
THINKTANK FOR FOREIGN AFFAIRS & SECURITY POLICY

The Digital Geoeconomics of 
Great Power Competition.
1 JULY 2026

Andrea Guidotti

Photo by Tabrez Syed on Unsplash

Central Banks’ Geoeconomics, the Digital Euro, and the Fu­
ture of European Integration.

Introduction

Politics in the 21st Century has become increasingly influenced by geoe­
conomic considerations. Following Edward Luttwack’s conceptualization 
(1990), geoeconomics can be defined as the sublimation of the logic of con­
flict and war in the grammar and methods of commerce, meaning that the 
cause and the instruments of conflict must be considered primarily through 
an economic lens. In this scenario, the emergence of new and innovative 
payment infrastructures, especially in the form of digital currencies, affects 
the balance of power between major sovereign actors. In other words, it 
paves the way for greater competition over economic and financial infra­
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structures (Nolke, 2025). Rather than national states, Central Banks are the 
main actors feeding this geoeconomic rivalry (Quaglia & Verdun, 2025).

Growing international tensions and the potential for higher degrees of 
conflict in different regions of the world, involving major players – such 
as the US, Russia, China, and the European Union – highlight the risks 
associated with economic interdependence, thus expanding sovereign ac­
tors’ willingness to decrease their digital dependency vis-à-vis other actors 
(Santaniello, 2025). As Farrell & Newman (2019) put it, “weaponized inter­
dependence” hinges on the idea that some states might be able to coerce 
others due to their asymmetric control over key network economic struc­
tures. Who retains the political authority and dictates the international 
channels where money, goods, and information are distributed can signif­
icantly limit the space for action of other states. Examples of how states 
leveraged their dominant position within global network infrastructures in 
the monetary field are: (i) the cut off of twenty-four Iranian financial insti­
tutions from the signaling message service provided by SWIFT, or; (ii) the 
implementation and freezing of North Korean and Russian assets in 2017 
and 2022, respectively (Nolke, 2024).

In a multipolar world, sovereignty is not based on territorial elements 
but is rather conceived in functional terms. The political struggle to gain 
privileged or exclusive access to transnational digital networks creates a 
new digital political economy (Pasquale, 2017). It also favours the future 
establishment of so-called “Digital Currency Areas” (DCAs), where the 
ownership and access to a particular currency won’t be tied to a country 
but to a specific (digital) network. According to Brunnermeier et al. (2019), 
two types of competition will emerge. The first involves full currency 
competition, in terms of their role as units of account, pricing mechanisms, 
and inflation rate adjustments. The second requires reduced competition 
of monetary instruments, when subsumed in the same unit of account, for 
their role as a medium of exchange.

For these reasons, nations started prioritizing the development of their 
own payment system. Notably, Central Bank Digital Currencies (CBDCs) 
play a key role in this development. Digital currencies would protect 
strategic autonomy and sovereignty, and may also serve to exert soft and 
de facto power dominance over different world regions. As of July 2025, a 
total of 137 countries and currency unions, accounting for almost 98% of 
the share in global GDP, are currently exploring the institution of a CBDC; 
while advanced progress has been made by 72 countries. For instance, 3 
countries have already fully launched their digital currency, and 49 CBDC 
pilot projects are underway (Atlantic Council, accessed 03/2025).
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Table 1: Central Bank Digital Currencies initiatives: a summary. Source: 
Ye, 2025.

Building on this background, this policy report investigates the role of 
Central Banks as emerging geoeconomic actors, especially focusing on the 
active role of the European Central Bank (ECB) in promoting the set-up 
of its digital currency, the Digital Euro, and the impact of these develop­
ments on the future of European integration. Section two describes the 
international environment characterised by the race between China and 
the US to reach financial digital dominance. Section three will expand on 
the meaning and significance of digital warfare in an interconnected global 
scenario. Section four provides a concise overview of different digital finan­
cial instruments and their competitors, focusing on the rise of stablecoins 
and the Chinese Digital Yuan. The final section will explore the structure, 
scope, and policy environment within which the Digital Euro project is 
developing, applying theories of European integration to investigate its 
future development.

US-China race on digital dominance

In the 21st Century, great power competition to reach primacy in techno­
logical innovation and control over worldwide digital infrastructures is 
shaped by the actions of the US and China. So far, the US has been 
assured by its dominant position and privileged authority on payment 
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infrastructures – the case of SWIFT, as mentioned in the introduction. 
The conviction that the dollar will maintain its trend-setting international 
status in the financial field induced American political elites to maintain a 
passive strategy (Cohen, 2017). Conversely, the Chinese initiative has been 
more proactive. On the one hand, an intense internal debate regarding the 
benefits of further internationalising the Renminbi, the Chinese national 
currency, unfolded (Hofman & Petri, 2025). On the other hand, Chinese 
governmental agencies initially approved a legislative act in 2017 limiting 
the acceptance of virtual currencies under Initial Coin Offering (ICO) 
schemes, and then definitely banned all cryptocurrency transactions in 
2021 (Huang & Meyer, 2022). As an alternative strategic objective, Chinese 
elites put a sustained effort into developing and launching a sovereign 
digital currency.

The dollar started replacing the sterling as the world’s leading reserve 
currency in the mid 1920s, and crystallised its dominance after WWII 
(Eichengreen & Flandreau, 2009). Given its strength and spread, the US 
has the power to use its national currency as an assertive foreign policy 
tool, weaponising the dollar and isolating sanctioned countries from global 
markets. Moreover, the financial transactions network Visa, while explicitly 
projecting itself as an impartial infrastructure, implicitly and de facto aligns 
with its US-centered governance hub (Cowan, 2017).

The US retains the status of “chief rule-maker” of the global economic 
architecture, confronting other players with the alternative of either abiding 
by its rules or disseminating new digital technologies to empower their 
positions within the system (Slawotsky, 2022). This is also echoed by the 
American Department of the Treasury: the emergence of new technolo­
gies and adversarial geopolitical considerations might disrupt the current 
equilibrium and help other powers in reducing their dependency on the 
Washington-led global payment system (Treasury, 2026). From an Ameri­
can point of view, the Chinese development of its CBDC is an example 
of how competitors circumvent global financial institutions and pursue 
strategies of financial statecraft (Huang & Meyer, 2022).

It’s in the US’s interest not to allow for any change in the status quo, since 
its competitors lack the institutional, economic, and geopolitical features 
to compete. Whenever a consumer makes a transaction outside of their 
country using a Bancotact card issued by a national bank, the payment is 
processed by the Visa or Mastercard networks. In most cases, cards issued 
by banks rely by default on those two payment circuits, giving the US 
undisputed control. At the same time, as Bilotta (2024) argues, being the 
dominant player confronts the US with an innovator’s dilemma, whereby 
prominent technology firms in the American market fail to recognise the 
potential of smaller competitors to deliver disruptive innovation.

China has a competitive advantage in the development of a sovereign 
blockchain service network (BSN) for digital payments. This has been 
acquired through years of testing on different blockchain applications, 
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reflecting the Chinese geopolitical considerations involving the promotion 
of a universal digital payment network (UDPN) based on CBDCs from 
more countries (Ekman, 2021). Importantly, China is not only facing global 
competition but also a regional one. The Indonesian Chamber of Com­
merce and Industry concluded negotiations with ASEAN countries to allow 
QR-code-based payment systems to be the regional digital payment con­
nectivity network (BCG, 2023), within a strategy to support local currency 
settlement (LCS) mechanisms and strengthen South-East Asian economic 
cooperation (Bimantara & Nugraha, 2025).

Other international players are trying to develop their proprietary and 
sovereign alternatives to gain independence from the US and China. Russia 
is developing the Mir card payment system as a soft power tactic to coun­
teract the dominance of Western financial institutions. This is so because 
Russia wants to avoid the suspension of transactions enforced by external 
political and economic actors via international sanctions, as well as to reach 
full-fledged political multipolarity with the creation of multilateral organi­
sations such as the Eurasian Economic Union (EAEU) (Gricius, 2020). India 
has also introduced a domestic payment card network, RuPay. The main 
motivations behind its implementation were to avoid high costs in fees 
for joining foreign card associations and to allow the economically disad­
vantaged Indian population to formally join the national economy (Aysan, 
Ozturk & Selim, 2025).

What is crucial to understand here is that power competition about dig­
ital and financial infrastructure is not about domination, but rather gaining 
control of the system within which the infrastructure was developed.

Cybersecurity, warfare, and digital currencies

Digital financial competition and great power rivalry imply negative exter­
nalities and the implementation of digital warfare tactics. Digital warfare 
covers three areas: espionage, psychological warfare, and sabotage. The 
latter one comprises strategies aimed at blocking access to electronic 
services or creating temporary or permanent damage to critical data or 
physical infrastructures (Hageback & Hedblom, 2022). The case of interna­
tional economic sanctions discussed in section one can be subsumed under 
this label.

Moreover, digital currencies might serve as active enablers of sabotage 
tactics directed towards a competitor, disabling its access to critical data 
or interfering with the functioning of electronic payment methods. In 
principle, under the current setting, the US could leverage multiple legal 
and operational levels to restrict European banks from using payment 
infrastructures. This can happen in two ways: (i) delivering executive-
branch sanctions accompanied by a regulatory action under or outside 
emergency authorities; (ii) by means of an affirmative congressional legis­
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lation forbidding determined corporate behaviours and creating binding 
statutory obligations (Felicetti & Brescia Morra, 2025).

Financial market infrastructures (FMIs) have become instruments of 
geopolitical influence and economic statecraft, posing cybersecurity 
threats for actors highly dependent on a foreign infrastructure (Oppen­
heimer, 2025). In other words, they are not just neutral and technocratic 
utilities only, but weaponised instruments of financial diplomacy to obtain 
two different forms of influence over competitors: (i) via the direct juris­
dictional exercise of membership, governance, and connected services; (ii) 
via the indirect supervision of regulatory frameworks and domestic market 
access conditions (Saguato, 2025).

Scholars and analysts conceptualised measures of geopolitical and finan­
cial risks for international actors. Following Caldara & Iacoviello (2022), 
geopolitical risk can be defined as “the threat, realisation, and escalation 
of adverse events associated with wars, terrorism, and any tensions among 
states and political actors that affect the peaceful course of international 
relations”. Notably, the European Central Bank developed a framework 
to categorise geopolitical risk into five groups (ECB, 2026): (i) military 
conflicts and wars; (ii) infrastructure vulnerabilities, including energy and 
digital systems; (iii) trade disruptions and sanctions; (iv) capital and financial 
risks; and (v) political or societal factors. In doing so, it also stressed that 
financial markets’ digital infrastructures might be markedly vulnerable to 
geopolitical risks.

Figure 1: Changes in geopolitical trend indicators selected for the EU. 
Source: ECB, 2026.
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The Geoeconomics of Central Banks

Central banks around the world started developing their own digital cur­
rencies out of fear of private actors’ initiatives, such as Meta and Tether, 
and their stablecoins. Developing a proprietary digital currency represents a 
strategic lever to enhance countries’ geopolitical autonomy and avoid risks 
(ECB, 2025). As empirical research shows, multiple domestic CBDC systems 
are the most compelling option for institutions aiming at individual control 
of capital flows (Chu & Rathbun, 2025).

Table 2: A taxonomy of money. Source: Claeys & Demertzis, 2019.
Even if promising, CBDCs also present unfavourable externalities. Cen­

tral banks would increasingly expose themselves to the same risks faced by 
traditional financial intermediaries, but also be asked to take a bigger role 
in the credit allocation process, requiring significant adjustments to their 
collateral frameworks (Claeys & Demertzis, 2019). Moreover, different types 
of CBDCs demand a compatible system with agreed international standards 
for messaging, cryptography, and data exchange. Not only that, but a mul­
tilateral payment platform would also require shared rules and technical 
systems (Bilotta, 2024). In the rest of the section, we will review the main 
alternative to a CBDC (stablecoins) and its most developed example (the 
digital yuan).

Stablecoins originated from the cryptocurrency platform Ethereum (De 
Conti & Guttman, 2025). The European Central Bank defines stablecoins 
as “digital units of value that use blockchain cryptography”. To maintain 
value stability, most stablecoins rely on reserve assets associated with a 
national currency (e.g., dollar) or exchange-traded commodities (e.g., gold) 
against which their holdings can be redeemed (ECB, 2021). In principle, 
they are technology-neutral and respond to a proprietary market price – 
there is no necessary one-to-one value correspondence to their pegged 
currency. The key technology behind their functioning is a decentralised 
and distributed ledger network for data sharing, verification, and genera­
tion: the blockchain.
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Table 3: Stablecoin types: a comparative summary. Source: Ye, 2025.
Stablecoins are a valid alternative to CBDCs. One of the most relevant 

examples of stablecoins is Tether, which moved upmarket after seizing a 
neglected niche in the low-end market by market incumbents (Litpon et 
al., 2023). Despite its related credit and liquidity risks, entities or govern­
ments might prefer a stablecoin-based cross-payment infrastructure to 
a CBDC. This happens because states that assign more importance to 
monetary autonomy, payment efficiency, and transaction costs find utility 
gains in adopting stablecoin-based cross-border payment infrastructures 
(Ye, 2025). Stablecoins’ decentralised design is particularly appealing to 
emerging economies due to the combination of macroeconomic pressures 
they are confronted with: high inflation, volatile exchange rates, and finan­
cial exclusion. Dollar-pegged stablecoins are beneficial to small businesses, 
freelancers, and people working in the informal economy when their coun­
tries’ national currency suffers from high inflation (Kotenko, 2025).

The People’s Bank of China (PBOC) launched the Digital Currency Elec­
tronic Payment network hosting in 2017 to expand and complement digital 
and mobile payment infrastructures (Liu, 2021). The Digital Yuan (e-CNY) 
is structured into a two-tier operational system, arranging its issuance and 
circulation. The central bank represents the first layer, while commercial 
banks and telecom operators encompass the second layer (Chen & Nes­
terov, 2023).
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The project is based on a series of strategic considerations. On a baseline 
level, to provide a form of digital cash to citizens and improve financial 
inclusion. Domestically, it aims at streamlining and regulating payments, 
eliciting transparent practices and avoiding ‘shadow banking activities’ 
(Dong, Neut & Xia, 2021). Legally, the scope is to introduce a digital currency 
holding a legal tender status attached to the national currency (Fullerton 
& Morgan, 2022). Externally, it would ensure Chinese independence from 
US global financial institutions and avoid the risk of sanctions concerning 
projects connected to the Belt and Road Initiative (BRI) (Bansal & Singh, 
2022).

Reports highlighted that the project is advancing slowly, since as of early 
2023 the supply of e-CNY accounted for no more than 0,13% of the total 
central bank reserves and cash in circulation (Orcutt, 2023). Moreover, data 
show that citizens still prefer AliPay and WeChat mobile payment systems, 
signalling a strong competition vis-à-vis private actors (Dowd, 2024).

The Digital Euro and EU integration

This section delineates the current European political and regulatory 
landscape surrounding the Digital Euro project. Drawing from theories of 
European integration, it then explores the role of the Digital Euro as a 
strategic enabler for the further consolidation of the European integration 
project, identifying under which conditions the project might have positive 
spillover effects on European economic integration.

The Digital Euro project is driven by a desire to secure pan-European 
financial transactions against increasing geopolitical vulnerabilities: (in)se­
curity concerns (Westermeier, 2024). It is indicative of Europe’s progressive 
integration of international security considerations within its monetary 
and trade policies (Haroche, 2024). Indeed, some argue that the present-
day European industrial strategy actively shapes markets in favour of its 
bounded political community, with the prominent development of inter­
nally and externally oriented financial tools (McNamara, 2024). This is in 
line with the strategic trajectory of consolidation and rationalisation of 
FMIs to complete the Capital Markets Union (CMU), as outlined in the 
‘Draghi Report’ (2024).

To advance the project, the European Central Bank (ECB) and European 
Commission (EC) built a mutually reinforcing narrative on the salience of 
the Digital Euro and its ability not only to meet evolving payments trends 
and citizens’ needs, but also to create a positive window of opportunity for 
fostering financial innovation and inclusion, internal market integration, 
and geopolitical resilience (Heidebrecht, 2025). In doing so, EU officials 
drew attention mainly to the benefits for European financial firms and 
SMEs (small and medium enterprises), the increase in private funding to 
the real economy, and boosting European competitiveness and resilience 
(Haworth & Quaglia, 2026; ECB, 2024).
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Figure 2: EU Policy Narratives and Financial Integration (2014-2024). 
Source: Haworth & Quaglia, 2026.

Neofunctionalism is a theory of European integration that predicts fur­
ther integrative and expansionary policy cycles as mainly driven by the 
action of European political elites and positive spillovers from one policy 
domain to another (Haas, 1970; Niemann & Ioannou, 2015). According 
to major interpretations of postfunctionalism, another major theory of 
European integration, some phases of European integration are inclined 
to be characterised by a constraining dissensus between citizens and elites 
(Down & Wilson, 2008; Hooghe & Marks, 2009). Following a punctuated 
conceptualisation of politicisation, contentious issues related to European 
integration offer political actors a set of strategic options to either politicise 
or de-politicise the public debate, without necessarily resulting in negative 
public backlashes (Grande & Kriesi, 2016). In such contexts, specific issues 
can be politicised through institutional discourse, thus sparking public 
disagreement (Wendler & Hurrelman, 2022). Within the framework of 
discursive institutionalism, another major theory of European integration, 
agenda setting and policy change in compound polities can be brought 
about via a dynamic process based on the coordinative discourse between 
institutions and public opinion (Schmidt, 2010).

According to Haroche (2023), the growing geopolitical concerns and 
geoeconomic challenges the ECB is facing from its competitors, coupled 
with the insufficient economic traction of European external actions, could 
serve as a positive functional spillover in the European financial and fiscal 
domain. Following this logic, the ECB could push the development of the 
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Digital Euro as an active enabler for the expansion of the EMU (Economic 
and Monetary Union). To do so, it should reverse the phenomenon of secu­
ritisation experienced in the green policy field (Dupont, 2018), favouring 
the politicisation of digital financial innovation and building on positive 
narratives regarding the benefits of a digital currency directly issued by 
the European Central Bank for the autonomy and sovereignty of European 
citizens.
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