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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, Al/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.



Section 1 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



FSB letter to G20,
Febuary 2024 - key points

* Outlook for financial stability remains * Points to watch include:

challenging. * Inflation and interest rate hikes on real

* March 2023 banking turmoil stressed estate

system but was controlled * Interest rate and liquidity risk in the

* NBFI growing importance & need to system arising from shocks
address vulnerabilities

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

* Climate change has financial risks

* Cross-border payments need
coordination



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

Soft landing prospects in 2024

g -4G20 Advanced Economies ® G20 Emerging Markets
o ARG RUS — TUR
o (-1.0, 248) (3.1, 49.5)
5 SfU
2 AUS
@]
= DEU W.GBRO/BRA MEX
s ESPe® @ Soft landin
> JPN KOR g lunway
e PN, o KOR e
= 0 ITA ——-T%,AF ® USA e IDN IND
s Lt CAN
= FRA
é _‘]
= CHN
-2 0 2 4 6 8

Source: IMF G20. 2024

GDP growth forecast, 2024

70
65
60
55
50
45
40
35

Purchasing Managers' Index (PMI) 1/
(50+=expansion)

M Sep-23 Manufacturing
+ Jan-24 Manufacturing

ad wzozc < DO 0OwZ2
- v = L -
gjdamu_ EDEQ’.‘Q

G20 Advanced

CEE
. ¢ ® o
‘-- ‘
L) ‘,. ),
. @&
i :
o
oo
O

W Sep-23 Service
* Jan-24 Service

Z

5 s

5

o <
- o
— oo

G20 Emerging


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

Financial Conditions Have Eased

Figure 1.7. Financial Conditions Indices

Financial conditions have eased significantly since the October 2023

GFSR ...
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.. driven by a further improvement in corporate valuations.

2. Key Drivers of Financial Conditions Indices
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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

Figure 1.25. As Advanced Economies’ Central Banks Tighten Their Balance Sheets, Bank Reserves Are Shrinking

The balance sheets of G10 central banks are declining slowly ...

1. G10 Central Bank Balance Sheet Sizes
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... while the pace and approach for reducing balance sheets differs
across central banks.

2. Year-over-Year Change in Central Bank Balance Sheets
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Major Central Bank Assets grew 4-5X 2008-2024
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MAJOR CENTRAL BANKS: TOTAL ASSETS

(trillion dollars, ratio scale, weekly)

Fed (May 29 = 7.2)
—— ECB (May 31 = 7.1)
—— BOJ (May 31=4.8)
10.0 - L 10.0

9.0 - M. L 9.0
8.0 - R 8.0
7.0 - - L 7.0
6.0 - ’ 6.0
5.0 - w TN L 5.0
4.0 - L 4.0
3.0 A ‘ " 3.0

2.0 1 - 2.0

1.0 4 L 1.0

0.9\, L 0.9

0.8 = L 0.8

0.7 ‘ ‘ : : : : ; ; : 0.7
2008 2010 2012 2014 2016 2018 2020 2022 2024

Source: LSEG Datastream and © Yardeni Research, and Federal Reserve Bank, European Central Bank, and Bank of Japan..

Source: Yardeni Research, 2024


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

Return of Industrial Policy Means
More Protectionism, Less Free
Market Competition
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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 — S4-
5 trn Annually, $9.2 trn required to deal with NetZero

Reaching net-zero emissions by 2050 requires a

SDG financing gaps in developing countries post-Covid A ) ) : i
significant increase in spending on physical assets.

Collapse in external private Average annual spending on energy, mobility, industry, buildings,

financing by USD 700 billion agriculture, forestry, and other land use, 2021-50,' $ trillion

« USD 1 trillion COVID-19 compared to 2019, including: $9 2

recovery spending gap in * 80% drop in net inflows of
developing countries portfolio investment
* 123 % drop in other investment :le; "
* USD 2.5 trillion SDG - 35% FDI pending
financing gap pre-COVID-19 " , y
* 20 % drop in remittances flows. $1.0 reallocated to low-emissions assets
Revenues expected to fall further ey
than GDP $2.0 low-emissions assets
Source: OECD Global Outlook on Financing for Sustainable Development 2021. $ 2 7 high-emissions
Current ' assets
spending

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

Figure 11. Harmful Trade Restrictions Imposed
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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

FIGURE 5. Number of trade restrictions imposed annually worldwide
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2003-2023 - US Net Foreign Debt Deteriorated from S2.3 trn to
S18 trn, putting stress on sustainability of global dependence on

USD imbalances
Net International Investment Position (NIIP), 2003-2023Q2 (USD bn)

5,000.0

S ————

-5,000.0

-10,000.0

-15,000.0

-20,000.0

Source: IMF. 2023 e China —— HK, China S "


https://data.imf.org/?sk=7a51304b-6426-40c0-83dd-ca473ca1fd52&sid=1542633711584

Future of Trade in Digital Services (WTO)

* 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.
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Section 2 Balance Sheet Approach to Stability:
An asset-liability and flow management of
overall stability, in which finance is major part



Exhibit 2

The global balance sheet consists of three interlocking balance sheets of,
coincidentally, ~$500 trillion to $600 trillion each.

Global Balance Sheet — how S M0cst g Ml Eauiy 1 Curencyana. B Oter fnanci
$ trillion in 2021, % loans deposits assets

does your national balance e

financial corporations financial corporations
I I ? 490 500
S e ‘ I I I | ® The financial sector 9
Creates and intermediates assets 9 24

in the financial system; measures
the use of intermediaries in the
financial system

38

McKinsey Global Institute
constructed Global Balance Sheet

2020 with three interlocking parts — Wi e

. . nonfinancial corporations nonfinancial corporations
real sector, financial sector (balance 20
. . sheet of nonfinancial sectors) 24
sheet of non-financial sector) and A
of real assets; measures the value 27

of future obligations to each other

financial system of roughly S500
trillion each. l

We can Nnow Ssee interconnectiVitieS Nonfinancial assets NGt worth

620 610
The real economy

and interdependencies S o o o | orerromenc
But Natural Capital not yet
incorporated and intellectual
property valuation still imprecise.

Real estate

consolidated, which reduced financial assets and liabilities by about $100 trillion each.
presenting 77% of global GDP. Figures may not

ECD; rid Bank; McKinsey Global Institute a




FSB: Global financial assets of S487 trillion, of which
Banks are half, with faster growth in NBFls

e Total assets end 2021 =

S487 trn.

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

*49.2% Non-bank financial

institutions (NBFI).

*June 2021 WFE Mkt cap
at S118 trn or 125% of
world GDP of $S94 trn.

NBFI as a share of total global financial assets increased in 2021, after a
decrease in 2020

21+EA-Group Graph 1-1
Total global financial assets! Composition of the global financial system?
Share of total financial assets USD trillion
Total Central Banks? PFls* NBFI
50 400 global banks sector
financial
48 300 assets
Size at end-2021 486 6 44 1 1829 203 2393
46 200 (USD trillion)
Share of total 100.0 9.1 376 42 492
44 100 .
global financial
assets (%)
42 | I | | | | | | j O
05 07 09 11 13 15 17 19 21 Growth in 2021 7 12.0 29 4.5 8.9
5 o (year-over-year, %)
— MEFI MEBF| sector Central banks
sector’ mmm Banks’ Public Gerth_ 2016—20 6.5 111 5.5 5.0 6.6
financial institutions (annualised
growth, %)

! Includes data for Russia up untii 2020. 2 NBFI includes ICs, PFs, OFls and financial auxiliaries. 2 All deposit-faking
corporations. 4 Does not include data for Russia. © Public financial institutions.

Source: Jurisdictions’” 2022 submissions (national sector balance sheet and other data) and 2021 submission for Russia; FSB calculations.

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



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

The $109T Global
Stock Market w202

Here's how global equity markets break down
in 2023, according to analysis from SIFMA.

The Global
Bond Market

Together, the U.S. and China make up 55% of the global bond market. We show the largest
bond markets in the world based on data from the Bank for International Settlements.

Total Debt Securities Outstanding e worins cential America ® asia

Europe @ Oceania South Amer

&

GIObaI Equity Market Share as of Q22023 @ North America @ Asia Europe @ Oceania @ Developed &
Emerging Markets

In 2024, corporate earnings growth across
emerging markets is projected to outpace
other major regions:

2024 Earnings Growth

e

Share of Bond Market, by Region
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The European Central Bank has $197
amassed $5.3T in bond holdings
driven by years of quantitative easing.
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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
oubbles

Debt driven by deficits
Real estate is 3 times GDP

System therefore vulnerable
to interest rate shocks and
USD liquidity, as EMDEs have
net USS11 trillion debt

Source: CGD. 2023
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As inflation
slows, real

Interest rates
rise to almost
2008 levels

2. Advanced Economy 10-Year Real Rates
(Percent)
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— Furo area
- | Inited Kingdom
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Section 2 Geo-finance Trends:
Who will finance New World Order
decoupling with higher risks going forward?



Funding of Real Economy Still Debt Driven
(SIFMA 2023 Factbook)

Financing of Non-Financial Corporations Debt Financing of Non-Financial Corporations
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Source: SIFMA. 2023


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

o Asset owners globally control
LT Asset Managers Shifting to USD 176 trillion

Alternative Assets, e.g. PE/VC

Assel Chamers —

* |[n low interest era, alternative asset Sy oetned

allocation grew, but leading pension,
provident and insurance funds still in
conventional bonds, stocks and

currency.

* Pension Funds ($51.9 trn) and pase e
Insurance Funds ($40.6 trn) have o N
begun to move into real estate and e e o e
alternative assets like hedge funds, = Insurance Funds

PE/VC in search of yield.
Pension funds, sovereign wealth funds and endowments
* Sovereign Wealth Funds ($10.3 trn) and foundations clearly qualify as asset owners, while
playing new role, but still small. mutual funds and insurance funds partly qualify




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

Exhibit 1

Banks globally posted their best return on equity and profits in a decade
in 2022-23.

Return on equity for global banking,' %
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Source: McKinsey. 2023


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

FIGURE 3.6 Potential “Barbell” Financial Services Market: An lllustration
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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 Emerging System

* Dollar dominated in payments, * Local currency usage will increase due
infrastructure and assets under to Dollar sanction risks
management (store of value) e Stock markets and long-term

* Network effects create concentration and institutional investors becoming more
shift towards NBFI due to regulatory important to provide retirement yield
arbitrage and absorb risks

* Central bank role using QE key to LOLR  CBDC and netting arrangements will
and financial stability, with moral hazard improve payments and system

 Tech shifting towards cybercurrency, resilience

blockchain and Al service for customers * Need to address funding gaps to
NetZero and deal with conflict/war riszlés



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

mBridge journey Graph 1 Transaction types tested on the platform Graph 7
° UHlNHllM‘ﬂlJ')ZWIHI\HJ
Domestic issuance & Cross-border payment
Central Bank of the UAE
D e D) Sn e e redemption using domestic CBDC Cross-border FX PvP
Aber in partnership with Saudi ool
Hong Kong Monetary Central Bank (SAMA)

Digital Currency Institute completed in

Authority (HKMA) 2020 oo iiitan oA
Conducted Project PBCDCI launched .
LionRock e-CNY pilots in Partnership FE AR R A A
various cities across A % F R R
| | . 3 n

of the People's Bank of Mainland China November 2020 Project et
China (PBCDCI) begins 2019 [o—0h Inthanon-LionRock
work on developing and was renamed

testing e-CNY “mBridge” upon
Jjoining of BIS
Innovation Hub HKC,
PBCDCI and CBUAE

2021

CBDC

Jan 2019

Phase 1 ——— O

Concluded @
s ¢

H Dec 2019 = S
........... e 2019 LMAGNd ---o----0 Sepr2020 8---------8 [E=3 2022
Bank of Thailand Plase e BOT completed Phase 2 Sep| = mBridge pilot
(BOT) initiated Concluded  project Inthanon- started Sept 2021
Project Inthanon LionRock Phase 2 was successfully

Completed conducted using real
value transactions

27

Source: BIS. 2022. Connecting economies through CBDC.



Interoperability of CBDCs Across Regions is Important

FIGURE 7 | Map of CBDC phase of exploration

O No activity @ Canceled @ Inactive . Research Development @ Pilot @ Launched

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

Section 3 Regional Financial System trends
Implications of Al changing competitive
landscape, payments and portfolio
management



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.

Figure 4.1. Selected Regions: Share of Financial Assets by
Type of Financial Institution, 2021

(Percent)
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economies economies
Hm Central Banks Banks mPublic Financial Institutions NBFls

Source: Financial Stability Board via Haver Analytics; AMRO staff calculations.

Note: Selected ASEAN includes Indonesia and Singapore. Plus-3 economies covered are China,
Hong Kong, Japan, and Korea. Due to data availability for public financial institutions, it may

be underestimated. Advanced economies refer to selected economies in North America

and Western Europe. Emerging economies refer to selected economies in Latin Americag and
Eastern Europe.



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.

Figure E.9. US and ASEAN+3: Market Betas for Banking and

NBFI Sectors
(Index)
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Source: Bloomberg Finance L.P; AMRO staff calculations.

Note: ASEAN+3 (average) is the simple average of the market betas for China, Hong Kong,
Japan, Indonesia, Korea, Malaysia, Philippines, Singapore, and Thailand. NBFI = nonbank financial
institution; US = United States. Latest level as of 30 October 2023. 31



After Asian Financial Crisis, ASEAN+3 increased foreign

exchange reserves to cushion exchange rate volatility

Figure 1.12. Selected ASEAN+3: Size of Foreign Exchange Reserves
(Trillions of US dollars)
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Source: National authorities; IMF; AMRO staff calculations.
Note: ASEAN-4 = Indonesia, Malaysia, Philippines, and Thailand; International financial centers (IFCs) = Hong Kong and Singapore
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ASEAN banking Capital Adequacy strengthened

Figure 4.6. ASEAN+3: Improvement in Bank Vulnerability
Index (BVI) Factors, 2013-22

(Percent)
Leverage
Liquidity
o Earnings
% Management capability
a

Asset quality
Capital adequacy
BVI

Leverage

Liquidity
Earnings
Management capability

ASEAN

Asset quality
Capital adequacy
BVI

8 6 4 2 0 2 4 6 8 10

Source: AMRO staff calculations.
Note: BVI = Bank vulnerability index; BVI comprises of six factors, namely capital adequacy, asset
quality, management capabability, earnings, liquiidty, and leverage. A positive BVI/ BVI factor

refers to an improvement in banking sector resilience. The banks are benchmarked against their

indvidual historical domestic banking sector. For more details on the benchmarking group,
refer to Wong and Wei (2023).

Figure 4.7. Selected Regions: Total Capital Adequacy Ratio

(CAR)

(Percent)
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Selected ASEAN Plus-3

Source: National authorities; International Monetary Fund via Haver Analytics; AMRO staff
calculations.

Note: The CARs are computed based on simple averages amongst economies in the specific
region. Due to data availability, ASEAN economies not covered are Lao PDR, Myanmar, and
Vietnam. Advanced economies refer to selected economies in North America and Western
Europe. Emerging economies refer to selected economies in Latin America and Eastern Europe.



Table 4.1. ASEAN+3: Year of Basel lll Implementation

Capital requirements Liquidity requirements

Domestic Global L
2 g arge
: . Sy systemically systemically
Regulatory Conservation Countercyclical Liquidity Net stable important important exposure
a S e capital capital capital buffer coverage funding requirements | requirements framework
Economy ratio ratio
[ ] [ ]
Brunei 2019 Brunei has 2020
Impilementation developed
guidelines
andisin
the midst of
on traCk 1or engaging
with
industry.
I I lost l \S El \N +3 Cambodia 2016 2019 2019 2020
b a n kS China 2013 2016 2016 2017 2018 2016 2016 2018
Hong Kong 2013 2015 2015 2015 2018 2015 2015 2020
Indonesia 2014 2016 2016 2015 2017 2016 2020
° ° Japan 2013 2016 2016 2016 2021 2016 2016 2020
- S u p e rVI S I O n Korea 2013 2016 2016 2015 2018 2016 2019
Lao PDR 2018 e p :
g e n e ra I | y (Basel Il Lao PDR is implementing Basel II.
° d Malaysia 2013 2016 2020 2015 2016 2020 2020
I I I l p rove ° Myanmar 2017 2017 2017
Philippines 2014 2014 2018 2018 2019 2014 2024
Singapore 2013 2016 2016 2017 2018 2015 2014 2020
Thailand 2013 2016 2013 2016 2018 2017
Vietnam The State Bank of Vietnam is implementing Basel Il.

Sources: Bank for International Settlements; Moody's; national authorities; AMRO staff compilation.
Note: Figures refer to the vear of implementation for each measure.



Chiangmai Initiative Bilateral Swaps at $S400 billion, but
never activated

Figure 4.30. ASEAN+3: Bilateral Currency Swap Agreements
(Billions of US dollars)
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Source: National authorities; AMRO staff calculation.



Biggest Potential Economic Uplift of Al to Come from
Improved Productivity

Figure 1: Where will the value gains come from with AI?
16 | Global GDP impact by effect of Al (Etrillion)
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Current financial system underserves MSMEs, but Al, robotics
and new financing platforms, social stock exchanges will
change game — central banks need to encourage this trend

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. Al will accelerate this
Work-Integrated Lifelong Learning
approach.

Figure 1: Major Drivers of SME Funding

The growth of

Technological Impact on
Alternative Finance

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

Not for Profit
Organisation (NPO)

NPO registration
mandatory*

NPO seeking only to
get registration
without raising

funds

Minimum requirement for
registration of a Not for Profit
Organisation (NPO) as a Social
Enterprise (SE)

Disclosure of Annual Impact
Report (AIR) by all SE’s including
a guidance note

Minimum initial disclosure
requirement for NPOs raising
funds through the issuance of
Zero Coupon Zero Principal
(LCLP) Instruments

Zero Coupon
Zero Principal

Donations
through
mutual fund
schemes**

Statement of utilisation of funds

(zczp)
Instruments

Annual disclosure requirements
by NPOs on S5E including a

guidance note (Source: KPMG in India’s analysis, 2022)

(Source: KPMG in India’s analysis, 2022)

Establish primacy of social intent

Existing regulations
+ SSE Regulations

NPO seeking
to raise funds

Any other
means as
specified by
SEBI

Figure 2: The diagram below depicts the process flow for on boarding SE’s on a SSE

For Profit Social Enterprise
(FPSE)

FPSE shall meet eligibility criteria for
the main board, Small and Medium
Enterprises (SME) platform or
Innovators Growth Platform (as
applicable)

FPSE security listing

Any other
means as

specified by
SEBI
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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.
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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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