Safeguard the integrity and reliability of data 
to support sound decision-making by policy-
makers and private-sector actors

Principle 10 
Ensure that functionally similar financial activities 
are subject to comparable regulatory standards 
to deliver stability and fairness

Rule 1 
Design and implement targeted 
and well-aligned statecraft 
measures to minimize the risk 
of unintended consequences 
and reduce the private sector’s 
administrative burden (e.g. carry 
out cost–benefit analyses,  
provide clear implementation 
guidance, and assess and 
reinforce existing regimes)

Rule 5 
Collaborate on areas of 
geoeconomic consensus, 
including combatting financial 
crime, terrorist financing 
and the energy transition, 
recognizing the need for 
collective action to address 
these global financial challenges 

Rule 3 
Protect populations,  
sectors, industries and supply 
chains for humanitarian 
purposes through exemptions 
and carve-outs to avoid 
collateral damage and ensure 
their continued access to the 
global financial system

Rule 7 
Reform the global financial 
system to reflect 21st-
century geopolitical and 
macroeconomic dynamics 
and provide greater benefits 
to EMDEs, promoting inclusive 
economic growth and stability

Rule 2 
Establish public–private 
consultation mechanisms 
to promote transparency in 
decision-making regarding the 
impact of economic statecraft 
measures on the financial system

Rule 6 
Promote global financial 
stability through heightened 
coordination among major 
financial powers via transparent 
data sharing and inclusive 
decision-making to minimize 
negative spillovers and prevent 
system fragmentation

Rule 4 
Prioritize the use of economic 
inducements including trade 
agreements compliant with 
international law, and other 
financial instruments that foster 
mutual gain and cooperation 
over those designed to cause 
economic pain

Rule 8 
Protect the ability of firms  
to engage with actors across 
the geopolitical spectrum  
by structuring statecraft 
measures, standards and 
regulations on a multilateral 
basis, whenever possible

Challenges to the Principles to Safeguard the Global 
Financial System from Fragmentation

The Rules of Engagement for Responsible Economic Statecraft F I G U R E  3

Proposed additional principles to account for the events of 2025 and 2026F I G U R E  2

The following principles are under particular strain.

	– Clearly define and uphold the rule of 
law (Principle 1): A trend towards lower 
adherence to the rule of law, comprising 
impartial enforcement, clarity and stability in 
the law as well as accountability of government 
and private-sector actors, has accelerated.58 
Businesses rely on adherence to the rule of law 
so that leaders can properly weigh decisions 
on cross-border investment. In 2025 and 
2026, severe swings in policy and enforcement 

by countries reduced certainty and affected 
decisions on investing and hiring.59

	– Safeguard independence and bolster the 
capabilities of international institutions 
(Principle 4): Resurgent nationalism, 
geopolitical tensions and declining institutional 
legitimacy have undermined the capacity of 
key institutions, including the International 
Monetary Fund (IMF), the World Bank and the 
World Trade Organization (WTO). For example, 
the competing interests of global powers 
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have reduced the WTO’s capacity to play its 
traditional role in mediating trade disputes. As 
a result, the world has shifted towards bilateral 
agreements,60 which increase the use of local 
currencies to settle transactions, thereby 
reducing economic efficiency and putting 
financial stability at risk.61

	– Shield the independence of fiscal and 
monetary policy (Principle 8): Pressure on the 
independence of central banks is increasing as 
policy-makers attempt, via rhetoric and action, to 
influence monetary policy decisions. Attempts to 
undermine independence have been bolstered 
by central banks’ struggles to maintain stable 
low inflation, as well as expanded institutional 
mandates and perceived illegitimacy.62 Recent 
events have, for example, led to concerns about 
the independence of the US Federal Reserve. 
While any erosion would take time, and policy-
makers across the political spectrum in the US 
continue to support Fed independence,63 threats 
may weaken the central bank’s ability to ensure 
price stability and full employment, risking lower 
growth and higher inflation.64

Recent developments have 
highlighted a critical need for 
new norms

When the Navigating Global Financial System 
Fragmentation initiative published its flagship report, 
stakeholders identified the eight principles based 
upon their understanding of key pillars underpinning 
the globally integrated financial system. Subsequent 
developments have illustrated additional core 
elements that were not reflected in the original 
principles (Figure 2).

Proposed Principle 9: Safeguard the integrity 
and reliability of data to support sound decision-
making by policy-makers and private-sector 
actors: To maintain confidence in published data, 
governments should protect the independence 
and resourcing of statistical bodies, invest in 
modern methodologies that can adapt to changing 
participation patterns and promote transparency 
around data collection, revisions and limitations. By 
treating high-quality, depoliticized data as a public 

good, policy-makers and market participants can 
continue to rely on a shared factual foundation for 
assessing risks and allocating capital.

Reliable and trusted data is integral to sound 
monetary policy, private-sector forecasting, 
academic and private-sector research and 
decision-making across all sectors of the economy. 
This important source of information is subject to 
increasing pressure, challenging the confidence of 
public- and private-sector leaders.

Survey response rates across advanced economies, 
including European countries, the US and Canada, 
have been in decline for decades, accelerated by 
pandemic-related disruptions.65 More recently, 
the risk to reliable data has been compounded by 
the prospect of political considerations interfering 
with the operation of the institutions that collect, 
synthesize and produce data.66 

Proposed Principle 10: Ensure that functionally 
similar financial activities are subject to 
comparable regulatory standards to deliver 
stability and fairness: To limit regulatory arbitrage, 
preserve a level playing field and reduce systemic 
risk, regulators should ensure that there is no 
disparity in their treatment of banks, non-bank 
financial institutions (NBFIs) or new financial 
technology firms.

These new entrants, including digital assets 
firms, are entering the market, challenging the 
business model and position of traditional financial 
institutions and disrupting the market for functions 
such as money transfers and lending that banks 
have traditionally performed.67 New entrants are 
innovating, forcing legacy institutions to adopt new 
technology and change their own business models. 

Amid this healthy competition, analysts have 
observed that these new entrants do not face 
the same regulatory scrutiny as banks, insurers 
and other financial institutions.68 As a result, rising 
market share by financial technology companies 
has been partially attributed to regulatory 
arbitrage,69 in which activity migrates from the 
more-regulated banking sector to lightly regulated 
NBFIs. This differential treatment also potentially 
increases systemic risk.70
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Shortly after the re-election of Donald Trump in November 
2024, Stephen Miran, chair of the Council of Economic 
Advisers early in the second Trump administration,72 released 
a short paper entitled A User’s Guide to Restructuring the 
Global Trading System.73

Miran argued that the US dollar’s reserve currency status 
comes with benefits but is also a burden: the dollar’s role 
as a safe haven creates inelastic demand and inflates its 
value, thereby reducing the competitiveness of US exports, 
depressing manufacturing and increasing the US fiscal 
deficit. He outlined tools available to the incoming president 
to restructure the international trade and financial systems 
to address this issue and to compensate the US for the 
related burden of shouldering the cost of the US security 
umbrella. These tools included unilateral approaches to tariffs 
and currency policy (for example, a user fee on holders of 
Treasuries), which could be used to reallocate aggregate 

demand to the US and increase revenue to the US Treasury. 
Miran also outlined a multilateral approach, a hypothetical 
“Mar-a-Lago Accord”, through which major powers could 
deliberately lower the value of the dollar by selling US dollar 
reserves. To keep interest rates down while selling reserves, 
countries could simultaneously convert their remaining 
reserve holdings into longer-dated securities, hypothetically 
including US century bonds. 

The extent to which Miran’s paper informed US trade 
policy changes is debatable; implementation deviated from 
the paper’s guidance on the speed of tariff enactment, 
transparent communication and collaboration with 
geopolitical allies. As governments pursue their goals, clear, 
consistent objectives and implementation guidance can help 
reduce the administrative burden of policy changes on the 
private sector and encourage growth.

	– Collaborate on areas of geoeconomic consensus 
(Rule 5): The world has entered a period of rising 
geopolitical conflict, with global competition 
fundamentally shifting from a drive towards 
market optimization to a competition for strategic 
advantage.74 Policy-makers can nonetheless 
focus on areas in which competing powers 
can agree, such as profitable infrastructure 
investment, combatting financial crime and 
harmonizing regulations. While these areas were 
not the focus of the agenda for the Group of 
Twenty (G20) in 2025, the US has signalled that 
related topics, particularly around regulation, will 
be prioritized during its 2026 presidency.75

	– Protect the ability of firms to engage with actors 
across the geopolitical spectrum (Rule 8): It 
is ideal if statecraft measures are crafted on a 
multilateral basis to minimize the administrative 
cost to multinational firms of complying with 
different countries’ regulations. In recent years, by 
contrast, regional and bilateral trade agreements 
proliferated at a rapid pace, meaning that global 
companies must navigate five times as many 
trade agreements as they did in 2000.76 

Challenges to the Rules of 
Engagement for Responsible 
Economic Statecraft 

The private-sector call to action by policy-makers 
is operationalized via the Rules of Engagement 
for Responsible Economic Statecraft (Figure 3), 
which articulate policy implementation methods 
that advance geopolitical aims while minimizing 
the hit to economic growth. In a challenging 
environment for private-sector advocacy, it 
remains important to focus policy-makers’ 
attention on how best to design policy to mitigate 
unintended consequences. 

	– Design and implement targeted and well-
aligned statecraft measures (Rule 1): Countries 
implemented policy measures in 2025 and 
2026 that affected broad swathes of economic 
activity. Well-targeted measures and an 
alignment between declared goals and on-
the-ground execution could have minimized 
unintended consequences and reduced 
private-sector administrative burden (see Case 
study 2 for analysis of the execution of US 
trade policy shifts). Measures imposed without 
clear, consistent objectives increase uncertainty 
and potentially raise borrowing costs, lead 
companies to delay investments and encourage 
households to defer spending.71

C A S E  S T U D Y  2

The doctrine behind US trade policy shifts? 

Deepening Divides: The Cost of a More Fragmented Financial System 13



2 The economic costs 
of fragmentation
Existing fragmentation could lower global 
GDP by between $213 billion and $307 
billion; an increasingly likely escalation could 
raise the economic cost to $6.9 trillion.

The developments outlined in Section 1 have 
reinforced the possibility of extreme outcomes and 
challenged some of the assumptions underlying the 
initiative’s January 2025 quantitative analysis of the 
economic costs of fragmentation. 

While the initial analysis anticipated the general 
trajectories of fragmentation, recent geopolitical 
developments have implications for the model and 
necessitate updated analysis. 

First, some degree of fragmentation is already 
dragging on economic growth and needs to be 
measured. Second, US tariff practices vis-à-vis its 
allies in 2025 and 2026 demonstrate that trade 
frictions within geopolitically aligned blocs can also 
be substantial. Third, the likelihood of escalation that 
results in a severely fragmented global economy has 
increased. Finally, actual economic data confirmed 
that 2025’s hypothetical “low fragmentation” scenario 
correctly predicted the directionality of key economic 
indicators that year, but underestimated the resilience 
of the Chinese economy. This updated analysis 
incorporates these nuances.

The analysis outlined in this section establishes a new 
baseline estimate of the economic cost of current 
trade and financial policies. It also models the costs 
the world might face should trends accelerate further. 

Table 2 shows the four scenarios used to model 
the potential economic costs of fragmentation. The 
following are key features of the revised scenarios 
to ensure that estimates incorporate learnings from 
2025 and 2026.

New assumptions about how 
fragmentation will proceed

Intra-West fragmentation: The model now 
incorporates restrictions among Western countries 
to reflect that the US has raised tariffs not only 
on its geopolitical rivals but also on European 
countries, Canada, Japan, South Korea and other 
allies. Retaliation from these countries has been 
limited, but some restrictions were imposed and 

more were readied, particularly the EU’s Anti-
Coercion Instrument, which allows EU countries to 
take unified countermeasures against countries that 
attempt to pressure the bloc or its member states.77 
Further US escalation would likely engender a 
reaction from more allies.

Varied services restrictions: Restrictive measures 
on services are now assumed to escalate at 
different rates from restrictions on goods. Because 
services restrictions are more difficult to implement 
and vary by industry, restrictiveness in services 
trade is modelled to lag that in goods trade 
and varies by industry. For example, trade in 
professional services is easier to restrict than trade 
in hotel and restaurant services.

Pass-through rates: Tariffs are not assumed to 
pass fully through to consumers and domestic 
producers in the short run (one year). In keeping 
with the literature, the pass-through rate is 
expected to increase over time.78

2.1 	� Four modelled scenarios capture the cost of 
existing fragmentation and potential escalation 
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Assumptions from the January 
2025 Navigating Global Financial 
System Fragmentation report 
that have been retained

East–West fragmentation: Restrictive measures 
on trade between the US, the EU, other European 
countries, Japan and allies on the one hand and 
China, Russia and aligned countries on the other 
are assumed to drive fragmentation.

East–West sensitive technology trade: While 
the US and China still permit some trade in 
sensitive sectors such as semiconductors, AI, 
quantum computing and biotechnology at the 

time of publication, it is assumed this will cease if 
tensions escalate. 

Retaliatory measures: To align projections with 
the reality of how escalation played out in 2025 and 
2026, retaliatory measures against the US were 
assumed in each scenario to be less severe than 
the US measures that precipitated them.

Extraterritorial enforcement of national trade 
policy: Given the growing strategic significance of 
great power conflict, the analysis assumes that the 
West and East leverage the size of their markets to 
force those Neutral countries with which they have 
closer economic ties to increase restrictions on the 
rival bloc as tensions escalate.

Model detailsB O X  1

The analysis employs the same widely cited 
multicountry, multisector model used in the 
January 2025 Navigating Global Financial 
System Fragmentation report. Fragmentation’s 
economic impact is measured using direct 
shocks such as tariffs and indirect shocks such 
as negative productivity changes, which could 
reflect inefficiencies from investment restrictions or 
expulsion from payment systems.

Economic impacts are measured at one year 
(short term) and five years (long term) after 
fragmentation begins and reflect annualized 
changes in economic output. This five-year 
period is chosen because academic research 
has found that most of the trade adjustments 
to shocks are completed by year five, and trade 
elasticity estimates are much more accurate at 
five years than at 10 years.79 The model shows 
that a short-run import price shock, caused by a 
tariff or financial frictions that reduce productivity, 
can raise prices of imported and domestic 
goods, leading to inflation. However, reallocation 
of production across countries can offset this 
potential one-time inflationary effect. 

The model includes 40 countries, with the 
remaining financial and production linkages 
aggregated into a composite “rest of the world” 
category. For the purposes of the analysis, the 
model assumes that three economic blocs emerge 

based on today’s geopolitical environment: the 
“West” (the US, the EU, Australia, Canada, Japan, 
South Korea and the UK), the “East” (China and 
Russia) and “Neutrals” (Brazil, India, Indonesia, 
Mexico, Taiwan, Türkiye and a composite of 
additional remaining countries).

In the current fragmentation scenario, the model 
uses effective tariff rates, or the actual average tariff 
revenue collected by the US government divided by 
the total value of imports, rather than statutory tariff 
rates, which refer to the officially announced tax 
rates on imports. Effective rates tend to be lower 
than statutory rates due to factors including legacy 
exemptions and administrative implementation 
frictions such as delays in enforcement. Over 
time, the gap is expected to narrow as importers 
adjust to new rules, exemptions expire and any 
implementation issues are resolved.

Four scenarios of increasing severity and 
decreasing probability are used to show how 
different levels of fragmentation will affect the 
global financial system and economy. Tariffs in 
place before 2025 are incorporated into baseline 
economic growth projections. Accordingly, the 
economic impact of fragmentation is modelled 
using the increase in the effective US tariffs 
resulting from the 2025 and 2026 policy shocks.* 

*The analysis uses end-of-2024 US tariff rates as the pre-shock baseline, incorporating Brookings trade flow data80 and 
calculated duties by country and sector, implying a 2.4% effective US tariff rate in the data. Estimates of the post-2024 
increase in effective US tariff rates differ slightly, but the 9.7 pp increase assumed in this model is consistent with other 
authoritative estimates for a 15% Section 122 tariff scenario, and it aligns with results from both the Penn Wharton Budget 
Model81 and the Budget Lab at Yale.82
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Revised fragmentation scenarios reflecting geopolitical changes in 2025 and 2026TA B L E  2

Cost of current fragmentation Cost of hypothetical fragmentation

Scenario Scenario 1 Scenario 2 Scenario 3 Scenario 4 

Existing fragmentation Moderate 
fragmentation

High fragmentation Very high 
fragmentation

Scenario summary The economic cost of current trade 
and financial policies. Assumes a 
global 15% Section 122 tariff rate 
to reflect signalling from the US83

Modest escalation 
in global restrictions, 
including a higher 
degree of retaliation 
by countries against 
the US

Escalation in  
East–West tensions. 
Neutrals continue 
to have ties to both 
sides, but partially 
align with the bloc  
of their largest  
trading partner

Division of the  
world into two fully 
severed blocs, with 
Neutrals forced to 
choose a bloc

East–West 
fragmentation

Restrictions match those currently  
in place

Measures escalate 
moderately

East–West goods 
trade ceases

Identical to Scenario 3

East–West sensitive 
technology trade

Trade in sensitive technology 
continues, with restrictions

Trade ceases Identical to Scenario 2 Identical to Scenario 2

Intra-West 
fragmentation

Measures match those currently  
in place

Measures escalate 
moderately

Identical to Scenario 2 Identical to Scenario 2

Retaliatory measures Countries retaliate at low rates Countries retaliate at 
moderate rates

Identical to Scenario 2 Identical to Scenario 2

Extraterritorial 
enforcement of  
trade policy

No extraterritorial enforcement, 
matching current-state restrictions

The West and East 
induce Neutral 
countries to partially 
match their restrictive 
measures

The West and  
East press  
Neutral countries  
to match their 
restrictive measures 
more closely

The East and West 
force all aligned 
Neutrals to cease 
trade with the 
opposing bloc

Restrictive measures 
on services

No restrictions on services trade, 
matching current-state restrictions

Services trade in 
vulnerable sectors is 
restricted at moderate 
rates

Services trade  
in vulnerable  
sectors is restricted 
at high rates

Services trade is 
restricted at high 
rates in all sectors 
where feasible
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Marginal change in output (deviation from baseline)F I G U R E  4
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Sources (for all figures): NERA analysis based on the multicountry, multisector model of Baqaee and Farhi (2024).85 Data from 2024 World Input–Output Database 
and Asian Development Bank’s 2024 Input–Output Tables. Short-run impact is defined as one year after the initial shock and is based on applying the one-year 
to 10-year trade elasticity ratio found in Boehm et al. (2023)86 to the elasticities in Baqaee and Farhi (2024),87 as in Bolhuis et al. (2023).88 The model assumes a 
50% pass-through rate to domestic business based upon estimates from the Boston Fed89 and a 20% pass-through to final consumption goods per Cavallo et al. 
(2025).90 These pass-through rates serve as key model calibration parameters, determining how restrictive measures are split between tariff-driven price effects and 
productivity-related impacts on trade profitability. Using survey results from the Boston Fed,91 both rates are assumed to increase by a factor of 1.5 after two years.

The analysis in this section describes the potential 
macroeconomic implications of the scenarios outlined 
in Section 2.1, with the resulting key findings:

	– Trade policy already in place at the time 
of publication will, in the short run, reduce 
global economic output by between $213 
billion and $307 billion and further raise 
inflation by 0.2–0.3 pp relative to projections 
at the outset of 2025. The lower bound reflects 
estimates made using current effective tariff rates, 
while the upper bound reflects estimates based 
on (higher) signalled statutory tariff rates. The 
impact of existing policy varies substantially by 
country, reflecting different degrees of exposure 
to policy shifts. For example, US output growth is 
expected to be 0.4–0.6 pp lower than projected, 
whereas some Neutral countries are less 
affected, including Indonesia, with a projected 
0.1 pp hit to output growth. The impact of the 
Iran war is not included in these figures, and 
estimates of the potential impact are presented 
separately in Case study 3.  

	– Further escalation could severely worsen 
the economic cost of fragmentation, with 
one-year economic output losses of up to 
$6.9 trillion. Additional fragmentation lowers 
economic output and drives up inflation for all 
blocs, causing macroeconomic output growth to 
shrink by up to 6.4 pp and inflation to increase 
by up to 6.1 pp in the worst case. The escalation 
of trade conflict in 2025, which briefly pushed 
tariff rates between the world’s two largest 
economies above 100%,84 reinforced the need to 
model edge cases. Fragmentation of this degree, 
which effectively halts trade between the major 
blocs, would have a substantial impact on the 
global economy. Figure 4 illustrates the severe 
economic cost of a complete decoupling, with 
the most affected countries being Neutrals such 
as Brazil and India. In aggregate, such countries 
would see a 10.7 pp hit to economic growth. In 
the long run (five years), firms adapt to the policy 
changes by rerouting supply chains, mitigating 
the damage. The impact on global GDP thus 
eases over time, moving from 6.4 pp in year one 
to 4.8 pp by year five as trade patterns adjust.

2.2 	� Existing trade and financial policies will 
reduce GDP growth and raise inflation, 
and the damage could worsen



The estimated economic cost of existing fragmentation 
(Scenario 1) outlined at the outset of Section 2.2 does not 
include the impact of one-off events, which are incremental 
to this report’s modelled cost. There are several economic 
chokepoints in the global economy,92 and leaders may 
choose to leverage their control over them in ways that 
further damage the global economy.

On 28 February 2026, the US and Israel struck Iran, which 
responded with attacks on neighbouring countries that host 
US military assets and effectively closed the Strait of Hormuz. 
At the time of publication, the conflict continues to evolve. 
But because roughly 25% of the world’s seaborne crude 
oil and 19% of liquefied natural gas (LNG) pass through the 
strait, along with other commodities such as fertilizer, the 
economic implications are significant.

Iran used its ability to stop shipping through the Strait of 
Hormuz as an economic weapon in an attempt to compel 
de-escalation.93 The economic impact of the Strait’s closure 
varies based on the energy mix for each economy and 
relative dependence on commodities from the Middle 
East. For example, the US shale-oil boom has brought its 
petroleum trade balance close to equilibrium,94 making it 
relatively less affected. In contrast, EMDEs are expected to 
be more vulnerable to these price fluctuations, given their 
reliance on imported energy.95

To quantify these effects, the authors used an empirical 
model from the academic literature with four variables – oil 
production, real economic activity, the real price of oil, and 
oil inventories – to identify exogenous oil supply shocks over 
time.96 Then they estimated how these structural shocks affect 
global oil prices and country-level GDP and inflation, and used 
these relationships to calculate GDP–oil price and inflation–oil 
price dynamic multipliers, using a standard approach in the 
literature.97 These multipliers show the trajectory of GDP and 
inflation following a 1% increase in oil prices.

The analysis considered two illustrative scenarios: (1) de-
escalation, where oil prices average around $100 for two 
quarters (about 40% higher) before returning to pre-war 
levels; and (2) a protracted conflict, in which oil prices remain 
near $100 for longer. In the de-escalation case, US inflation 
rises 1.0 pp after one year and GDP growth falls 0.2 pp, 
in line with academic estimates98 and estimates by policy 
institutions for global GDP.* Countries with lower energy 
intensity of production, such as the UK, see smaller effects 
(GDP growth −0.1 pp; inflation +0.6 pp), while more import-
dependent, energy-intensive Asia-Pacific economies are hit 
harder (South Korea: GDP growth −0.3 pp; inflation +0.7 
pp). Under the protracted conflict scenario, with oil prices 
remaining about 40% higher throughout the year, GDP and 
inflation impacts would at least double across countries.

*For instance, the managing director of the IMF notes that a persistent 10% rise in oil prices typically increases global inflation by 40 basis points and reduces 
output by 0.1–0.2%.99 Economists at the Federal Reserve Bank of Dallas estimate that a one- to two-quarter closure of the Strait could push oil prices to 
$98–$115 per barrel, lowering global GDP by 0.2–0.3%, while a three-quarter closure with prices reaching $132 could reduce GDP by 1.3%.100 
In March 2026, the Organisation for Economic Co-operation and Development revised its forecasts due to oil and gas price trends since the conflict began, 
estimating a 0.3 pp reduction in 2026 global GDP growth and a 1.2 pp rise in G20 headline inflation.101 

 

C A S E  S T U D Y  3

The economic impact of the 2026 Iran war
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Figure 5 illustrates the impact of existing 
fragmentation and potential escalations on global 
rates of inflation. Existing policies are already 

projected to put upward pressure on inflation, 
and the increase worsens substantially in more 
severe scenarios. 

Figures 6 and 7 illustrate that fragmentation would 
change trading relationships, resulting in a less 
efficient global trade system that reduces economic 
output in aggregate and for each bloc. The results 
point to three key changes in trade:

	– Current policies are already reshaping 
trade patterns: Trade policies are projected 
to contribute to mutual declines in imports 
between the West and Neutral countries, 
while West-aligned Neutrals begin to import 
more from the East. These tariff-driven 
shifts in trade patterns also reroute supply 
chains and reallocate production, raising 
US manufacturing output while lowering it 
elsewhere, but depressing real low-skill  
wages across the world. 

	– Fragmentation boosts some trade corridors 
but reduces them overall: Restrictive 
measures shift trade flows, increasing 
exchanges among geopolitically aligned or 
geographically proximate countries. These 
select gains are offset by larger declines in 
cross-bloc trade, resulting in lower overall trade 
volumes and weakened output growth. 

	– Escalation disproportionately damages 
Neutral economies: In a high-fragmentation 
scenario, Neutral countries experience 
larger declines than the West or the East 
in economic output. This is because trade 
represents a larger share of the economic 
output of Neutral countries, which are 
therefore more impacted even though declines 
in imports are similar across blocs.

Marginal impact on global inflation (deviation from baseline)F I G U R E  5
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Marginal impact on imports in the existing fragmentation scenario 
(deviation from baseline)

F I G U R E  6

Marginal impact on imports in a high fragmentation scenario (deviation from baseline)F I G U R E  7
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As this report has illustrated, fragmentation has 
material economic costs and increases uncertainty. 
However, current geopolitical turbulence can 
simultaneously serve as a forcing mechanism that 
leaders can use to move forward on long-standing 
initiatives to counter fragmentation.

Policy-makers can take concrete steps to align 
with the principles and rules outlined in this report, 
thereby mitigating unintended harm to the global 
economy. In addition, private-sector firms can take 
action to prepare their businesses to thrive amid 
ongoing volatility.

Operationalize guardrails 
to mitigate the unintended 
consequences of  
economic statecraft

The preceding quantitative analysis demonstrates 
that fragmentation is not a distant concern, but 
already having a tangible drag on growth and risks 
entrenching a higher-cost, lower-growth equilibrium.

Building on the Principles to Safeguard the Global 
Financial System from Fragmentation and the 
Rules of Engagement for Responsible Economic 
Statecraft, policy-makers can take action to 
strengthen support for these norms. These 
frameworks provide a common reference point for 
private- and public-sector actors seeking to protect 
national security and resilience while preserving the 
predictability, interoperability and trust on which 
cross-border finance depends.

Over time, adopting best practices on the use 
of economic statecraft can help reduce policy 
uncertainty, lower the risk of abrupt or uncoordinated 
actions and create a more stable environment for 
long-term investment and innovation. Policy-makers 
can take the following steps:

	– Align on a common set of guardrails that 
appeal to the widest group of global policy-
makers. The principles and rules outlined in 
Section 1 can serve as a starting point for 
bilateral and multilateral talks.

	– Operationalize the guardrails by identifying 
concrete next steps that can be taken to 
encourage policy-makers to design effective 
economic statecraft measures that achieve 
national security objectives without causing 
unwanted economic damage. The G20 and 
other multilateral fora can serve as venues for 
effective collaboration on these efforts.

Maintain the interoperability of 
underlying payments rails

The US dollar remains the world’s reserve currency, 
accounting for the majority of global foreign currency 
reserve holdings, export invoices and foreign 
exchange transactions.102 Recent events have not 
altered this dominance, but there are increasing 
signs of multipolarity in the global currency system, 
with currencies such as the renminbi making inroads 
in some areas. This change is being driven by an 
increase in trade transactions in which the US is 
not a party, and by government efforts to reduce 
reliance on the US dollar and associated exposure to 
Western sanctions.103 

The Chinese government, for example, has taken 
steps to increase the use of renminbi in international 
trade. Chinese regulators have set targets for 
renminbi use in trade, the country’s banks have 
increasingly conducted overseas lending in renminbi 
rather than dollars, the People’s Bank of China has 
extended swap lines to create a global financial 
safety net rivalling the scale of the International 
Monetary Fund’s104 and the Chinese government 
has encouraged domestic banks to limit exposure 
to US Treasury securities.105 

China’s deepening trade ties have been 
accompanied by expanded use of its Cross-Border 
Interbank Payment System (CIPS) for payment 
settlement.106 CIPS is currently interoperable with 
existing systems,107 but as more banks become 
connected to its infrastructure, there is increased 
potential for countries to bypass the existing 
payments system and Western clearing houses. 

Similarly, the rise of digital finance complicates not 
just the regulatory landscape for payments but 
also the role of the US dollar in global finance. On 
the one hand, the introduction of stablecoins will 
increase the demand for dollar reserves, as the vast 
majority of stablecoins are pegged to US dollars;108 
conversely, stablecoins could reduce the ability 
of the US to maintain oversight over cross-border 
payments as stablecoins pegged to the US dollar 
are issued outside the country.109

Policy-makers can take the following approaches to 
maintaining interoperability:

	– Encourage the adoption of common 
standards: Such measures include adopting 
ISO 20022 data requirements to promote 
consistent data quality,110 implementing the 
G20 Roadmap for Enhancing Cross-Border 
Payments111 and pursuing a global regulatory 
framework for digital assets.

2.3 	� Recommendations to mitigate fragmentation
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	– Implement measures to mitigate the cost of 
diverging standards: One such area is anti-
money laundering and countering the financing 
of terrorism (AML/CFT), where countries can 
provide clear guidance on data required to 
comply with local regulations.112

Prepare businesses for ongoing 
geopolitical volatility

There is uncertainty in the policy landscape and 
macroeconomic outlook stemming from ongoing 
trade negotiations.

East–West geoeconomic conflict will continue 
to drive fragmentation, with a high likelihood 
of ongoing moderate to severe restrictions on 
East–West trade, including tariffs and investment 
restrictions such as those on US stock listings for 
Chinese companies113 and on Chinese investment 
in US private equity.114 

Escalating tensions and fragmentation between 
geoeconomic blocs are keenly felt by leaders of 
private financial institutions, who must account for 
elevated volatility as they make business decisions. 
Despite the challenges inherent in planning for 
the future in an uncertain environment with higher 
baseline fragmentation, there are steps they can 
take to weather the uncertainty and hedge against 
potential worst-case outcomes:

	– Build a geopolitical risk-management 
capacity to understand exposure to geopolitical 
risk via clients, counterparties, business locations 
and contractual relationships. This can inform 
later efforts to adjust strategic positioning.

	– Conduct enterprise scenario analysis to 
assess the reliability of the existing enterprise 
risk management framework and associated 
risk models. Use the results of the analysis to 
map out opportunities for optimization and to 
highlight risk areas.

To understand the concrete 
impact of fragmentation,  
a more granular perspective  
is necessary

While it is important to align on a set of 
commonsense guardrails on the use of economic 
statecraft at a global level, the challenges posed 
by fragmentation vary substantially by region and 
country. The fragmented state of European capital 
markets makes the continent’s financial institutions 
and corporates less competitive amid geopolitical 
volatility.115 East–West competition threatens 
the economic model of countries in South-East 
Asia,116 which are tightly integrated into China-
centred supply chains but also have substantial 
trade ties with the US and the West. The small, 
open economies of Africa are vulnerable to shifts in 
capital and trade flows.117

Because African countries share many features 
with EMDEs in other regions, it is instructive for 
leaders across the world to turn to the experience 
of leaders on the continent for a case study of 
concrete ways in which fragmentation increases 
many dimensions of risk while also opening up new 
opportunities. Section 3 explores insights on this 
topic drawn from interviews with policy-makers and 
private-sector leaders. 
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3 Risks and resilience 
in Africa

Sections 1 and 2 highlighted that financial system 
fragmentation accelerated in 2025 and 2026, raising 
the baseline economic cost and disproportionately 
harming Neutral countries and EMDEs. These 
high-level findings mask the variety of ways in which 
fragmentation manifests itself in individual economies. 

This section explores the concrete impact of 
fragmentation on countries in Africa, a continent 
that is home to five out of the top 10 fastest-

growing economies in the world,118 and the 
youngest and fastest-growing population.119 
Understanding the risks posed by fragmentation 
is made more urgent by the fact that Africa’s high 
concentration of small, open economies increases 
its exposure to changes in supply chains and 
investment flows. Policy-makers and businesses 
operating in EMDEs around the world can learn 
from how African leaders have managed this 
increasingly volatile geopolitical landscape.

Fragmentation poses disproportionate risks to 
EMDEs, including many African countries, but 
leaders on the continent see opportunities to 
pursue initiatives that boost growth.
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Africa experienced a robust recovery from the 
pandemic, buoyed by public investment, a surge 
in commodity exports and ongoing diversification 
efforts.120 But developments in 2025 and 2026 
challenged economic growth on the continent. 
Official development assistance from Western 
countries fell at a historic pace,121 while US tariffs 
on African countries reached their highest levels 
in recent decades122 and the US boycotted South 
Africa’s G20 presidency after a sharp deterioration 
in relations.123 African nations collectively sent 
more money to China than they received, as debt 
payments for previous loans increased and fewer 
new loans were originated.124

Although global financial system fragmentation 
negatively affects the citizens of all countries, it has 
a disparate impact on EMDEs. The quantitative 
analysis discussed in Section 2 indicates that in the 
worst case, fragmentation could shrink GDP for 
Neutrals (mostly EMDEs) by as much as 10.7 pp.

Economies in Africa exhibit many of the features of 
EMDEs that make them vulnerable to fragmentation. 
They have shallow capital markets and are thus reliant 
on foreign investment and volatile commodity exports; 
they also have high debt, weak infrastructure and a 
paucity of data that exacerbate their vulnerability to the 
health of the global economy.125

Growth in Africa is proving resilient in the near term 
despite challenges. Late in 2025, the IMF issued 
relatively strong regional GDP growth estimates,126 
an upward revision of earlier forecasts made in the 
wake of “Liberation Day”.127 Sub-Saharan Africa’s 
goods trade grew by 9.7% in 2025,128 one of the 
highest regional growth rates, but uncertainty 
remains in the medium and longer term. 

This section explores how fragmentation manifests 
itself in Africa, aiming to provide a more granular 
understanding of the challenges faced by both 
the private and public sectors. These include 
disinvestment related to trade policy shocks, the 
high cost of capital, complications to sustainable 
debt relief, fragmentation in cross-border payments, 
the growing regulatory burden and broader global 
regulatory divergence.

Trade policy shocks increase the 
risk of disinvestment 

Over the past five decades, developing countries 
have been able to rely on two pillars to support their 
growth: a productive investment environment with low 
and falling tariff rates, and multilateral mechanisms 
for resolving trade disputes. In recent years, and 
particularly in 2025, both pillars have been weakened.

For decades, tariff rates across the globe have been 
on a downward trajectory, stabilizing at low levels in 

the 2000s and early 2010s.129 From 2000 until 2025 
the US provided duty-free access for certain goods 
from eligible African countries under the African 
Growth and Opportunity Act (AGOA). China made 
massive investments in the continent in the 2010s 
as part of its Belt and Road Initiative.130

More recently, shifts in the trade-and-investment 
environment brought the era of low tariffs within 
a predictable framework to a close. Chinese 
investments as part of the Belt and Road Initiative 
have fallen sharply in recent years, and Africa 
now sees net outflows to China as countries pay 
more to service existing debt obligations than they 
receive in fresh investments.131 AGOA lapsed for a 
period starting in 2025, threatening to undermine 
industries that rely on low US tariffs such as the 
East and Southern African apparel and textile 
industries.132 The US Congress later extended 
AGOA, but the short-term nature of the extension 
and imminent renegotiation of its terms stand to 
discourage investment.133

Alongside low tariffs, the Appellate Body of 
the WTO had, from 1994 to 2019, provided all 
countries with a mechanism for resolving disputes. 
The existence of this mechanism gave countries 
an alternative to unilateral retaliation, providing 
an avenue for predictable, measured settlements 
that reduced uncertainty and risk for businesses 
operating global supply chains.134 In 2019, however, 
the US paralysed the Appellate Body of the WTO by 
declining to appoint members (see Box 2).135 

3.1 	� African EMDEs face outsized 
fragmentation-related risks

3.2 	� Fragmentation is unfolding via multiple channels 
across African economies, exacerbating challenges
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Why did the US disable the Appellate Body of the World Trade Organization?B O X  2

The US refusal to appoint members to the 
Appellate Body of the WTO was driven by 
objections to the way the body functioned, 
including that it disregarded mandatory 90-day 
deadlines for appeals, allowed members whose 
terms had expired to continue serving on appeals 

and went beyond the text of WTO agreements in 
many areas.136 Both major US parties have since 
maintained this blockade, which means that the 
near-term prospects for reviving the Appellate 
Body are limited.

Together, these shifts threaten FDI in Africa. In 
2024, before the recent escalation in geopolitical 
volatility, Africa saw a record 75% increase in FDI 
relative to the year prior. This outsized growth was 
primarily driven by a major infrastructure project 
in Egypt, but stood at 12% even excluding that 
project.137 FDI had been rising for many years, 
with Europe accounting for a plurality of FDI stock 
but losing share to Asia, and the US maintaining a 
steady, lower share.138 

Trade policy shocks over the ensuing year have 
already started to weigh on growth, however. FDI 
in Africa declined in the first half of 2025 by 42% 
amid a much less severe worldwide slowdown 
of 3%, with the United Nations Economic 
Commission for Africa (UNECA) attributing 
the global decline to caution among investors 
stemming from geopolitical tensions.139 

The cost of capital is high and 
worsened by fragmentation

A key factor holding back business activity and foreign 
investment in African countries is the high cost of 
capital, which has been exacerbated by recent events.

Of the 54 countries in Africa, only a few maintain 
investment-grade ratings from one or more of S&P, 
Moody’s and Fitch at any given time (for example, 
the sovereign debt of Botswana and Mauritius are 
regularly rated as investment grade). International 
investors are guided by the ratings produced by 
these agencies, and African countries’ reliance 
on international finance means that downgrades 
frequently precede and even trigger market sell-offs, 
amplifying risk rather than merely reflecting it.140 

As described further in Section 3.3, efforts are 
under way to increase African expertise at the 
international credit ratings agencies and bolster 
the continent’s capacity to improve data collection 
to better inform ratings. These initiatives are 
urgently needed to mitigate the impact of artificially 
low ratings on private business, which in most 
cases cannot have credit ratings above those 
of their home countries.141 The United Nations 
Development Programme (UNDP) has found that 
African countries pay more in interest than countries 

outside the continent with otherwise similar 
economic characteristics, and could save up to 
$74.5 billion if the situation were rectified.142

Recent policy turbulence affected the cost of 
capital in Africa by increasing sovereign and country 
risk premia, the extra return investors demand to 
compensate for a higher risk investment. With the 
“Africa risk premium” estimated to rise markedly 
during periods of global stress, a prolonged episode 
of uncertainty and tighter financial conditions could 
quickly translate into higher default rates and 
increased difficulties in repaying debts. In such 
a scenario, liquidity pressures risk morphing into 
outright solvency challenges, especially for lower-
income and fragile states with limited buffers.143

Developments in international 
lending make sustainable debt 
relief more difficult

With solvency challenges on the horizon for many 
countries, the ability to restructure debt obligations 
will be integral to longer-term efforts to recover and 
grow. This will be particularly important in the event 
of a global economic downturn. 

Lenders to African countries have traditionally 
been part of the Paris Club, an informal grouping 
of creditors that aims to find coordinated solutions 
to payment difficulties experienced by debtor 
countries, allowing such countries to negotiate 
with Paris Club creditors as a group. Creditors 
collectively arrive at a consensus-based decision 
that defines minimum debt relief conditions that 
are honoured in bilateral negotiations,144 simplifying 
what would otherwise be a complicated series of 
individual negotiations. 

Investments by China as part of its Belt and Road 
Initiative have decreased, and repayment terms 
mean that payments are currently at very high 
levels relative to new inflows.145 Lending by China 
and its state-connected banks disrupts established 
multilateral processes of debt renegotiation, 
reducing the effectiveness of and borrowing 
countries’ demand for Paris Club relief while 
simultaneously reducing Western governments’ 
willingness to offer such relief.146 

Decline in FDI in 
Africa in the first 
half of 2025 amid a 
much less severe 3% 
global slowdown
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Existing fragmentation  
in cross-border payments  
was exacerbated

Cross-border payments in Africa have historically 
been complicated by a lack of affordable common 
payment infrastructure. The Society for Worldwide 
Interbank Financial Telecommunication (SWIFT) is 
a global interbank payment instruction messaging 
network that does not settle funds. This role has 
been filled in Africa by regional initiatives that have 
focused on intra-African payment integration: 
members of the Southern African Development 
Community (SADC) have relied on the South 
African rand as a regional settlement currency for 
cross-border transactions,147 while the East African 
Payments System (EAPS) provides a multicurrency 
platform designed to settle payments within 
East Africa.148 More recently, the African Union 
established the PAPSS to allow countries across 
the continent to transact in local currencies.

The global currency order has become increasingly 
multipolar, with the emergence of alternatives to the 
Western-led payment system and a moderate but 
significant shift away from the dollar as the currency 
used in cross-border transactions, with implications 
for policy-makers and business leaders in Africa.

In 2015, amid Western sanctions on Iran and 
Russia, the People’s Bank of China launched 
CIPS to create an alternative to existing payments 
infrastructures. CIPS has since expanded despite 
China’s tight capital controls, with several African 
institutions becoming direct participants in 2025.149 

As CIPS expands alongside a rise in the volume 
of trade between China and African countries, the 
use of renminbi in cross-border payments has also 
expanded rapidly, albeit from a low base.150 The 
modest nature of the global increase belies a more 
dramatic change in a subset of payments. Many 
countries, including Algeria, Kenya, Morocco and 

Nigeria, now conduct a majority of cross-border 
transactions with China in renminbi,151 whereas 
transactions had previously been settled almost 
exclusively in US dollars. 

On one hand, the expansion of local currency 
settlement facilitated by the roll-out of PAPSS, 
described in greater detail in Section 3.3, further 
boosts resilience by encouraging growth in new 
regional trade relationships; on the other, this shift 
increases certain risks. Countries may be forced to 
exclusively use one bloc’s payment infrastructure, 
losing access to vital investor bases, while 
businesses face the risk of increasing transaction 
costs and other inefficiencies if emergent systems 
are not interoperable with legacy systems.152

Africa is affected by regulation 
that it does not have a 
substantial role in shaping 

Regulatory compliance is a substantial part of 
the cost of doing business across borders, and 
in recent years actions by major powers have 
altered the regulatory landscape in which the 
rest of the world must operate. Regulatory action 
has increased, with a notable example being the 
expansion of grey-listing and sanctions. African 
countries are substantially affected by this trend but 
do not have the ability to shape it.

In the early 2020s the Financial Action Task Force 
(FATF) added many African countries, including 
South Africa,153 to its grey list of countries under 
increased scrutiny for anti-money laundering 
compliance. This has economic consequences, 
including reductions in FDI and payments received.154 
While South Africa and other countries were 
removed from the grey list in late 2025,155 many other 
African countries remain on the list, undermining the 
predictability required for long-term investment.
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Grey-listingB O X  3

The Financial Action Task Force (FATF) publishes 
two lists identifying countries with weak measures 
to combat money laundering and terrorist 
financing. The “black list” identifies countries 
whose regulations are severely deficient, and 
the “grey list” identifies countries that are 
subject to increased monitoring but have made 
commitments to address deficiencies.156 Both 

designations result in significant reductions in FDI 
and payments due to increased scrutiny by global 
financial firms and other companies, as well as 
potential sanctions from other countries.157 Of 
the 54 countries in Africa, eight are currently on 
the “grey list” at the time of publication, posing a 
substantial challenge to their economies.

Diverging regulation raises the 
cost of doing business in Africa

The risks posed by an increasing regulatory burden 
are compounded by the fact that global regulations 
in key sectors are diverging. A prominent recent 
case is the difference in approaches that the EU 
and the US have taken to regulating digital finance.

The EU’s Markets in Crypto Assets (MiCA) 
legislation, implemented in 2024, establishes 
a broad framework that prioritizes financial 
stability and consumer protection. The US 
Guiding and Establishing National Innovation for 
US Stablecoins (GENIUS) Act, passed in 2025, 
provides a regulatory framework for dollar-backed 

stablecoins.158 From the perspective of a digital 
services firm seeking to issue a US dollar-pegged 
stablecoin, the US framework is relatively flexible, 
with more favourable reserve options, disclosure 
requirements and permitted issuer types. 

Regulatory divergence manifests itself as a real 
operational cost for which private-sector businesses 
must account. For example, US–EU regulatory 
differences drive up costs by requiring operators 
in Africa seeking investment in both regions to run 
parallel infrastructures.159 As costs for businesses 
operating in Africa increase, fewer projects on the 
continent are investable to institutions in the parts 
of the world with the deepest capital markets, 
including the US and the EU. 
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As illustrated in Section 3.2, the risks that 
African economies already face are magnified by 
fragmentation. These challenges are, however, 
balanced by opportunity, driven both by Africa’s 
structural advantages and by the fact that acute 
challenges can provide an impetus for African 
leaders to pursue initiatives to boost growth. 

Structural features position 
African economies to thrive in the 
current geopolitical context

Many countries in Africa share natural advantages 
that position them to capitalize on global trends, 
including a growing and urbanizing population as 
well as ample reserves of strategic resources such 
as critical minerals, renewable energy generation 
potential and oil and gas.

African countries will lead the world in population 
growth in the coming decades,160 and are at the 
same time urbanizing at a higher rate than any other 
region.161 This growth is coming at a time when 
slowing population growth elsewhere is posing 
challenges not only to the economies of developed 
countries but also in developing countries such as 
China and Malaysia. With targeted investments, 
Africa could reap significant gains from a large 
demographic dividend.162 As countries seek to 

diversify their supply chains, countries in Africa are 
positioned to host new manufacturing hubs, which 
could be further boosted by increased consumption 
from a growing middle class.

Africa has a significant endowment of strategic 
resources that position the region’s economies 
to benefit from the efforts of other countries and 
multinational firms to push for resilience and supply 
chain diversity:

	– The continent is home to some of the world’s 
largest deposits of critical minerals needed for 
advanced manufacturing, including the majority 
of the world’s reserves of platinum and cobalt.163 
As demand for critical minerals accelerates and 
many countries seek to diversify their supplies, 
African economies stand to benefit164 and could 
begin refining and processing minerals, moving 
up the value chain. 

	– Africa is also the continent with the greatest 
potential for solar energy generation, with 60% 
of the best solar resources globally,165 and many 
countries are well suited to serving as providers 
of renewable energy to Europe.166 

	– The conflict between the US, Israel and Iran 
illustrates the value of Africa as a potential 
alternative supplier of oil and gas for countries in 
East Asia and Europe that rely on imports.

3.3	 Opportunities for African economies  
	 amid global turbulence

The African Continental Free Trade 
Area (AfCFTA) and Pan-African 
Payment and Settlement System 
(PAPSS) can position Africa to 
leverage its advantages fully

As Africa enters a period in which its growing 
workforce and resource endowments position it to 
prosper, integration of the continent’s economies 
through trade and payments will be essential to 
unlocking the scale necessary for growth.167 

African countries trade far more with countries 
outside the continent than within, with intra-African 
trade fluctuating between 15% and 21% of the 
continent’s total trade.168 This figure is much lower 

than equivalent figures for other regions; among 
Asian and European countries, intraregional trade 
stands at 59% and 68%, respectively.169 UNECA 
estimates that full implementation of AfCFTA could 
raise Africa’s GDP by a cumulative $1.4 trillion 
between 2021 and 2045, driven by increases in 
intra-African trade across manufacturing, agro-
processing and services.170

PAPSS, a financial market infrastructure that 
enables cross-border payments across Africa in 
local currencies, has emerged as the backbone of 
AfCFTA implementation. It serves as a connector 
between existing regional systems, such as the 
EAPS and the Common Market for Eastern and 
Southern Africa Regional Payment and Settlement 
System (REPSS). 

Through the AfCFTA we have an opportunity to reconfigure our supply 
chains to reduce reliance on others and to expedite the establishment 
of regional value chains that will boost intra-Africa trade and secure 
Africa’s productive capacity for generations to come. 

Wamkele Mene, Secretary-General, AfCFTA Secretariat

$1.4
trillion
Potential boost 
to GDP from full 
implementation of the 
African Continental 
Free Trade Area 
(AfCFTA)
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While most countries in Africa have ratified the 
AfCFTA, and PAPSS is expanding rapidly, progress 
on AfCFTA implementation – including lowering 
tariffs, harmonizing regulations and investing in 
physical and digital infrastructure – has been 
sluggish.171 Policy-makers should:

	– Pursue full implementation of AfCFTA’s 
protocols, focusing on addressing the root 
causes of inaction and aligning divergent 
national interests.

	– Encourage the integration of additional 
African central banks into PAPSS, allowing 
commercial banks across the continent to settle 
transactions in local currencies.

The accuracy of African credit 
ratings can be improved by 
expanding African expertise at 
global credit rating agencies and 
by improving data collection

Low African credit ratings stem partly from a lack of 
data as well as international credit rating agencies’ 
shortage of on-the-ground expertise. These issues 
force agencies to rely heavily upon subjective 
factors that are vulnerable to bias.172 

Private-sector leaders and policy-makers can 
support two promising solutions:

	– Expand expertise on Africa among credit 
rating agencies: The African Union is in the 
final stages of launching an Africa Credit Rating 
Agency (AfCRA), which promises to deliver 
more context-intelligent credit assessments 
to complement those of the international 
agencies.173 This initiative has the potential 
to expand the degree to which international 
and local investors understand risks on the 
continent. Given that in the short term it will be 
challenging for AfCRA or similar initiatives to 
shift international perceptions of risk,174 another 
avenue for improvement is an increase in the 
on-the-ground presence of global agencies 
in Africa. A recent example of this is Moody’s 
acquisition of Africa’s largest credit ratings 
agency, Global Credit Rating (GCR).175 

	– Improve data collection: The Africa Credit 
Ratings Initiative, a partnership between the 

UNDP and global development advisory firm 
AfriCatalyst, seeks to support African sovereigns 
in collecting and reporting data (including by 
more accurately reflecting the GDP estimates 
that feed into credit ratings),176 thereby reducing 
reliance on subjective assessments. This 
approach is an actionable way to improve the 
accuracy of credit ratings that does not require 
waiting for international reforms.

Policy-makers can take steps to 
deepen African capital markets

Most African countries are considered frontier 
markets, characterized by shallow capital markets 
with debt issuance that is heavily weighted towards 
sovereigns,177 providing relatively few opportunities to 
invest in stocks or corporate debt. This means that 
to build infrastructure or expand a business, leaders 
must rely on international sources of capital, from 
Eurobond markets to multilateral development banks.

Domestic financial systems are dominated by 
banks with limited long-term lending capacity, 
while institutional investors such as pension funds 
and insurers are still emerging as major players.178 
At the same time, the structure and liquidity of 
African markets constrain local and international 
investors (see Case study 4). Secondary markets 
for sovereign and corporate securities are thin, 
encouraging buy-and-hold behaviour and keeping 
transaction costs high.179 This in turn feeds into 
higher required returns, reinforcing a perception 
that African assets are riskier than the fundamentals 
would otherwise justify. 

Policy-makers can take concrete steps to deepen 
capital markets in Africa, thereby improving the 
environment for local firms:

	– Integrate the capital markets of separate 
African nations, including via initiatives by 
the African Stock Exchange Association and 
UNECA that aim to enable integration and dual 
listings between regional exchanges.180 

	– Increase allocation by Africa’s pension and 
sovereign wealth funds to local equities, 
tapping a source of wealth that has grown 
substantially. Pension funds are now the 
largest institutional investors on the continent 
and could lead the way by increasing their 
allocations to local equities.181 
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Many African economies face liquidity challenges, as chronic 
shortages of foreign currency and shallow domestic financial 
markets add friction to trade and complicate debt servicing. 
This leads to elevated liquidity premia and higher borrowing 
costs for African sovereigns.

The Liquidity and Sustainability Facility (LSF) was launched at the 
2021 United Nations Climate Change Conference (COP26) by 
UNECA, in partnership with Afreximbank, to address this issue 
by creating a repurchase agreement (repo) market for African 
sovereign bonds. This would facilitate the creation of additional 
stable funding sources for African governments, thereby 
reducing liquidity premia and lowering borrowing costs. 

Beyond its initial mandate, the LSF has evolved into broader 
liquidity infrastructure. By creating a repo facility designed 
to operate to the standards of global markets, building an 
all-Africa sovereign bond index and working with partners 
to develop exchange-traded funds (ETFs), the LSF seeks to 
shift African sovereign debt from a largely buy-and-hold asset 
class into a more tradable one. This market infrastructure is 
designed to crowd in private investors and ultimately align 
pricing more closely with African sovereigns’ actual default 
and recovery experience.

C A S E  S T U D Y  4

The Liquidity and Sustainability Facility 

Policy-makers can boost 
the pipeline of investable 
infrastructure projects

Expanding the scope of investable infrastructure 
projects in Africa is another promising path to 
boost growth by addressing the infrastructure gap 
on the continent. The African Union Development 
Agency – New Partnership for Africa’s 
Development (AUDA–NEPAD) estimates that while 
annual investment needs are between $130 and 
$170 billion, only $80 billion is invested, of which 
40% comes from African governments, 35% from 
donors and 25% from the private sector.182

Underinvestment in transportation infrastructure 
is a key factor holding back full implementation 

of the AfCFTA.183 B20 South Africa, the business 
engagement group for South Africa’s G20 
presidency, recommended a targeted approach to 
improving infrastructure on the continent:184

	– Provide targeted support for infrastructure 
projects by assisting early project development, 
streamlining regulatory and permitting 
processes and encouraging increased visibility 
and use of project pipelines to help coordinate 
and fund projects.

	– Prioritize the provision of critical infrastructure 
by focusing on digital and energy infrastructure 
and promoting coordination among 
infrastructure programmes.
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The events of 2025 and 2026 moved global 
financial system fragmentation from a plausible 
risk to an operating reality. A step change in 
trade and investment restrictions has raised the 
baseline level of friction in cross-border commerce 
and challenged foundational norms that have 
supported growth for decades. The analysis in this 
report underscores that the economic costs are 
no longer hypothetical; policies already in place 
are expected to reduce global output and push 
inflation higher, while plausible escalation pathways 
could amplify the damage. 

Africa sits at the sharp end of these dynamics. 
African countries face outsized exposure to trade 
shocks, shifts in capital flows and regulatory 
divergence, but the continent’s recent experience 
navigating turbulence highlights a central lesson 
for the wider world: resilience can be built by 
diligently pursuing new and expanded relationships 
with willing partners. 

There is a clear need for an executable agenda 
to guard against the worst potential outcomes of 
fragmentation. The Principles to Safeguard the 
Global Financial System from Fragmentation and 
Rules of Engagement for Responsible Economic 
Statecraft provide a framework to mitigate 
unintended damage from economic statecraft. 
These principles and rules, which have been 
informed by input from dozens of financial sector 

leaders, can serve as a starting point for future 
efforts to operationalize guardrails in collaboration 
with policy-makers.

Regionally, African leaders can use pressure from 
today’s geopolitical volatility to their advantage, 
accelerating AfCFTA implementation and scaling 
PAPSS, strengthening data-gathering capabilities 
to reduce unjustified risk premia, deepening 
capital markets to mobilize domestic savings and 
expanding the pipeline of investable infrastructure 
projects. These steps stand to keep the continent 
connected to regional and global opportunity even 
as volatility continues. 

Ultimately, the course that fragmentation takes 
cannot be determined in a single year and can 
still be shaped in the years to come. The choices 
leaders make now can shift the trajectory of the 
global economy. 

The world could drift towards a costly equilibrium 
of raised barriers, duplicated systems and muted 
growth, in which the aspirations of entrepreneurs in 
rich and developing countries alike are constrained 
by higher borrowing costs and families must pay 
more for food and basic necessities. A more 
prosperous path is available, however, in which 
renewed norms, interoperable infrastructure and 
regional integration anchor a new, more resilient 
global financial system.

Conclusion
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Appendix: Quantitative 
analysis output
Marginal change in output (deviation from baseline)F I G U R E  A 1

Marginal impact on global inflation (deviation from baseline)F I G U R E  A 2
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Marginal impact on imports in the existing fragmentation scenario (deviation from baseline)F I G U R E  A 3

Marginal impact on imports in a high fragmentation scenario (deviation from baseline)F I G U R E  A 4
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Long-run real production change by country group and sector group in the existing 
fragmentation scenario (deviation from baseline at 5 years)

F I G U R E  A 5

Sectoral wage differentials in the existing fragmentation scenario  
(deviation from baseline, relative to medium-skilled labour)

F I G U R E  A 6

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

-0.60% -0.64%

-0.64%

-0.51%

0.19% 0.26%

0.00%

US West ex. US East Neutral

2.25%

Manufacturing Services

As of Q4 2025, manufacturing accounted for 
only 9.4% of US GDP,1 so the contraction in 
services production outweighs the increase 
in manufacturing production.

-0.2%

-0.2%

-0.1%

-0.1%

0.0%

0.1%

0.1%

0.2%

0.16%

0.13%

0.06%

<0.01%
0.01%

-0.03% -0.02%

-0.17%

0.2%

Low skilled High skilled

US West ex. US East Neutrals

Positive figures indicate positive 
movement relative to medium-skilled 
labour, not an absolute increase. 
See Figure A7 for absolute changes 
in wages, adjusted for inflation.

Note: 1. US Bureau of Economic Analysis. (n.d.). Value added by industry: Manufacturing as a percentage of gross domestic product (VAPGDPMA). Retrieved 
April 20, 2026, from Federal Reserve Bank of St. Louis, FRED. https://fred.stlouisfed.org/series/VAPGDPMA 

Deepening Divides: The Cost of a More Fragmented Financial System 34

https://fred.stlouisfed.org/series/VAPGDPMA


Real wage impacts by skill level in the existing fragmentation scenario (deviation from baseline)F I G U R E  A 7
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