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Key Points

• Finance must support real sector, but has grown to life of its own. 

• Cheap to issue Finance (low transaction costs) but costly to reform Real Sector 
(hence loose Monetary and Fiscal policies, relative to Structural reforms)

• Digitization accelerates trend, because digital services (and information 
processing) growth has overtaken physical trade (WTO data) 

• Finance affected by Digitization, Geopolitical Rivalry, Social 
Polarization/Fragmentation, Supply Chain decoupling, Climate Change

• Energy to produce Crypto-Currencies, AI/Big Data is huge, so whoever controls 
Currency Issue, Energy and Minerals has Political/Military Power over others.  

• Financial System is evolving very fast under very Volatile Conditions, currently 
stabilized by central bank liquidity action. 

• Central bank balance sheet has proved exceptionally powerful tool to stabilize 
shocks.  Current regulation on capital, liquidity and total leverage adequate.
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Global Financial Stability Trends
So far system as avoided major crises, but only because central 
banks have stepped up using Balance Sheet QE.  Risks are rising

Section 1



FSB letter to G20, 
Febuary 2024 - key points 

• Outlook for financial stability remains 
challenging. 

• March 2023 banking turmoil stressed 
system but was controlled

• NBFI growing importance & need to 
address vulnerabilities

• Digital innovation improved efficiency 
but increased system inter-
connectedness & spillovers

• Climate change has financial risks

• Cross-border payments need 
coordination

• Points to watch include:

• Inflation and interest rate hikes on real 
estate

• Interest rate and liquidity risk in the 
system arising from shocks



G20: Global Recovery More Resilient Than Expected, But 
Activity Remains Subdued – World Bank forecast slower 
growth to 2030 

Source: IMF G20. 2024
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https://www.imf.org/external/np/g20/pdf/2024/022624.pdf


Financial Conditions Have Eased

Source: IMF. 2024

https://www.imf.org/en/Publications/GFSR/Issues/2024/04/16/global-financial-stability-report-april-2024


Central Bank tightening (QT) putting pressure on liquidity
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Major Central Bank Assets grew 4-5X 2008-2024

Source: Yardeni Research, 2024

https://yardeni.com/charts/balance-sheets-monthly/


Return of Industrial Policy Means 
More Protectionism, Less Free 
Market Competition

Source: WEF. 2023

https://www.weforum.org/reports/chief-economists-outlook-may-2023?DAG=3&gclid=EAIaIQobChMIt_SO3tSP_wIVTVMrCh2XsA1DEAAYASAAEgKESvD_BwE


Post-SDG, SDG Financing Gaps Widened for EMDEs – $4-
5 trn Annually, $9.2 trn required to deal with NetZero 
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SDG financing gaps in developing countries post-Covid

UN 2024 report: only 16% of SDG met so far, 
with only 6 years to achieve fulfilment by 2030 



Increasing Fragmentation of Global Trade May Cost
World Up to 7% of GDP Over Long Term

Source: IMF. 2024; 2023
11

https://www.imf.org/en/Publications/REO/APAC/Issues/2024/04/30/regional-economic-outlook-for-asia-and-pacific-April-2024
https://www.imf.org/en/Blogs/Articles/2023/08/28/the-high-cost-of-global-economic-fragmentation


Rich country Trade Barriers rising and Worldwide 
Drought in Factor Productivity

Source: CGD. 2023
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2003-2023 - US Net Foreign Debt Deteriorated from $2.3 trn to 
$18 trn, putting stress on sustainability of global dependence on 
USD imbalances  

Source: IMF. 2023

Net International Investment Position (NIIP), 2003-2023Q2 (USD bn)
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https://data.imf.org/?sk=7a51304b-6426-40c0-83dd-ca473ca1fd52&sid=1542633711584


Future of Trade in Digital Services (WTO)
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•Manufacturing and 
commodity exports 
(physical goods) already 
peaking.

•Growth in digital 
services will be major 
source of export income 
for many countries with 
ability to trade in digital 
goods and services.



Balance Sheet Approach to Stability: 
An asset-liability and flow management of 
overall stability, in which finance is major part

Section 2



Global Balance Sheet – how 
does your national balance 
sheet fit in?

McKinsey Global Institute 
constructed Global Balance Sheet 
2020 with three interlocking parts – 
real sector, financial sector (balance 
sheet of non-financial sector) and 
financial system of roughly $500 
trillion each.  

We can now see interconnectivities 
and interdependencies

But Natural Capital not yet 
incorporated and intellectual 
property valuation still imprecise. 

16



FSB: Global financial assets of $487 trillion, of which 
Banks are half, with faster growth in NBFIs  

• Total assets end 2021 = 
$487 trn.

• 37.6% regulated banks,  
but central banks 9.1%.

• 49.2% Non-bank financial 
institutions (NBFI).

• June 2021 WFE Mkt cap 
at $118 trn or 125% of 
world GDP of $94 trn.

Source: FSB: Global Monitoring Report on Non-Bank Financial Intermediation 2021



Source: Visual Capitalist. 2023

US 40% of global bond market and equity market, so Equity model more dynamic 
and less fragile than EU, China, Japan and EMDE bank-based models

https://advisor.visualcapitalist.com/the-109-trillion-global-stock-market-in-one-chart/


Global Debt $235 trn or 
238% of Global GDP 
(2022)

Lower real interest rate 
created leveraged asset 
bubbles 

Debt driven by deficits

Real estate is 3 times GDP

System therefore vulnerable 
to interest rate shocks and 
USD liquidity, as EMDEs have 
net US$11 trillion debt

Source: CGD. 2023



As inflation 
slows, real 

interest rates 
rise to almost 

2008 levels



Geo-finance Trends: 
Who will finance New World Order 
decoupling with higher risks going forward?
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Funding of Real Economy Still Debt Driven 
(SIFMA 2023 Factbook)

22
Source: SIFMA. 2023

https://www.sifma.org/wp-content/uploads/2022/07/2023-SIFMA-Capital-Markets-Factbook.pdf


LT Asset Managers Shifting to 
Alternative Assets, e.g. PE/VC 

• In low interest era, alternative asset 
allocation grew, but leading pension, 
provident and insurance funds still in 
conventional bonds, stocks and 
currency.

• Pension Funds ($51.9 trn) and 
Insurance Funds ($40.6 trn) have 
begun to move into real estate and 
alternative assets like hedge funds, 
PE/VC in search of yield. 

• Sovereign Wealth Funds ($10.3 trn) 
playing new role, but still small.



Banks Globally Posted Return on Equity (ROE) of 12% in 
2022

Source: McKinsey. 2023
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https://www.mckinsey.com/industries/financial-services/our-insights/global-banking-annual-review


Barbell Configuration due to tech network effect: Few Large, 
Multiproduct Players on One End and Many Niche Players on 
Other

Source: World Bank. 2023
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https://documents1.worldbank.org/curated/en/099450005162250110/pdf/P17300600228b70070914b0b5edf26e2f9f.pdf


Key changes in global financial system as tech, 
geopolitics and climate warming risks increase

Existing IMS

• Dollar dominated in payments, 
infrastructure and assets under 
management (store of value)

• Network effects create concentration and 
shift towards NBFI due to regulatory 
arbitrage

• Central bank role using QE key to LOLR 
and financial stability, with moral hazard

• Tech shifting towards cybercurrency, 
blockchain and AI service for customers

Emerging System

• Local currency usage will increase due 
to Dollar sanction risks

• Stock markets and long-term 
institutional investors becoming more 
important to provide retirement yield 
and absorb risks

• CBDC and netting arrangements will 
improve payments and system 
resilience

• Need to address funding gaps to 
NetZero and deal with conflict/war risks
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CBDC Pilots by HKMA, BOT, CBUAE and PBoC create possibility 
of Cross-border Payments digital netting platform using local 
currency bilateral trading, rather than third-party currency
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Source: BIS. 2022. Connecting economies through CBDC.



Interoperability of CBDCs Across Regions is Important

Source: WEF. 2023
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https://www3.weforum.org/docs/WEF_Central_Bank_Digital_Currency_Global_Interoperability_Principles_2023.pdf


Regional Financial System trends
Implications of AI changing competitive 
landscape, payments and portfolio 
management

Section 3



Advanced Economies 
have larger NBFI than 
banks.  <15% for 
EMDEs

Within Advanced Economies, 
US stands out with very deep 
and dynamic equity market, 
that created $10 trillion of 
market cap value in 2023. 

Rest of World is bank or debt 
dominated, which make them 
more risk-adverse, and due to 
fundamental duration 
mismatch, fragile and requires 
central bank LOLR as well as 
tighter bank supervision. 30



Beta or risk volatility 
of ASEAN+3 banks 
more stable than US 
banking

However, US has Fed 
flexibility to intervene 
quickly with liquidity 
injection, and also FDIC 
to close failed banks and 
enable exit of such banks 
without depositor loss.  
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After Asian Financial Crisis, ASEAN+3 increased foreign 
exchange reserves to cushion exchange rate volatility
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ASEAN banking Capital Adequacy strengthened
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Basel 3 
implementation 
on track for 
most ASEAN+3 
banks

- supervision 
generally 
improved.
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Chiangmai Initiative Bilateral Swaps at $400 billion, but 
never activated
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Biggest Potential Economic Uplift of AI to Come from 
Improved Productivity

36
Source: PwC. 2017.



Current financial system underserves MSMEs, but AI, robotics 
and new financing platforms, social stock exchanges will 
change game – central banks need to encourage this trend
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Stock markets have 57,000 listed 
companies, so millions of MSMEs 
cannot access equity capital
Banking system still struggling to 
lend to MSMEs, but has not 
managed risks and service quality 
well. 
We can tackle NetZero and Social 
Inequality through helping MSMEs 
to tackle from bottom-up. 
This needs a holistic approach of 
coaching, full service and funding 
for MSMEs.   AI will accelerate this 
Work-Integrated Lifelong Learning 
approach.



Social Stock Exchange as 
New Way of Injecting 
Equity/Donation to 
Social Enterprises

38



Conclusions

• Current financial regulation and supervision has avoided major crises, with 
prompt action by central banks, e.g. March 2023 banking turmoil

• With rise in real interest rates, real sector must adjust as asset bubbles 
correct, whilst risks from tech disruption, geopolitical and social unrest risks, 
climate warming risks are rising.

• Biggest innovation was central bank using balance sheet to correct national 
balance sheet stability.   At IMS level, increase in USD650 million SDRs has 
opened up possibility of cooperation in increasing balance sheet of MDBs to 
deal with SDG funding gaps. 

• East Asian region remains growth zone, and central banks can be important 
thought leaders in helping to improve regional and local innovation, 
knowledge-based shared prosperity and moving steadily towards SDG 
achievement. 

39



Thank you

Q&A to
altsheng8@gmail.com

https://www.noemamag.com/the-one-earth-balance-
sheet/

https://www.noemamag.com/the-one-earth-balance-sheet/
https://www.noemamag.com/the-one-earth-balance-sheet/
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