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Executive Summary

75 years of globalization have
produced a highly integrated
global economy, but now
globalization is reversing due to
geopolitical divisions and their
impact on international policy
cooperation.

This report explores the risks of
fragmentation — where debt
restructuring and payments
systems lack cohesion and
where other rules and standards
diverge —in the international
financial and monetary systems.

Rules and institutional govern-
ance need to be adjusted to
reflect the present dynamics

of the world economy so that
policy cooperation can underpin
“strong, balanced, sustainable
and inclusive growth”.
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This report explores the risks of frag-
mentation — where debt restructuring
and payments systems lack cohesion
and where other rules and standards
diverge — in the international financial
and monetary systems.
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1 GLOBALISATION IN REVERSE

The risk of geopolitical divisions and their implica-
tions for global prosperity and for international policy
cooperation have become more acute in recent years.
The G20 — which became the “premier forum for interna-
tional policy cooperation” (G20, 2009) in the aftermath of
the 2008 global financial crisis — has, since 2017, experienced
reduced impact and effectiveness due to tensions among its
members, notably between the US and China.

Following an era of deep globalisation, the Covid-19
pandemic and Russia’s war against Ukraine have
brought about measures, such as, for example, export
restrictions on medical goods and foodstuffs, that
address domestic vulnerabilities, but risk fragmenting
the global economy. The term ‘fragmentation’ encap-
sulates these tensions, but what exactly is it? A recent
report (2023) by the International Monetary Fund (IMF) draws
a distinction between geopolitical factors and economic
fragmentation. Thus, for the IMF, geo-economic fragmen-
tation embodies the potential economic ramifications of a
policy-driven reversal of global economic integration (Aiyar
etal., 2023: 4). Thus, geo-economic fragmentation is the
opposite of globalisation.

Before exploring interdependencies and vulnerabili-
ties, it is worth remembering how the system is sup-
posed to work. For this we need to go back to the Bretton
Woods conference that in 1944 set up the economic order
for the post-war years. For the international economic sys-
tem to work well and ensure “strong, balanced, sustainable
and inclusive growth” (G20, 2023: 8) the following elements
are necessary. First, we need a satisfactory level of global
aggregate demand, so that, worldwide, there is neither infla-
tionary pressure nor a tendency towards underemployment
of resources. Second, the system needs to be balanced, so
there needs to be a workable process of international ad-
justment of current-account balances. Third, an institutional
architecture that provides shorter-term adjustment finance
to mitigate and resolve financial crises, together with long-
term development finance, should be in place. Finally, we
need an open international trading system (Subacchi and
Vines, 2023: 165). Cooperation is critical to underpin this
system, and even more so to respond to current cross-border
challenges such as climate, global health, and the global
demographic transition.

‘Fragmentation’ is a big conceptual box that includes
cross-border issues that can be divisive domestically
and polarising internationally, and so lead to a
zero-sum game. In this report, economic fragmentation is
defined as the division of the global economy into separate
and sometimes conflicting economic blocs and markets, with
different sets of rules and regulations. The focus is specifically
on the risks of fragmentation in the international financial
and monetary system. A fragmented system is one where
infrastructure, such as international payments systems, lacks
cohesion and where rules and standards diverge.

Even if geopolitical tensions have become more
widespread and the risk of economic fragmentation
more acute, the global economy remains deeply inter-
connected through flows of goods, services, capital,
people and intangibles. Trade and financial integration
remain strong compared to just 30 years ago, even if the
pace of growth has slowed down. Most of the expansion
of cross-border financial flows in the last thirty years reflects
new international borrowing and lending (Milesi-Ferretti,
2022). During the years 2019-2021 capital flows grew by
more than 50 per cent a year as banks reallocated liquidity
around the world and more multinationals relied on financ-
ing (Seong etal., 2022: 6).

The US dollar, as the key international currency, holds
the global economy together. It is the world’s most used
currency in global trade and finance and this network ef-
fect puts it at the centre of the world economy. It is the
dominant currency in international banking and the funding
currency for non-US banks. The Fed has swap agreements
with the major central banks to provide a liquidity backstop
when it is needed to ease strains in global funding markets.’
About 60 per cent of international and foreign currency
banking claims (mainly loans) are denominated in US dollars
(Figure 1.1). This share has remained relatively stable since
2000 and is well above that of the euro (about 20 per cent).
Since 2009, the share of currencies other than the dollar,
the euro, the pound sterling and the yen in international
and foreign currency banking claims have increased. In Octo-
ber 2016, China’s renminbi was included in the IMF’s Special
Drawing Right (SDR) and the share of renminbi allocated
reserves increased to 2.7 per cent in 2022 from 1.1 per cent
(Figure 1.2).

There are different levels of integration and interde-
pendencies between countries. A country’s economic
interdependencies depend on many different factors, includ-
ing comparative advantages in trade, availability of natural
resources, food security, regional networks and institutional
arrangements. Cross-border capital flows can signal strong
economic interdependencies. Similarly, imports of at least
one natural resource or manufactured good that exceed
25 per cent of a country’s total imports can be used as an
indicator of interdependence on trade with others. Approx-
imately 40 per cent of global trade is ‘concentrated’ with
importing economies relying on three or fewer countries
(White etal., 2023: 2).

Cross-border capital flows reflect the trend of greater
regionalisation, especially within Asia. Due to investments
made by China, emerging Asia was the only region to expe-
rience a sustained increase in capital inflows after the global
financial crisis — they doubled from around 0.4 per cent of
global Gross Domestic Product (GDP) between 2000 and
2007 to0 0.8 per cent of global GDP between 2009 and 2019
(Bank of International Settlements, 202 1a: 4). Between 2013

1 In the wake of the Covid-19 pandemic, the Fed's liquidity swaps
peaked at roughly US$450 billion (Board of Governors of the Federal
Reserve System, 2023).
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Figure 1.1
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and 2017, foreign direct investment from China accounted
for 8 per cent of domestic investment in Pakistan, 6 per cent
in Malaysia, and 5 per cent in Singapore. Some emerging
and smaller mature economies outside of Asia are also highly

exposed to Chinese investment.

Interdependencies inevitably carry vulnerabilities, and
in fact they are the two sides of economic integration.
The greater the depth of the interdependencies, the higher
the risk of adverse vulnerabilities. Trade and capital flows
can come to a sudden stop because of shocks that affect,

for example, the cross-border payments infrastructure, or
the transport network and logistical systems. Prices of key
goods can suddenly increase because of problems along the
supply chain, or the cost of capital can increase because of
monetary policy decisions in the US.

Cross-border capital flows as well as global value
chains have become more vulnerable to shocks, ad-
verse market dynamics, logistical bottlenecks, and
geopolitically motivated disruptions. Concentration
in commodities trade has adversely affected countries that
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depend on both Russia and Ukraine for imports of food and
agricultural commodities. In March 2022 seven Russian? and
three Belarussian banks were disconnected from the SWIFT
network (SWIFT, 2022). The EU and other countries, such
as the US, Canada and the UK have banned all transactions
with the Russian central bank and other state-owned or con-
trolled entities including the Russian Regional Development
Bank (Jones and Wilkes, 2022; EU Sanctions Map: Russia).

Vulnerabilities inherent in interdependencies have
created the need for mitigation. Many countries are now
looking to strengthen domestic resilience and reduce inter-
dependencies — especially with partners where economic
and political relations are or can become problematic. While
creating resilience and reducing critical interdependencies
should be a priority for policymakers, the latter should avoid
weakening international policy cooperation and so risk to
drive a wedge between advanced economies and developing
countries, notably between the G7 and the BRICS, by, for
instance, advocating for interdependencies based on shared
values and interests.

How to ensure geopolitical conditions that foster eco-
nomic integration and policy cooperation? China holds
the key here, being the only country capable of entrenching
fragmentation and creating an alternative system. No longer
a poor and isolated economy, China is now a competitor and
rival to the world’s most advanced economies. During the
initial phases of China’s economic ascent, economic growth
was driven mostly by exports of low-value goods. Over the
past decade, however, China has gained a significant advan-
tage in areas of strategic importance. It is no longer just an
exporter of cheap garments and electronics but has become
a competitor to the advanced economies in capital-intensive
strategic industries such as Atrtificial Intelligence (Al). Backed
with this newfound technological advantage, the Chinese
leadership has become more assertive and concerned about
the role that China plays in the world.

There is evidently a lack of mutual trust between
China and the US. The chief risk of not finding a way to
keep China aligned with the dollar-based financial and mon-
etary system is that it may develop an alternative system that
accelerates geo-economic fragmentation. Sovereign lending
and central bank digital currency is where breaks in the cur-
rent global order could happen. Through bilateral lending to
sovereign entities, China has expanded its financial footprint
and has engaged extensively with low-income countries.
Through central bank digital currencies (CBDCs) where it
holds the lead, China could build an international payment
system that does not revolve around the dollar.

2 VTB Bank along with Bank Otkritie, Novikombank, Promsvyazbank,
Bank Rossiya, Sovcombank and VEB.

2 SOVEREIGN DEBT:
A FRAGMENTED PICTURE

Approximately 56 per cent of low-income countries
are now either in debt distress or are at high risk of
it — this figure has doubled since 2015. About 25 per cent
of middle-income countries are at high risk (IMF, 2023: 16).
Some of the countries with unsustainable debt positions —
such as Argentina and Ecuador — got through debt restruc-
turing quite easily while for others — such as Zambia — the
whole process took a long time. High levels of debt constrain
countries’ ability to provide for their citizens’ welfare and
cope with future shocks.

To respond to the debt emergency caused by the pan-
demic, the G20 unveiled the Debt Service Suspension
Initiative (DSSI) in 2020, followed by the Common
Framework for Debt Treatments (CFDT) in late 2020.
DSSI offers debt relief to developing countries to help them
cope with the pandemic by temporarily freezing their debt
servicing. 48 out of 73 eligible countries participated in DSSI
and approximately US$12.9 billion in debt-service payments
were suspended under the initiative (World Bank, 2022b),
without, however, addressing the underlying debt issue.
CFDT brings together the G20 official bilateral creditors with
the Paris Club in a coordinated process to restructure debt
on a case-by-case basis.

Governments in developing countries have bor-
rowed less from multilateral institutions and tradi-
tional bilateral creditors (i.e. Paris Club members,
which are mostly OECD countries), and more from
non-traditional bilateral creditors (including China),
private lenders and domestic sources. In 2022, of the
US$288 billion that the countries eligible for DSSI needed
to service their sovereign debts, about US$12 billion were
paid to Paris Club‘'s members, US$20.3 billion to China and
US$12.8 billion to the main multilateral institutions, including
the IMF (World Bank International Debt Statistics: DSSI, series
debt service on external debt). The rest was split among the
private sector — approximately US$78 billion —and bilaterally.
US$1.5 billion were paid to Japan (World Bank International
Debt Statistics: DSSI, series debt service on external debt,
2022).

Over the years heterogenous laws, debt instruments
and creditors have made sovereign debt more com-
plex. The sources of law regarding sovereign debt include
the domestic law of the borrower state, the domestic law
of the creditor state and any bilateral investment treaties in
force under the IMF Articles of Agreement. Debt instruments
such as bonds and loans are subject to different regulations.
The increased heterogeneity of creditors has brought a wide
range of motivations, strategies and preferences to the table
which all need to be reconciled. In the absence of any formal
bankruptcy mechanism, sovereign debt restructurings are
therefore a complex coordination problem to be solved by
the debtor, all types of creditors and IFls including the IMF.
This brings the pitfalls associated with these sorts of prob-
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Figure 2.1:
China as the largest bilateral creditor, 2021
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countries. China’s lending since the early 2000s in particular
has resulted not only in the rapid expansion of debt, but also
in its wider distribution by types of creditors and contracts.

With a total stock of about US$180 billion, China is
the world’s largest bilateral creditor and the second
largest creditor overall after the World Bank (World
Bank International Debt Statistics, External debt stock, 2021).
Low-income countries alone owe approximately US$24 bil-
lion to China, whereas the World Bank has around US$39 bil-
lion in outstanding loans to these countries (Figure 2.1). The
50 most indebted countries to China have an average of
US$3.5 billion outstanding, approximately 10 per cent of their
GDP — it was 1 per cent in 2005 (World Bank International
Debt Statistics, External debt stock; author’s calculation). 29
out of these 50 countries are DSSI eligible; 9 out of 50 are
low-income and the rest are middle-income. Official bilateral
loans are now higher than non-official loans. For instance,
in 2010, Angola’s loans from China were equally comprised
of official bilateral (50.2 per cent) and non-official loans
(49.8 per cent), but by 2019, 77 per cent of its loans were
official bilateral (Boston University, CODF Database; author’s
calculation). Between 2008 and 2021, China’s two main
development, or policy, banks — China Development Bank
(CDB) and China Export-Import Bank (CHEXIM) — provided

Kenya
8.76 %

Zambia
4.57 %

Source: World Bank International Debt Statistics, External debt stock (current
US$); author’s calculation

nearly half a trillion US dollars in development finance to for-
eign governments (Boston University, CODF Database). This
funded 1099 projects, the majority of which were in Africa
(45 per cent), Asia (35.5 per cent) and Latin America and the
Caribbean (LAC) (10.5 per cent), with some projects also in
Europe (6 per cent) and Oceania (2.8 per cent) (Boston Uni-
versity, CODF Database, 2008-2021; author’s calculation).

African countries have borrowed US$84 billion from
China, with the top four borrowers being Angola
(US$22 billion), Ethiopia (US$7.4 billion), Kenya
(US$7.4 billion), and Zambia (US$3.8 billion) (World
Bank International Debt Statistics, External debt stock, 2021).
In 2021, those four countries combined made up around
48 per cent of Africa’s borrowing from China (Figure 2.2).
Chinese funds have been used for infrastructure projects



FRIEDRICH-EBERT-STIFTUNG — DE-RISKING THE GLOBAL FINANCIAL SYSTEM

throughout Africa. These projects were mostly in Angola
(21.6 per cent), Ethiopia (6.6 per cent), Kenya (6.4 per cent),
Zambia (6 per cent) and Cameroon (5.2 per cent), which
combined received around US$62 billion. 35.7 per cent of
these projects relate to transport, 18 per cent to power,
15 per cent to public administration/discretionary, and the
rest to sectors such as telecoms and wastewater (Boston Uni-
versity, CODF Database, 2008-2021; author’s calculation).

South Asia and LAC owed US$41.5 billion and
US$14.4 billion respectively to China in 2021. The
top four South Asian borrowers from China in 2021 were
Pakistan (US$27 billion), Sri Lanka (US$7 billion), Bangladesh
(US$5 billion), and Maldives (US$1.4 billion) (World Bank
International Debt Statistics, External debt stock). They repre-
sented 66 per cent, 17 per cent, 13 per cent, and 3 per cent
respectively of South Asia’s borrowing from China (World
Bank International Debt Statistics, External debt stock, 2021;
author’s calculation). As for LAC, Ecuador is largest borrower
by far, with US$4.9 billion, which makes up around 34 per
cent of China’s total lending to the region. It is followed by
Brazil (US$4.2 billion), Argentina (US$2.8 billion), and Bolivia
(US$1 billion) (World Bank International Debt Statistics, Ex-
ternal debt stock, 2021). These countries together account
for around 90 per cent of China’s lending to LAC countries.
Overall, China represents 37 per cent of Latin America and
Caribbeans’ external debt to bilateral creditors (World Bank
International Debt Statistics, External debt stock, 2021;
author’s calculation).

China lends internationally through two main chan-
nels: direct investment and development finance.
The Belt and Road Initiative (BRI), that was launched in
2013, focuses on providing finance to developing countries
for infrastructure projects. These loans have been made
through different instruments and different institutions.
They include foreign aid loans, non-foreign aid official loans,
and commercial loans. There are two types of foreign aid
loans: zero-interest loans (ZILs) and concessional loans (CL),
which typically have interest rates between 2 and 3 per cent.
Both types of foreign aid loan are usually denominated in
renminbi. ZILs also have longer maturity (20 years) and grace
periods (10 years) compared to CLs (15-year maturity, and
5-year grace period). As for non-foreign aid official loans,
they are typically denominated in US dollars or euros. Export
Buyer's Credits (EBCs) and Preferential Export Buyer's Credits
(PEBCs) have varying loan terms, with PEBCs having a slightly
subsidised interest rate and a maturity of around 15 years
Additionally, there are medium- and long-term project loans
which have a floating rate set to LIBOR at a typical rate of
4.5-6 per cent, and varying maturity and grace periods. Also,
Chinese commercial loans tend to be medium- and long-
term project loans with the same conditions (Rudyak and
Chen, 2021: 13).

Chinese lending to developing countries is mostly
through non-subsidised loans, whereas the same
countries usually receive concessional lending or aid
from the G7 and other advanced economies. While
OECD countries tend to separate commercial and not-for-

profit activities, the Chinese model of lending integrates
aid with trade and investment, providing blended financial
packages that mix market rate loans with concessional loans
and grants. Most of China’s overseas development finance
does not offer concessional interest rates.

The main providers of Chinese lending are the policy
banks, particularly CDB and CHEXIM, but also ICBC,
China Construction Bank and the Agricultural Bank
of China. In China, policy banks are ministry-level agen-
cies. In contrast, in other donor countries, policy banks are
subordinate to a ministry or government agency. In the UK,
for example, British International Investment (formerly the
Commonwealth Development Corporation) provides project
and development finance to countries in Africa, Asia and
the Caribbean, and is fully owned by the UK government
with the Foreign, Commonwealth and Development Office
being the only shareholder. The Japan Bank for International
Cooperation (JBIC) is owned by the Japanese government
and managed by the Japanese Ministry of Finance.

China's policy banks - like their equivalent institutions
in the advanced economies - are instrumental to the
implementation of the government’s policy objec-
tives (Chen 2020). All top executives are directly appointed
by the Chinese Communist Party.? However, the ownership
and governance of the policy banks is formally independent
from the government and as such, the Chinese authorities
classify all policy banks as belonging to the private sector.
This has created a fundamental problem in establishing a
uniform procedure to deal with such institutions.

China’s lending activities have resulted in a wider dis-
tribution of loans by type of creditors and contracts,
with an increase in unconventional loans such as
lending against future oil sales, ad-hoc restructurings,
and the use of confidentiality clauses. Unusual confi-
dentiality clauses, which have become more frequent since
2014, prevent debtors from disclosing any of the contract
terms or related information, including the extent of their
debt — and sometimes even the existence of it.* China has
been intensely criticised for the inclusion of such clauses
which are an obstacle when borrowing countries seek debt
relief. Excessive non-disclosure tends to undermine transpar-
ency and good governance of debt.

Chinese lenders use collateral agreements and ‘no
Paris Club’ clauses to gain leverage on other parties
that might also be seeking the repayment of their
loans. Collateralised financing — an established practice
in Chinese sovereign debt contracts — reduces China’s risk
by putting it first in line when it comes to reimbursement
(Gelpern etal., 2022: 25). Collateral agreements in loan
contracts require the borrower to sell a particular asset

3 Leadership information about the two policy banks can be found in
their annual reports.

4 In Gelpern et. al. (2022) all examined contracts made after 2014 with
Chinese state-owned entities contained extensive confidentiality
clauses.
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Table 2.1:
How China deals with debt

Debt cancellation Debt rescheduling Others Total

(total US$ mil) (total US$ mil) (total US$ mil) (US$ mil)
1953-1999 240 1,416 10 1,666
2000-2009 2,672 160 2,832
2010-2019 13,663 27,724 41,387

Source: Horn etal. (2021); author’s calculation

or group of assets and use the proceeds toward the loan
balance if the amount due cannot be paid. ‘No Paris Club’
clauses commit the borrower to excluding their debt owed
to Chinese lenders from any debt treatment agreed by the
official bilateral creditors of the Paris Club.

Cancellation, acceleration and stabilisation clauses
are included to enhance the lenders’ influence over
the borrowers’ domestic and foreign policies in cases
of default. Cancellation clauses grant one of the parties
in the transaction the right to terminate the contract and
demand immediate repayment under certain previously
agreed circumstances. In the case of Chinese sovereign
debt contracts, if the lender or debtor country goes through
significant policy changes, then China alone holds the right
to cancellation of the contract.

Chinese lenders often use freezing clauses to shield
the lender from political risk. These clauses specifically
aim to prevent adverse legislative or regulatory change in
the host state. For instance, the sovereign debtor assumes
all costs of change in its environmental and labour policies
(Schreuer etal., 2009: 588; Crawford, 2019: 606).

Cross-default (acceleration) clauses are included in
Chinese contracts to enhance China’s influence on the
borrowing countries’ domestic and foreign policies.
For instance, borrowers that default on their debt obligations
toward Chinese entities can have their diplomatic relations
with China terminated as the default is deemed to be adverse
to the interests of an entity linked to the Chinese state. This
runs against the common use in commercial debt contracts
where the lender has the right to terminate a contract and
require immediate repayment in case the borrower defaults
on other loans.

Chinese contracts typically include a waiver of sov-
ereign immunity, and almost exclusively use Chinese
law as governing law and have China as the seat
of arbitration (Gelpern etal., 2022: 7). These contracts
often include a requirement for the sovereign borrower to
maintain specific bank accounts to serve as security in case
of default. Such accounts are funded with revenues from
projects financed by the lender and from unrelated govern-
ment revenues.

While Chinese creditors favour loan extensions, they
seem to strictly oppose write-downs or ‘haircuts’.
Chinese creditors also prefer contractual pari passu provi-

sions when they negotiate loan contracts to ensure that the
repayment of their debt will be prioritised over the debtors’
other obligations.

Against this background of heterogenous contracts,
conditions, instruments, and institutions, what are
the options for highly indebted countries? Effective
restructuring requires symmetry of information so as to
allow the prompt and comprehensive recognition of debt,
coordination with and among creditors, agreement on debt
restructuring and even commitment to a medium-term plan
of reforms needed to achieve debt sustainability (World
Bank, 2022b).

When bilateral lenders are hesitant to disclose the
loan terms, then the process comes to a halt, as it
was for Zambia. China is the largest bilateral lender, but
the group of Chinese lenders is heterogenous with interests
often not aligned and the loans are made under different
terms. Requests for debt relief were made under the CFDR,
but it took a long time for a solution to emerge — at the end
of June, Zambia reached a tentative agreement with China
and other bilateral creditors (Cotterill etal., 2023).

China tackles debt relief on a loan-by-loan basis and
by type of creditor. Negotiations are done bilaterally,
and reliefs are tailored to specific cases — unlike Paris Club
lenders that usually include the whole debt stock in the re-
structurings. For example, to restructure concessional loans
CHEXIM requires a government-to-government agreement,
while this is not a requirement for CDB’s debt restructuring.
These differences complicate the already tangled process of
agreeing on debt relief and on debt restructuring.

Debt rescheduling is the most likely outcome in
most of the cases where Chinese bilateral lenders
are involved (Table 2.2) - for both commercial loans
and loans granted by the policy banks. In the period
2010-2019 about US$27.7 billion of debt was rescheduled
while about US$13.6 billion was cancelled.® This includes
cases such as the cancellation, in 2010, of US$6.8 billion
in Iragi debt and of US$$6 billion worth of Cuba’s debt
in 2011. The cancellation of the Iragi debt equates to an
80 per cent drop in the net present value and is comparable
to the haircuts suffered by the Paris Club creditors (Bon and

5 These figures are based on available evidence; there are however
cases where no figures around debt events were disclosed.
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Cheng, 2020: 8). Sometime, as in the case of Togo in 2015,
partial debt cancellation goes together with negotiations
on rescheduling existing loan terms. Or, as in Mozambique
in 2017 over a debt of US$34 million, interest payments
are cancelled. In some cases, the amount is tiny as, for in-
stance, the US$2.6 million debt owed by Vanuatu for the
construction of Melanesian Spearhead Group Secretariat
that was written-off in 2018. Compared to the previous
period 2000-2009, it is also noticeable the shift from debt
cancellation to debt rescheduling — usually in the form of
four to 10 years maturity extension.

3 DIGITAL CURRENCIES

CBDCs are digital forms of money issued by central
banks. Like physical money they are denominated in the na-
tional unit of account and serve as a means of exchange and
a store of value. CBDCs use technology to make transactions
safer — albeit less private, as they are easily traceable — and
allow for the use of a digital wallet in place of a physical
one. Unlike other cashless payment methods such as credit
transfers, direct debits, card payments and e-money, CBDCs
represent a direct claim on a central bank. CBDCs can be
retail or wholesale, with the former being for general public
use and the latter for financial institutions, for example, to
settle large interbank payments. The infrastructure can be
based on a conventional centrally-controlled database or on
distributed ledger technology (DLT), and the main difference
between the two is on how transactions are verified and
secured (Atlantic Council CBDC Tracker).

Many central banks have begun to develop CBDCs,
with significant progress in technical capacity, skills
and investment - all necessary to develop viable digi-
tal currencies. Currently there is no single model for framing
CBDCs, but rather many design choices that reflect different
countries’ initiatives (De Bode, Higginson and Niederkorn,
2021: 4). The account-based model requires that consumers
hold deposit accounts directly with the central bank, as seen
in the Eastern Caribbean’s CBDC implementation. Another
model relies on private-sector banks to distribute and
maintain CBDC accounts for their customers, as in China'’s
CBDC pilot. A third model, that the European Central Bank
(ECB) has been considering, is based on granting licences to
financial institutions to operate a node of the blockchain net-
work as a conduit for distribution of a digital euro (De Bode,
Higginson and Niederkorn, 2021: 4).

CBDCs can support financial inclusion by making
payments systems easier, faster and cheaper. Many in-
dividuals without banking facilities — often the poorest — can
transfer money digitally and overcome the limitations and
risks related to cash. CBDCs would help migrants to send
their remittances without paying excessive charges. Overall,
cross-border payments are slower, less transparent, and more

6 There is also a fourth token-based model in which fiat currency would
be issued as anonymous fungible tokens (true digital cash) to protect
the privacy of the user.

expensive than domestic payments, especially as they use
US dollar-based systems that are costly to access for non-US
residents. Globally, remittances cost an average of 6.3 per
cent of the amount sent — above the G20 target of 5 per cent
(World Bank, 2023: 6)).

Central banks are now closing the gap with the pri-
vate sector that over the past decade has led digital
innovations and rapidly transformed the payments
system. In China, where in 2020 roughly 555 million people
used mobile payments, and about 901 million used digital
commerce for general purposes (Klein and Baker, 2023: 8),
private-owned companies, Alibaba and Tencent, had devel-
oped digital payment systems for smartphones through a
QR code digital wallet scan-based system. This enabled the
country to move away from being a cash-based economy to
digital payments, skipping the debit magnetic cards that had
become the standard in the advanced economies.

The People’s Bank of China (PBoC) - China’s central
bank - began researching CBDCs in 2014 (He 2021). Two
years later, it created the Digital Currency Research Institute
and launched the first tests of the Digital Currency Electronic
Payment (DCEP) system which was subsequently renamed
e-CNY (Duffie and Economy, 2022: 2). In 2020 the e-CNY
became legal tender (Tang, 2020); a year later, the PBoC
banned financial institutions and payment ecosystems from
handling cryptocurrency exchanges (Shin, 2022).

To date 130 countries, representing over 98 per cent
of global GDP, are exploring CBDCs. As of January 2023,
46 of these countries were in the research phase, 32 in devel-
opment, 21 in pilot, and 11 had launched (Atlantic Council
CBDC Tracker). All G7 economies have now progressed in
the development stage of a CBDC, and all the G20 countries
are now in various stages of CBDC development, and nine
are already running a pilot scheme (Table 3.1).

Among the countries that have explored CBDCs, China
is a first mover, having built on the same infrastruc-
ture as the Alipay and WeChat pay systems - digital
wallets, QR codes, scanners. Residents of 26 cities and
5.6 million merchants are now included in the pilot scheme,
with a total accumulated transaction value of US$12.2 billion
(Cao and Qu, 2023).7

China is ahead of the advanced economies - the US
included - in the development of CBDCs and digital
payments systems (Duffie and Economy 2022). China’s
e-CNY has been tested across cross-border financial net-
works — in January 2023 the e-CNY was 0.13 per cent of
cash and reserves held by the central bank. In May 2021,
former Vice Chair of the Federal Reserve Board of Governors,
Lael Brainard, stressed that given “the potential for CBDCs to
gain prominence in cross-border payments and the reserve
currency role of the dollar, it is vital for the United States to be
at the table in the development of cross-border standards”

7 Figures, end-August 2022.



DIGITAL CURRENCIES

Table 3.1:

CBDCs Pilot Schemes
Country Use case Crossborder Projects Infrastructure

(Retail/ (Conventional/Distrib-
Wholesale) uted Ledger Technology)

Australia (€AUD) 2023 | both Project Dunbar Undecided
China (e-CNY) 2020 | Both mCBDC Bridge Both
Ghana (E-cedi) 2022 | Retail Undecided Undecided
Hong Kong (e-HKD, e-CNY) 2023 | Both mCBDC Bridge, Project Sela, Project Aurum, e-CNY | Undecided
India (Digital Rupee) 2022 | Both Undecided Both
Iran (Crypto Rial) 2022 | Retail Undecided Undecided
Israel (Digital shekel) 2021 Retail Undecided Both
Japan (Digital yen) 2023 | Both Project Stella Undecided
Kazakhstan (Digital Tenge) 2021 Retail Undecided Both
Malaysia 2021 | Wholesale Project Dunbar Undecided
Russia (Digital Ruble) 2022 | Both Undecided Both
Saudi Arabia 2019 | Wholesale Project Aber DLT
Singapore 2022 | Retail Project Orchid Undecided
South Africa 2022 | Wholesale Project Dunbar Undecided
South Korea 2021 | Retail Undecided DLT
Sweden (E-krona) 2022 | Retail Project Icebreaker DLT
Thailand 2022 | Both mCBDC Bridge Both
Tunisia 2021 | Wholesale Undecided Undecided
Turkey (Digital Turkish lira) 2022 Retail Aselsan, Havelsan, Tubitak Bilgem Both
Ukraine (E-hryvnia) 2023 | Undecided Undecided Undecided
United Arab Emirates (Digital | 2023 | Both Project Aber; mCBDC Bridge DLT
dirham)

Source: Central Bank Digital Currency Tracker (Atlantic Council), last accessed on 16.08.2023.

(Brainard, 2021). However, the US has yet to present its own
vision for the integration of digital currencies into global
payment systems.

The first-mover advantage in CBDCs lies in the tech-
nology and infrastructure supporting the digital cur-
rency, which ensure user-friendly and cost-effective
adoption. Being useable and relatively cheap drives the
adoption of digital currencies, expanding the user network
and generating strong network effects. Network externalities
play a crucial role in the development of international curren-
cies. Therefore, the development of CBDCs depends not only
on the ability to innovate and have the right technology, but
also on achieving scale and scope. Central banks and coun-
tries that are first movers in CBDCs and attract a significant
user base will lead the way — with others following suit —and
ultimately will set international standards.

China can combine technology with domestic market
size and ensure an advantage for the e-CNY over
other CBDGs. In addition, the e-CNY could offer an alterna-
tive channel for cross-border payments and shift flows away
from the dollar, especially in Asia. As digital currencies offer
the possibility of dealing with multiple currencies when set-
tling cross-border trade transactions, then the e-CNY can be
used in most cross-border trade transactions in Asia — a role
that the renminbi has been playing since 2010, but with the
limitations linked to constrained convertibility. In addition,
developing countries that are tied to China as part of the

BRI may find it easier and more convenient to embrace the
e-CNY (Klein and Baker, 2023: 7).

Work on digital currencies is still in progress, and
standards are not yet defined, but we are at a critical
point for promoting robust policy cooperation over
designs, technology and standards. Cooperation is
especially critical for central banks that plan to allow their
CBDCs to be held offshore, extending their functionality
beyond facilitating domestic payments. Without policy
coordination among central banks, the interoperability of
different digital currencies could become a challenge. The
Bank for International Settlements Innovation Hub (BISIH)
has been established to develop new multilateral platforms
for cross-border payments and ensure that the design of
CBDCs is guided by international considerations so to avoid
a “spaghetti bowl!” of technologies, models and standards
(Skingsley, 2023).

Ongoing tensions between the US and China, and
growing concerns in Europe about China’s lead in
digital technology, make policy cooperation difficult.
In May 2023 the G7 stressed that the governance of the dig-
ital economy should be “in line with our shared democratic
values.” They also reiterated their commitment to keep pace
with the evolution of digital technologies, as well as monitor
“potential risks to the stability, resilience and integrity of the
monetary and financial system”. Two years earlier, in June
2021, they had pledged to work together on CBDCs' “wider
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public policy implications” and commit towards “transpar-
ency and rule of law” (HM Treasury, 2021a).

Cooperation on areas of common interest with the
objective of harmonising standards and rules for digi-
tal currencies is on both the advanced economies’ and
China’s agendas. In many occasions the Chinese monetary
authorities have reiterated their willingness to cooperate
with foreign central banks and monetary authorities to set
up exchange arrangements and regulatory cooperation
mechanisms (People’s Bank of China, 2021: 5). At the G20
Leaders’ summit, in November 2020, President Xi called on
the world’s leading economies to begin discussing “stand-
ards and principles for central bank digital currencies with
an open and accommodating attitude, and properly handle
all types of risks and challenges while pushing collectively
for the development of the international monetary system”
(Xi, 2020Db).

China should be welcomed to contribute to shaping
global CBDC standards and governance through the
global standard-setting bodies where it is already a
major participant. These include the Financial Stability
Board, the Financial Action Task Force (the global anti-
money-laundering standard-setting body), the Committee
for Payments and Market Infrastructure and the International
Organization for Standardization (ISO). In addition, China is
engaged in the CBDC dialogue both at the multilateral level
through BIS and other central banks involved in the m-CBDC
Bridge project, but also bilaterally with the UK (Duffie and
Economy, 2022: 89).

The potential impact of CBDCs on the dominance
of the dollar is a crucial consideration. Through lower
switching costs, CBDCs can facilitate foreign exchange
payments and the use of currencies other than the main
international ones. More currency competition, in turn, can
widen the choice of currencies for settling international
trade. Also, CBDCs can be designed to spur demand — for
example through programmability — in ways that make them
more appropriate and easier to use in different processes in
global trade and finance (Bank of International Settlements,
2021b: 17).

CBDCs are unlikely to fundamentally change the in-
ternational monetary system in the short to medium
term. This does not mean that CBDCs will have no significant
impact on the international monetary system, but that the
impact is likely to be uneven and to affect some components
of the global financial system, such as market structures and
payment services, more than others. This could fragment
international payment networks into separate blocs.

In a fragmented system the benefits from digital
money could be reduced by higher costs if the scope
for lowering transaction costs would be limited. More-
over, the risks associated with financial instability will become
concealed, unpredictable, and systemic. Without appropriate
safeguards, the cross-border use of CBDCs could hamper
central banks’ abilility to maintain monetary and financial

stability. Differences across jurisdictions could weaken the
legal basis of cross-border CBDCs and ultimately alter the
homogeneous quality of CBDC services to the final users
(World Bank, 2021: 26). Furthermore, fragmentation would
curtail international coordinated action on tracking money
laundering, terrorist financing and imposing sanctions.

China’s lead on CBDCs has been welcomed as pro-
viding options others than the dollar. Many developing
countries, notably the BRICS, are concerned about their
vulnerability to financial sanctions and the risk of being cut
off from using the SWIFT network. In September 2022 the
Shanghai Cooperation Organisation, of which China and
Russia are members, agreed to increase the use of national
currencies in bilateral trade among member states (Reuters,
2022).

China shares these concerns, and indeed the e-CNY
ultimately responds to the Chinese government’s ob-
jective of reducing the vulnerabilities that come from
trade interdependencies and the use of the dollar in
trade and non-trade finance. The e-CNY can contribute
to China’s long-term policies of renminbi internationalisa-
tion. By making direct exchange easier, faster and cheaper,
the e-CNY can offer an alternative channel to neighbouring
countries and trade partners that are eager to reduce their
financial and monetary interdependencies with the US. It
could also be used for cross-border retail payments related
to tourism. Furthermore, China can share its technology with
other countries — mainly developing countries — that do not
have the resources to build their own CBDCs and so develop
a network of digital currencies that are interoperable with
their own. This would allow the incorporation of e-CNY in
contracts made by the Chinese government with countries
participating in the BRI, and in bilateral trade finance and
financial aid.

The foreign adoption of e-CNY technology and an
e-CNY-based cross-border payment infrastructure can
give China significant leverage on the international
monetary system. The monetary authorities, however,
have been clear that the e-CNY, at the current stage, is
planned to be used for domestic retail transactions — not to
rival the dollar. Former PBoC governor Zhou Xiaochuan —one
of the most outspoken advocates of the reform of the inter-
national monetary system back in 2009 - clarified that the
e-CNY is not intended to replace the US dollar as the main
reserve and international payment currency, adding that it
would not significantly advance the internationalisation of
the renminbi (Zhou 2009; Zhou, 2021).

Replacing the dollar at the helm of the international
monetary system is not and has never been the Chi-
nese leadership’s objective. Instead, the shift to a multi-
currency system would allow the rebalancing of the dollar.
The e-CNY would make this objective easier to achieve. In
fact, the e-CNY would be more easily distributed than the
physical yuan, offering a stable and accessible alternative —
other than the dollar — to individuals and firms in countries
with weak and highly volatile currencies. In addition, the



e-CNY would make it easier for developing countries to ac-
cess alternative cross-border payments systems and reduce
their dependency on the dollar (Wan, 2020: 6).

Policy cooperation among central banks, monetary
authorities and multilateral financial institutions is
critical to set standards and a regulatory framework.
China’s ambitions to develop its own international currency
should not be undermined but harnessed towards building a
multi-currency system based on healthy competition among
currencies.

4 CONCLUSION: FORGING A
"NEW CONSENSUS"?

In a speech in April 2023 the US National Security
Advisor Jake Sullivan invited like-minded countries
to “forge a new consensus” and create “a secure and
sustainable economy in the face of the economic
and geopolitical realities” (Sullivan, 2023). This “new
consensus” would bring together the main advanced econ-
omies to tackle many challenges, notably the vulnerabilities
that come with deep trade and financial interdependencies.
Sullivan’s speech openly addresses the competition between
the US and China and the underlying concern for the US
and the other G7 countries, that is how to ensure that China
plays by the rules and behaves like a responsible competitor.

In this report | have argued that interdependencies
create efficiencies but also vulnerabilities, thus it is
necessary to de-risk the global economy (Von der
Leyen, 2023) to reduce excessive dependency and
diversify the supply of energy and critical raw materi-
als. But this needs to be done without creating divisions and
rivalries, especially in relation to China, which is no longer
just a partner —i.e. an exporter of low-value goods — but has
become a competitor and a rival in strategic industries, as the
European Commission put it. China can fragment the world
economy. Thus, the US and the other G7 countries should
stay engaged with China to ensure a level playing field and
a rules-based system.

We cannot address the competition with China, as
Sullivan’s speech does, without acknowledging the
overdependencies in the financial and monetary sys-
tem where the dollar remains the key international
currency. Financial and monetary vulnerabilities inherent in
the dollar-based system affect China as well as many other
countries, underpinning the view that “the costs of such a
system to the world may have exceeded its benefits”, as the
former PBoC governor Zhou put it (Zhou, 2009). The fact
that the US can weaponise the dollar and use it for foreign
policy purposes raises further concern.

China is the only non-G7 country that has the capacity
to create alternative infrastructure for lending and
cross-border payments that can help many develop-
ing countries mitigate their vulnerability to the dollar.
CBDCs, for instance, where China has the lead, could even-
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tually support cross-border bilateral payments in currencies
others than the dollar. China also has a significant footprint
in development finance.

Would China’s progress in expanding its influence
within the international financial architecture even-
tually lead to a fragmented system at odds with the
one that has been in place since the end of World War
11?7 Not yet. At the current juncture China’s main objective
is diversifying the risk that arises from its own deep inter-
dependencies with the dollar system. Stability rather than
disorder remains China’s preferred option, so to pursue its
own development and manage its own financial transition —
decoupling, in fact, from the dollar — in an orderly fashion.

Against this background, the rivalry between the US
and China is becoming entrenched and risks under-
mining policy cooperation and turning de-risking into
fragmentation. This rivalry is a consequence of and reflects
the changing dynamics of the global economic order. US
leadership has been diminishing over the years, while China
is seemingly more responsive to the needs and aspirations
of many developing countries — including the provision
of non-conditional loans. This somehow explains the US’s
insistence on building a “new consensus” with like-minded
countries. China, on the other hand, can only provide limited
leadership because of its own constraints — it is not yet at the
same level of development as the advanced economies and
on many counts still is a developing country.

The above discussion and the findings of this report
lead to the following recommendations for the G7.

1. Correctly define fragmentation as the risk of breaking
the world economy into separate and sometimes con-
flicting economic blocs and markets, and recognise the
risk of developing different sets of rules and regulations
as countries seek to reduce their vulnerabilities and their
exposure to unfriendly countries.

. Ensure that international policy coordination remains
robust, so to deal with spillovers and externalities that
come from the world economy remaining deeply inter-
connected with complex supply chains and deep trade
and financial interdependencies that are difficult to
dismantle and replace.

De-escalate the language and explain in non-hostile
words the need for economic de-risking as necessary
to mitigate vulnerabilities and increase resilience; ensure
that de-risking is inclusive and not polarising.

Be aware that vulnerabilities arise from deep economic
interdependencies, while hostile geopolitics increases the
risk of fragmentation and so encourage continuous mul-
tilateral dialogue; acknowledge the vulnerabilities that
affect many countries because of their exposure to the
dollar, and their aspiration to use their own currencies in
bilateral trade.
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5. Recognise that “a new consensus” that doesn’t involve
Chinais a futile attempt to set the clock back to the Cold
War years; unlike the USSR, China is deeply integrated in
the world economy.

6. Work closely with the G20 as the most suitable forum
to bring together advanced economies and developing
countries; identify areas where there are common
problems, respect countries’ preferences where these
are aligned and offer incentives when preferences are
not aligned; where cooperation is not possible, countries
tend to resort to unilateral action.

7. Build a 'positive case’ focus on sovereign debt as a policy
convergence area with China to find case-by-case solu-
tions that are credible and sustainable; explore scope for
greater cooperation between China and the Paris Club.

8. Encourage the IMF and the BIS to coordinate efforts to
develop a truly multi-currency international monetary
system that can offer a choice of currencies in both trade
and non-trade finance while keeping a shared regulatory
framework and governance; encourage the dialogue
around technological sovereignty, shared standards and
safeguarding against regulatory loopholes that could
breed illicit transactions and money laundering.

9. Recognise the ‘power of the dollar’ and the risk of uni-
lateral sanctions, and lead a coordinated effort to devise
a multilateral framework that defines the governance of
monetary and financial sanctions and regulates their use.

Ultimately, the key question is to how accommodate
China - neither a market economy nor a liberal democ-
racy — within the international financial architecture.
Where should lines be drawn? China can be a ‘responsible
shareholder’ and play along with the G7, but for this to
happen it is necessary to find a new engagement around
shared rules and common interests. Rules and institutional
governance need to be adjusted to reflect the new dynamics
of the world economy, and the value of policy cooperation
needs to be underpinned by “strong, balanced, sustainable
and inclusive growth”.

12



REFERENCES

Aiyar, S., Chen, J., Ebeke, C. H., Garcia-Saltos, R., Gudmundsson,
T., llyina, A., Kangur, A., Kunaratskul, T., Rodriguez, S. L., Ruta,
M., Schulze, T., Soderberg, G. and Trevino, J. P. (2023): Geoeconomic
Fragmentation and the Future of Multilateralism, 15.01.2023; https://
www.elibrary.imf.org/view/journals/006/2023/001/article-A001-en.xml.

Amstad, M. etal. (2019): Central Bank Digital Currency and Fintech in
Asia. In: Asian Development Bank Institute; https://www.adb.org/sites/
default/files/publication/539801/adbi-central-bank-digital-currency-and-
fintech-asia.pdf.

Atlantic Council: Central Bank Digital Currency Tracker; https://www.
atlanticcouncil.org/cbdctracker’.

Bank of International Settlements (2021a): Changing patterns of
capital flows. In: BIS, Committee on the Global Financial System Papers,
No 66, May 2021; https://www.bis.org/publ/cgfs66.pdf.

Bank of International Settlements (2021b): Central bank digital
currencies for cross-border payments: Report to the G20, July 2021,
https://www.bis.org/publ/othp38.pdf.

Board of Governors of the Federal Reserve System (2023): Assets:
Central Bank Liquidity Swaps: Central Bank Liquidity Swaps: Wednesday
Level [SWPT]. In: FRED, Federal Reserve Bank of St. Louis, Economic
Research, 23.05.2023, https://fred.stlouisfed.org/series/SWPT.

Bon, G. and Cheng, G. (2020): China’s overseas Sovereign debt relief
actions: What insights do recent cases provide? In: Economix, Working
Paper 2020-22; https://economix.fr/pdf/dt/2020/WP_EcoX_2020-22.pdf.

Boston University: China’s Overseas Development Finance (CODF)
Database. Global Development Policy Center; https://www.bu.edu/gdp/
chinas-overseas-development-finance/

Brainard, L. (2021): Former Governor Lael Brainard Speech at the
Consensus by CoinDesk 2021 Conference — Private Money and Central
Bank Money as Payments Go Digital: an Update on CBDCs. In: Board
of Governors of the Federal Reserve System, 24.05.2021; https://www.
federalreserve.gov/newsevents/speech/brainard20210524a.htm.

Cao A., and Qu, T. (2023): China’s ambitious e-CNY plan faces a
giant hurdle: winning over 1 billion consumers at home. In: South
China Morning Post, 04.03.2023; https://www.scmp.com/tech/policy/
article/3212245/chinas-ambitious-e-cny-plan-faces-one-giant-hurdle-
winning-over-1-billion-consumers-home

Chen, M. (2020): Beyond Donation: China’s Policy Banks and the Re-
shaping of Development Finance. In: Studies in Comparative International
Development Vol. 55, pp. 436-459, August 2020; https://link.springer.
com/article/10.1007/512116-020-09310-9.

Cotterill, J., Abboud, L., Wheatley, J. and Yang, Y. (2023): Zambia
agrees ‘milestone’ debt relief plan with China and other creditors. In:
Financial Times, 23.06.2023; ft.com/content/e3b66798-1¢5¢-4c0c-8339-
83a76ele2c34

Crawford, J. (2019): Brownile’s Principles of Public International Law.
Oxford University Press, 9" edition.

De Bode, I., Higginson, M. and Niederkorn, M. (2021): CBDC and
stablecoins: Early coexistence on an uncertain road. In: McKinsey Global
Institute, 11.10.2021, https://www.mckinsey.com/industries/financial-
services/our-insights/cbdc-and-stablecoins-early-coexistence-on-an-
uncertain-road.

Duffie, D., and Economy, E. (2022): Digital Currencies: The US, China,
and The World at a Crossroads. In: Hoover Institution Press, Stanford
University; https://www.hoover.org/sites/default/files/research/docs/
duffie-economy_digitalcurrencies_web_revised.pdf.

European Data Protection Supervisor (2023): TechDispatch #1/2023 —
Central Bank Digital Currency, 29.03.2023; https:/edps.europa.eu/data-
protection/our-work/publications/techdispatch/2023-03-29-tech
dispatch-12023-central-bank-digital-currency_en

13

REFERENCES

EU Sanctions Map: Russia; https:/sanctionsmap.eu/#/main/details/26/
?search=%7B%22value%22:%22%22,%22searchType%22:%7B%7
D%7D.

G20 (2009): G20 Leaders Statement: The Pittsburgh Summit, September
24-25, 2009, Pittsburgh; http://www.g20.utoronto.ca/2009/2009
communique0925.html#top.

G20 (2023): G20 — Background Brief. In: G20 India 2023; https://www.
g20.org/content/dam/gtwenty/gtwenty_new/about_g20/G20_Back
ground_Brief.pdf.

Gelpern, A.,Horn, S., Morris, S., Parks, B. and Trebesch, C. (2022):
How China Lends: A Rare Look into 100 Debt Contracts with Foreign
Governments. In: Economic Policy, November 2022, https://academic.
oup.com/economicpolicy/advance-article-abstract/doi/10.1093/epolic/
eiac054/6827797.

He, A. (2021): Digital RMB: A Possible Way to Reassert Data Control in the
Digital Economy. In: Center for International Governance Innovation, Policy
Brief No. 169, https://www.cigionline.org/static/documents/PB_no.169.
pdf

HM Treasury (2021a): G7 Finance Ministers and Central Bank Governors
Communiqué. Policy paper, 05.06.2021, https://www.gov.uk/govern-
ment/publications/g7-finance-ministers-meeting-june-2021-commu-
nique/g7-finance-ministers-and-central-bank-governors-communique.

Horn, S., Reinhart, C. M. and Trebesch, C. (2021): China’s Overseas
Lending: Data and replication files; https:/data.mendeley.com/datasets/
4mmékdjdxg/1

IMF (2023): World Economic Outlook: a Rocky Recovery, April 2023,
https://www.imf.org/en/Publications/WEQ/Issues/2023/04/11/world-
economic-outlook-april-2023

Jones, H. and Wilkes, T. (2022): Explainer: Russian banks isolated, UK
cuts insurance ties with Moscow. In: Reuters, 03.03.2022; https://www.
reuters.com/markets/europe/russian-banks-out-cold-eu-unveils-swift-
sanctions-2022-03-02/.

Klein, F., and Baker, N. (2023): China and its Central Bank Digital
Currency: is the e-Yuan a role model for Europe and the Euro system? In:
Friedrich Ebert Stiftung, February 2023, https://library.fes.de/pdf-files/
international/20024-20230214.pdf.

Milesi-Ferretti, G. M. (2022): 2021 was a year of strong global capital
flows: Updating External Wealth of Nations database with year-end 2021
data. In: Brookings Institution, Commentary, 15.12.2022; https://www.
brookings.edu/blog/up-front/2022/12/15/updating-external-wealth-of-
nations-database-with-year-end-2021-data/.

People’s Bank of China (2021): Progress of Research & Development of
E-CNY in China, July 2021, http://www.pbc.gov.cn/en/3688110/3688172
/4157443/4293696/2021072014364791207.pdf.

People’s Bank of China (2023): Financial Statistics Report (H1 2023);
http://www.pbc.gov.cn/en/3688247/3688978/3709137/4989745/index.
html.

Quirino de Souza Filho, O. (2022): Diplomacy, Debt, and Change: The
International Debt Architecture After the Covid-19 Pandemic. In: Revista
Tempo do Mundo, n. 28, pp. 151 =176, July 2022; https://doaj.org/
article/9554¢3925e5b402c82e9559a6621f691.

Reuters (2022): China-led SCO bloc agrees to expand trade in national
currencies, 16.09.2022; https://www.reuters.com/markets/commodities/
china-led-sco-bloc-agrees-expand-trade-national-currencies-2022-09-16/.

Rudyak, M. and Chen, Y. (2021): China’s lending landscape, approach
to debt and the Common Framework. In: ODI, 31.70.2021. http://www.
odi.org/en/publications/chinas-lending-landscape-and-approach-to-debt-
relief.


https://www.elibrary.imf.org/view/journals/006/2023/001/article-A001-en.xml.
https://www.elibrary.imf.org/view/journals/006/2023/001/article-A001-en.xml.
https://www.adb.org/sites/default/files/publication/539801/adbi-central-bank-digital-currency-and-fintech-asia.pdf
https://www.adb.org/sites/default/files/publication/539801/adbi-central-bank-digital-currency-and-fintech-asia.pdf
https://www.adb.org/sites/default/files/publication/539801/adbi-central-bank-digital-currency-and-fintech-asia.pdf
https://www.atlanticcouncil.org/cbdctracker/
https://www.atlanticcouncil.org/cbdctracker/
https://www.bis.org/publ/cgfs66.pdf.
https://www.bis.org/publ/othp38.pdf
https://fred.stlouisfed.org/series/SWPT
https://economix.fr/pdf/dt/2020/WP_EcoX_2020-22.pdf
https://www.bu.edu/gdp/chinas-overseas-development-finance/
https://www.bu.edu/gdp/chinas-overseas-development-finance/
https://www.federalreserve.gov/newsevents/speech/brainard20210524a.htm
https://www.federalreserve.gov/newsevents/speech/brainard20210524a.htm
https://www.scmp.com/tech/policy/article/3212245/chinas-ambitious-e-cny-plan-faces-one-giant-hurdle-winning-over-1-billion-consumers-home
https://www.scmp.com/tech/policy/article/3212245/chinas-ambitious-e-cny-plan-faces-one-giant-hurdle-winning-over-1-billion-consumers-home
https://www.scmp.com/tech/policy/article/3212245/chinas-ambitious-e-cny-plan-faces-one-giant-hurdle-winning-over-1-billion-consumers-home
https://link.springer.com/article/10.1007/s12116-020-09310-9
https://link.springer.com/article/10.1007/s12116-020-09310-9
http://ft.com/content/e3b66798-1c5c-4c0c-8339-83a76e1e2c34
http://ft.com/content/e3b66798-1c5c-4c0c-8339-83a76e1e2c34
https://www.mckinsey.com/industries/financial-services/our-insights/cbdc-and-stablecoins-early-coexistence-on-an-uncertain-road
https://www.mckinsey.com/industries/financial-services/our-insights/cbdc-and-stablecoins-early-coexistence-on-an-uncertain-road
https://www.mckinsey.com/industries/financial-services/our-insights/cbdc-and-stablecoins-early-coexistence-on-an-uncertain-road
https://www.hoover.org/sites/default/files/research/docs/duffie-economy_digitalcurrencies_web_revised.pdf
https://www.hoover.org/sites/default/files/research/docs/duffie-economy_digitalcurrencies_web_revised.pdf
https://edps.europa.eu/data-protection/our-work/publications/techdispatch/2023-03-29-techdispatch-12023-central-bank-digital-currency_en
https://edps.europa.eu/data-protection/our-work/publications/techdispatch/2023-03-29-techdispatch-12023-central-bank-digital-currency_en
https://edps.europa.eu/data-protection/our-work/publications/techdispatch/2023-03-29-techdispatch-12023-central-bank-digital-currency_en
https://word-edit.officeapps.live.com/we/wordeditorframe.aspx?WOPISrc=https://wopi.dropbox.com/wopi/files/pzNtejHw7YgAAAAAAAAAFw&cloud_editor=word&dl=0&rlkey=bj7q1hbgagchgdypks7m5be4j&ui=it%23/main/details/26/?search=%7B:,:%7B%7D%7D
https://word-edit.officeapps.live.com/we/wordeditorframe.aspx?WOPISrc=https://wopi.dropbox.com/wopi/files/pzNtejHw7YgAAAAAAAAAFw&cloud_editor=word&dl=0&rlkey=bj7q1hbgagchgdypks7m5be4j&ui=it%23/main/details/26/?search=%7B:,:%7B%7D%7D
https://word-edit.officeapps.live.com/we/wordeditorframe.aspx?WOPISrc=https://wopi.dropbox.com/wopi/files/pzNtejHw7YgAAAAAAAAAFw&cloud_editor=word&dl=0&rlkey=bj7q1hbgagchgdypks7m5be4j&ui=it%23/main/details/26/?search=%7B:,:%7B%7D%7D
http://www.g20.utoronto.ca/2009/2009communique0925.html%23top
http://www.g20.utoronto.ca/2009/2009communique0925.html%23top
https://www.g20.org/content/dam/gtwenty/gtwenty_new/about_g20/G20_Background_Brief.pdf
https://www.g20.org/content/dam/gtwenty/gtwenty_new/about_g20/G20_Background_Brief.pdf
https://www.g20.org/content/dam/gtwenty/gtwenty_new/about_g20/G20_Background_Brief.pdf
https://academic.oup.com/economicpolicy/advance-article-abstract/doi/10.1093/epolic/eiac054/6827797
https://academic.oup.com/economicpolicy/advance-article-abstract/doi/10.1093/epolic/eiac054/6827797
https://academic.oup.com/economicpolicy/advance-article-abstract/doi/10.1093/epolic/eiac054/6827797
https://www.cigionline.org/static/documents/PB_no.169.pdf
https://www.cigionline.org/static/documents/PB_no.169.pdf
https://www.gov.uk/government/publications/g7-finance-ministers-meeting-june-2021-communique/g7-finance-ministers-and-central-bank-governors-communique
https://www.gov.uk/government/publications/g7-finance-ministers-meeting-june-2021-communique/g7-finance-ministers-and-central-bank-governors-communique
https://www.gov.uk/government/publications/g7-finance-ministers-meeting-june-2021-communique/g7-finance-ministers-and-central-bank-governors-communique
https://data.mendeley.com/datasets/4mm6kdj4xg/1
https://data.mendeley.com/datasets/4mm6kdj4xg/1
https://www.imf.org/en/Publications/WEO/Issues/2023/04/11/world-economic-outlook-april-2023
https://www.imf.org/en/Publications/WEO/Issues/2023/04/11/world-economic-outlook-april-2023
https://www.reuters.com/markets/europe/russian-banks-out-cold-eu-unveils-swift-sanctions-2022-03-02/.
https://www.reuters.com/markets/europe/russian-banks-out-cold-eu-unveils-swift-sanctions-2022-03-02/.
https://www.reuters.com/markets/europe/russian-banks-out-cold-eu-unveils-swift-sanctions-2022-03-02/.
https://library.fes.de/pdf-files/international/20024-20230214.pdf
https://library.fes.de/pdf-files/international/20024-20230214.pdf
https://www.brookings.edu/blog/up-front/2022/12/15/updating-external-wealth-of-nations-database-with-year-end-2021-data/
https://www.brookings.edu/blog/up-front/2022/12/15/updating-external-wealth-of-nations-database-with-year-end-2021-data/
https://www.brookings.edu/blog/up-front/2022/12/15/updating-external-wealth-of-nations-database-with-year-end-2021-data/
http://www.pbc.gov.cn/en/3688110/3688172/4157443/4293696/2021072014364791207.pdf
http://www.pbc.gov.cn/en/3688110/3688172/4157443/4293696/2021072014364791207.pdf
http://www.pbc.gov.cn/en/3688247/3688978/3709137/4989745/index.html
http://www.pbc.gov.cn/en/3688247/3688978/3709137/4989745/index.html
https://doaj.org/article/9554c3925e5b402c82e9559a6621f691
https://doaj.org/article/9554c3925e5b402c82e9559a6621f691
https://www.reuters.com/markets/commodities/china-led-sco-bloc-agrees-expand-trade-national-currencies-2022-09-16/
https://www.reuters.com/markets/commodities/china-led-sco-bloc-agrees-expand-trade-national-currencies-2022-09-16/
http://www.odi.org/en/publications/chinas-lending-landscape-and-approach-to-debt-relief
http://www.odi.org/en/publications/chinas-lending-landscape-and-approach-to-debt-relief
http://www.odi.org/en/publications/chinas-lending-landscape-and-approach-to-debt-relief

FRIEDRICH-EBERT-STIFTUNG — DE-RISKING THE GLOBAL FINANCIAL SYSTEM

Schreuer, C.,Malintoppi, L., Reinisch, A. and Sinclair, A. (2009):
The ICSID Convention: A Commentary. Cambridge University Press, 2nd
edition.

Seong, J., White, O., Woetzel, J., Smit, S., Devesa, T., Birshan, M.
and Samandar, H. (2022): Global flows: The ties that bind in an intercon-
nected world. In: McKinsey Global Institute, Discussion Paper, 15.11.2022;
https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/
our-insights/global-flows-the-ties-that-bind-in-an-interconnected-world.

Shin, F. (2022): What's behind China’s cryptocurrency ban? In: World Eco-
nomic Forum, 31.01.2022; https://www.weforum.org/agenda/2022/01/
what-s-behind-china-s-cryptocurrency-ban/

Skingsley, C. (2023): Speech by Cecilia Skingsley at the BIS Innovation
Summit 2023: Technological innovation in an age of uncertainty, 21 Mar
2023. In: BIS; https://www.bis.org/events/bis_innovation_summit_2023/
overview.htm

Subacchi, P,, and Vines, D. (2023). Fifty years on: what the Bretton
Woods System can teach us about global macroeconomic policy-making.
In: Oxford Review of Economic Policy, 39(2), 164-182; https://academic.
oup.com/oxrep/article/39/2/164/7113958.

Sullivan, J. (2023): Remarks by National Security Advisor Jake Sullivan on
Renewing American Economic Leadership at the Brookings Institution. In:
The White House, 27.04.2023, https://www.whitehouse.gov/briefing-
room/speeches-remarks/2023/04/27/remarks-by-national-security-
advisor-jake-sullivan-on-renewing-american-economic-leadership-at-
the-brookings-institution/

SWIFT (2022): An update to our message for the Swift Community,
20.03.2022; https://www.swift.com/news-events/news/message-swift-
community.

Tang, F. (2020): China moves to legalise digital yuan and ban competitors
with new draft law. In: SCMP 27.10.2020; https://www.scmp.com/
economy/china-economy/article/3107119/china-moves-legalise-digital-
yuan-and-ban-competitors-new

United Nations Population Fund: World Population Dashboard: Total
population in millions, 2023; https://www.unfpa.org/data/world-
population-dashboard

Von der Leyen, U. (2023): Speech by President von der Leyen on
EU-China relations to the Mercator Institute for China Studies and the
European Policy Centre. In: European Commission, 30.03.2023; https:/
ec.europa.eu/commission/presscorner/detail/en/speech_23_2063 Policy
Centre. In: European Commission, 30.03.2023; https://ec.europa.eu/
commission/presscorner/detail/en/speech_23_2063

Wan, W. (2020): Opportunities and Challenges Facing Digital Currency
Electronic Payment. In: Institute of International and Strategic Studies
Peking University, 24.09.2020; http://en.iiss.pku.edu.cn/research/
bulletin/4036.html

White, O., Woetzel, J., Smit, S., Seong, J. and Devesa, T. (2023):
The complication of concentration in global trade. In: McKinsey Global
Institute, January; https://www.mckinsey.com/mgi/our-research/the-
complication-of-concentration-in-global-trade.

World Bank (2021): Central Bank Digital Currencies for Cross-border
Payments: A Review of Current Experiments and Ideas, November 2021;
https://openknowledge.worldbank.org/entities/publication/a6212c81-
2336-5445-9e35-a7494a6f1ae2.

World Bank (2022b): Debt Service Suspension Initiative: Q&As. Brief,
10.03.2022; https://www.worldbank.org/en/topic/debt/brief/debt-
service-suspension-initiative-qgas

World Bank: International Debt Statistics: DSSI, series debt service on
external debt, total, (TDS, current US$); https:/databank.worldbank.org/
source/international-debt-statistics:-dssi.#

World Bank (2023): Remittance Prices Worldwide Quarterly: An analysis
of trends in cost of remittance services. Issue 45, March 2023; https:/
remittanceprices.worldbank.org/sites/default/files/rpw_main_report_
and_annex_q123_final.pdf

World Bank: International Debt Statistics, External debt stock,
Public and Publicly Guaranteed (PPG) (current US$); https:/databank.
worldbank.org/reports.aspx?source=international-debt-statistics

Xi Jinping (2020b): Full Text: Remarks by Chinese President Xi Jinping
at 15th G20 Leaders’ Summit. In: Xinhua, 21.11.2020; http://www.
xinhuanet.com/english/2020-11/21/c_139533609.htm.

Zhou Xiaochuan (2009): Zhou Xiaochuan: Reform the international
monetary system — Essay by Dr Zhou Xiaochuan, Governor of the People’s
Bank of China, 23 March 2009. In: BIS Review 41/2009; https://www.bis.
org/review/r090402c.pdf.

Zhou Xiaochuan (2020): China‘s choices for a digital currency system.
In: Nikkei Asia, 22.02.2021; https://asia.nikkei.com/Spotlight/Caixin/
Zhou-Xiaochuan-China-s-choices-for-a-digital-currency-system

Zhou Xiaochuan (2021): Digital Yuan Won't Replace Dollar, Ex-Bank
of China Chief Says. In: Bloomberg News, 22.05.21, https://www.
bloomberg.com/news/articles/2021-05-22/digital-yuan-won-t-replace-
dollar-ex-bank-of-china-chief-says?leadSource=uverify %20wall.


https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/global-flows-the-ties-that-bind-in-an-interconnected-world.
https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/global-flows-the-ties-that-bind-in-an-interconnected-world.
https://www.weforum.org/agenda/2022/01/what-s-behind-china-s-cryptocurrency-ban/
https://www.weforum.org/agenda/2022/01/what-s-behind-china-s-cryptocurrency-ban/
https://www.bis.org/events/bis_innovation_summit_2023/overview.htm
https://www.bis.org/events/bis_innovation_summit_2023/overview.htm
https://academic.oup.com/oxrep/article/39/2/164/7113958
https://academic.oup.com/oxrep/article/39/2/164/7113958
https://www.whitehouse.gov/briefing-room/speeches-remarks/2023/04/27/remarks-by-national-security-advisor-jake-sullivan-on-renewing-american-economic-leadership-at-the-brookings-institution/
https://www.whitehouse.gov/briefing-room/speeches-remarks/2023/04/27/remarks-by-national-security-advisor-jake-sullivan-on-renewing-american-economic-leadership-at-the-brookings-institution/
https://www.whitehouse.gov/briefing-room/speeches-remarks/2023/04/27/remarks-by-national-security-advisor-jake-sullivan-on-renewing-american-economic-leadership-at-the-brookings-institution/
https://www.whitehouse.gov/briefing-room/speeches-remarks/2023/04/27/remarks-by-national-security-advisor-jake-sullivan-on-renewing-american-economic-leadership-at-the-brookings-institution/
https://www.swift.com/news-events/news/message-swift-community.
https://www.swift.com/news-events/news/message-swift-community.
https://www.scmp.com/economy/china-economy/article/3107119/china-moves-legalise-digital-yuan-and-ban-competitors-new
https://www.scmp.com/economy/china-economy/article/3107119/china-moves-legalise-digital-yuan-and-ban-competitors-new
https://www.scmp.com/economy/china-economy/article/3107119/china-moves-legalise-digital-yuan-and-ban-competitors-new
https://www.unfpa.org/data/world-population-dashboard
https://www.unfpa.org/data/world-population-dashboard
https://ec.europa.eu/commission/presscorner/detail/en/speech_23_2063
https://ec.europa.eu/commission/presscorner/detail/en/speech_23_2063
https://ec.europa.eu/commission/presscorner/detail/en/speech_23_2063
https://ec.europa.eu/commission/presscorner/detail/en/speech_23_2063
http://en.iiss.pku.edu.cn/research/bulletin/4036.html
http://en.iiss.pku.edu.cn/research/bulletin/4036.html
https://www.mckinsey.com/mgi/our-research/the-complication-of-concentration-in-global-trade.
https://www.mckinsey.com/mgi/our-research/the-complication-of-concentration-in-global-trade.
https://openknowledge.worldbank.org/entities/publication/a6212c81-2336-5445-9e35-a7494a6f1ae2
https://openknowledge.worldbank.org/entities/publication/a6212c81-2336-5445-9e35-a7494a6f1ae2
https://www.worldbank.org/en/topic/debt/brief/debt-service-suspension-initiative-qas
https://www.worldbank.org/en/topic/debt/brief/debt-service-suspension-initiative-qas
https://databank.worldbank.org/source/international-debt-statistics:-dssi
https://databank.worldbank.org/source/international-debt-statistics:-dssi
https://remittanceprices.worldbank.org/sites/default/files/rpw_main_report_and_annex_q123_final.pdf
https://remittanceprices.worldbank.org/sites/default/files/rpw_main_report_and_annex_q123_final.pdf
https://remittanceprices.worldbank.org/sites/default/files/rpw_main_report_and_annex_q123_final.pdf
https://databank.worldbank.org/reports.aspx?source=international-debt-statistics
https://databank.worldbank.org/reports.aspx?source=international-debt-statistics
http://www.xinhuanet.com/english/2020-11/21/c_139533609.htm
http://www.xinhuanet.com/english/2020-11/21/c_139533609.htm
https://www.bis.org/review/r090402c.pdf
https://www.bis.org/review/r090402c.pdf
https://asia.nikkei.com/Spotlight/Caixin/Zhou-Xiaochuan-China-s-choices-for-a-digital-currency-system
https://asia.nikkei.com/Spotlight/Caixin/Zhou-Xiaochuan-China-s-choices-for-a-digital-currency-system
https://www.bloomberg.com/news/articles/2021-05-22/digital-yuan-won-t-replace-dollar-ex-bank-of-china-chief-says?leadSource=uverify%20wall
https://www.bloomberg.com/news/articles/2021-05-22/digital-yuan-won-t-replace-dollar-ex-bank-of-china-chief-says?leadSource=uverify%20wall
https://www.bloomberg.com/news/articles/2021-05-22/digital-yuan-won-t-replace-dollar-ex-bank-of-china-chief-says?leadSource=uverify%20wall

ABOUT THE AUTHOR

Paola Subacchi is Professor of International Economics and
Chair of the Advisory Board, Global Policy Institute, Queen
Mary University of London, and adjunct professor at the
University of Bologna. She is a non-executive director of two
public companies listed on the London Stock Exchange and
a member of the board of the Istituto Affari Internazionali
in Rome. From 2004 to 2019 she was director of economic
research and senior fellow at Chatham House (The Royal
Institute of International Affairs) in London. She has pub-
lished extensively on international economics and finance,
currencies, and the international monetary system. Her latest
book, The Cost of Free Money: How Unfettered Capital
Threatens our Economic Future, was published in 2020 by
Yale University Press.

NEW YORK OFFICE

The office of Friedrich-Ebert-Stiftung (FES) in New York serves
as the liaison for FES offices worldwide with the United
Nations (UN) in New York and the international financial
institutions (International Monetary Fund and World Bank)
in Washington, D.C. The office addresses peace, justice and
economic issues, working closely with academia, civil society,
multilateral institutions and their Member State governments
to convene multi-stakeholder debates. The formats of our
work include international conferences, expert workshops
and high-level meetings involving government representa-
tives, as well as published policy briefs and analytical studies.
Our overarching mission is to bring a special focus to the
perspectives of trade unions, women, and developing and
emerging-market countries in an effort to forge consensus
toward multilateral solutions to international and global
challenges.

n ‘.
T www.fes.de/bibliothek/fes-publikationen

IMPRINT

Publisher:

Friedrich-Ebert-Stiftung e. V. | Godesberger Allee 149 |
53175 Bonn | Germany

Email: info@fes.de

Register no.: VR2392 Bonn Register of Associations
Bonn Local Court

Issuing Department: Division for International Cooperation /
Global and European Policy

Responsibility for content: Dr. Michael Broning |
Executive Director | Friedrich-Ebert-Stiftung |
New York Office | 747 Third Avenue, Suite 34D |
New York, NY 10017 | USA

Phone +1-212-687-0208

https://ny.fes.de

Contact/Order: Christiane.Heun@fes.de

The views expressed in this publication are not necessarily
those of the Friedrich-Ebert-Stiftung. Commercial use of
media published by the Friedrich-Ebert-Stiftung (FES) is not
permitted without the written consent of the FES. Publications
by the Friedrich-Ebert-Stiftung may not be used for election-
eering purposes.

© 2023



	Front Cover
	Summary
	Table of contents
	1  Globalisation in reverse
	2  Sovereign Debt: a Fragmented Picture
	3  Digital Currencies
	4  Conclusion: forging a “new consensus”?
	References
	About the author
	Imprint

