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Prologue

Why should we care about macro-financial developments in the global economy?

Macro-financial developments in the global economy matter for all of us as we are living in a 

highly integrated world, both economically and financially

External shocks, cross-border spillovers, statecrafts (e.g., sanctions, weaponization of 

finance and trade), wars and conflicts, are all common aspects of our daily life   

Macro-financial stability is a bedrock for sustainable development and global prosperity

Macro-financial instability leads not only to inefficiency but also inequality (as the cost of 

instability weighs more on the underprivileged than on the privileged)

Macro-financial stability is the first layer of social insurance and protection

Economic and financial crises—an extreme form of macro-financial instability—are extremely 

costly, disruptive, and trend-changing in nature   



1. Global Imbalances

ISUS Urban Infra Forum Guest Lecture



1. Global Imbalances

Global imbalances is about the cross-country distribution of current account balance (CAB)  

Current account (CA) is an accounting framework which records transactions of goods and 

services and factor incomes/transfers between residents and nonresidents

BOP definition: CAB = TB (trade balance) + IB (income balance)

National Income Accounting Identity:  CAB = S – I    ⇒ 𝐂𝐀𝐁 ≷ 𝟎 ⟺ 𝐒 ≷ 𝐈

CA Accounting Identity: national CABs must sum to zero (the world is a closed economy!) 

Global imbalances refer to a phenomenon that excessively large CA deficits of some countries 

are matched with excessively large CA surpluses of other countries. 

Alternating CA surpluses/deficits are normal, but troubling if excessively large and persistent 

If sustained for long, global imbalances threaten macro-financial stability at both national and 

international levels
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1. Global Imbalances

US deficits and China surpluses are key drivers of global imbalances  

US deficits: Caused primarily by fiscal deficits and related to the role of the US dollar as the 

dominant reserve currency of the global economy

China surpluses: Caused primarily by excessive domestic savings and related to China’s 

growth model which depends heavily on foreign demand (exports).

Global imbalances cannot last forever (due to debt sustainability constraints) and must be 

adjusted at some point of time, which could be disorderly and disruptive if too late 

Reducing CA deficits is far more difficult, both economically and politically, than reducing CA 

surpluses  ⇒ such asymmetry delays adjustments and makes global imbalances persistent

International policy coordination/cooperation is key to resolving global imbalances

Simultaneous and coordinated adjustment at both ends should be far easier and less costly 

for the global economy 
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2. Sovereign Debt Sustainability

G7 sovereign debt ratio rose by 40 ppt over the last quarter century (2000, 80% → 2024, 120%)

China: Debt ratio more than doubled over the past decade (2015, 40% → 2024, 90%)

US enjoys privilege in financing fiscal deficits aided by large international demand for US debt 

(and the dollar) linked to its dominant status as global safe asset (e.g., dollar-based stablecoins)

Nevertheless, debt sustainability is of increasing concern (pushing up risk premium, crowding 

out private funding for investment, etc.)—debt crisis in major AEs could act as a trigger of global 

crisis 

Higher debt translates into higher debt services and hence reduced fiscal space and limited 

capacity to absorb adverse shocks and support the underprivileged.

Growing out of debt is possible but unlikely, and hence painful fiscal adjustment (tightening) is 

ultimately needed to ensure/restore sovereign debt sustainability

Other means such as financial repression are highly distortionary and economically costly
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Debt dynamics equation (DDE) for Debt/GDP ratio (denoted by d):   

𝒅𝒕 = 𝟏 + 𝒓𝒕 − 𝒈𝒕 𝒅𝒕−𝟏 − 𝒑𝒃𝒕 ⟺ ∆𝒅𝒕= 𝒓𝒕 − 𝒈𝒕 𝒅𝒕−𝟏 − 𝒑𝒃𝒕

where  r = real interest rate,  g = real GDP growth,  and  pb = primary balance/GDP ratio

(r – g) < 0 during 2009-20 because of UMP (e.g., zero nominal interest rate), enabling large and 

sustained primary deficits without getting into debt distress, which will end if MP is normalized   

Risk of fiscal dominance and financial repression is emerging as sovereign debt increases and 

fiscal space is limited.    

MP independence is undermined; MP objective is being subordinated to fiscal objectives 

(containing debt increases by suppressing interest rates and imposing inflation tax); 

financial regulations and moral suasion used to increase the demand for sovereign debt  

Sovereign debt dynamics is slow-moving in normal times, but accelerates rapidly in the run-up 

to debt crisis
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2. Sovereign Debt Sustainability

Debt sustainability can be assessed by using fiscal space defined as the distance between 

actual debt ratio and the debt limit (i.e., sustainable upper bound of debt ratio)

Governments are forced to default if actual debt ratio exceeds the debt limit (because 

creditors refuse to rollover the debt expecting that the debt ratio will increase indefinitely). 

Debt limit is country specific and time varying

It would be safe to keep the debt ratio sufficiently below the debt limit 

While simple cross-country comparison of sovereign debt ratios is widely used as a quick and 

preliminary test of debt sustainability, it could be quite misleading 

Low debt levels relative to other countries do not necessarily mean that the country is 

sufficiently below its own debt limit 

Debt limit can be raised (sustainability enhanced) by improving fiscal credibility/prudence and 

strengthening fiscal institutions (e.g., fiscal rules) and debt management (e.g., longer maturity)
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Debt Sustainability and Fiscal Space for Economic Development in LICs

Low-income countries (LICs) are facing enormous investment need for economic development

High infrastructure gap, large investment need for climate mitigation, etc.

After falling sharply aided by HIPC/MDRI debt relief in the 2000s, LICs’ public debt rose again 

since 2011 due in part to large increases in debt-financed investment and increased access to 

non-concessional borrowing. 

Currently, more than 40 LICs are at the high risk of or already in debt distress

Investment efficiency, which is central to the investment-growth-debt nexus, remained low and 

even worsened in LICs as economic growth did not accelerate proportionately

LICs’ capacity constraints in public investment management (project selection, appraisal, 

funding, implementation, and evaluation) were key sources of low and worsening 

investment
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3. Geopolitical Risk and Fragmentation

Economic and financial integration, which has supported global prosperity over four decades 

since the 1980s, is being stalled in recent years due in part to rising geopolitical risk

Integration generated efficiency gains and productivity growth by enabling more efficient 

resource allocations at the global level (e.g., emergence of global supply chain)

Geopolitical risk is creating global uncertainty, fostering economic and financial fragmentation, 

and undermining efficiency gains from integration

US-China hegemonic rivalry is at the center of rising geopolitical risk, although increasing 

frequency and scale of conflicts also contributed

US-China rivalry at present is far more complex than US-Soviet Union rivalry during the Cold 

War period (because Soviet Union was not integrated into the global economy, but China is)

Geopolitical risk weakens international policy cooperation on global challenges that affect all 



3. Geopolitical Risk and Fragmentation



3. Geopolitical Risk and Fragmentation



3. Geopolitical Risk and Fragmentation



3. Geopolitical Risk and Fragmentation



4. AI Technology and Labor Market

ISUS Urban Infra Forum Guest Lecture



4. AI Technology and Labor Market

AI technology is a cognitive technology like no others previously developed, and set to 

profoundly change the global economy (as akin to a new industrial revolution)

AI promises to boost productivity and economic growth, but its impact on economies 

and societies is yet uncertain with the potential to amplify disparities

AI technology is now transforming production process in a wide range of industries, leading 

innovations and investment (particularly in data infrastructure and energy), driving cross-

border capital flows, and acting as a central part of US-China hegemony rivalry.  

Almost 40 percent of global employment is exposed to AI, with advanced economies at 

greater risk but also better poised to exploit AI benefits than EMDCs

The effect on labor market and income inequality depends largely on the extent to which AI 

displaces or complements high-income workers.
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AI Technology: Magnet of Investment 
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AI Technology: Skill-biased? or New Kid on the Block?
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Harnessing the advantages of AI depends on countries’ preparedness and the 

ability of workers to adapt to this new technology



Thank you!
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