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Executive Summary

The global financial system is entering a decisive phase where the lessons of past crises collide
with unprecedented structural transformations. While reforms since the 2008 Global Financial
Crisis (GFC) have strengthened capital, liquidity, and oversight frameworks, the architecture of
financial stability is being tested by the speed, scale, and complexity of emerging risks. Digital
innovation, climate-related shocks, the expansion of non-bank financial intermediation (NBFI),
and rising geopolitical fragmentation are reshaping both market dynamics and the demands
placed on regulators.

At the heart of this evolving landscape lies the global financial cycle — a powerful transmission
channel for shocks that now moves faster and with broader reach than in any previous era. The
COVID-19 pandemic, the March 2020 liquidity crunch, and the 2022-2023 energy and
commodity market disruptions highlight that systemic vulnerabilities can resurface rapidly,
even under stronger regulatory regimes.

This report traces the historical evolution of financial markets and regulation, from the creation
of national banking systems in the late 19th century to the Basellll finalization in 2023, revealing
arecurring pattern: regulation often follows crisis, but policy momentum wanes during periods
of market calm, allowing risks to rebuild. Drawing on this history, we identify structuralfault lines
in today’s financial system that demand continuous, rather than reactive, policy innovation.

The analysis examines five key dimensions of systemic resilience:

1. Capital and liquidity adequacy — ensuring buffers are both robust and usable in stress
events.

2. Macroprudential and cross-border coordination — aligning national and international
approaches to prevent regulatory arbitrage.

3. Risk transmission channels — understanding how shocks propagate across
interconnected actors and markets.

4. Emerging structural risks — prioritizing climate, cyber, and geopolitical risks alongside
market, credit, and liquidity concerns.

5. Strategic policy levers — targeting interventions that move the stability frontier outward
without stifling innovation or growth.

Across these dimensions, we integrate data-driven visuals, comparative tables, and heatmaps
to highlight where vulnerabilities cluster and where regulatory coverage is thin. Figures such as
the volatility of capital flows in emerging markets, the rise of NBFI| asset shares, and the
adoption curves of digital financial technologies illustrate that systemic risk is no longer
confined to traditional banking — and that stress episodes often coincide with rapid
technological diffusion or structural market shifts.
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The central conclusion is that financial stability in the 2020s and 2030s will depend on
proactive, adaptive, and coordinated policy action. This requires embedding forward-looking
risk assessment into supervisory frameworks, expanding regulatory perimeters to capture new
activities and actors, and strengthening the operational readiness of crisis management
mechanisms.

Bank & Finance positions this report not merely as a diagnostic, but as a strategic roadmap for
regulators, policymakers, and market participants seeking to future-proof financial stability. By
moving beyond the crisis—response cycle and embracing continuous innovation in regulatory
design, the global financial system can be better prepared to absorb shocks, sustain
confidence, and support sustainable growth.

Figure 0.1 — Report’s Roadmap

Key Risk Drivers
Global Financial Landscape - Market volatility and contagion
- Post-2008 reforms reshaping markets - Digital transformation

- New systemic risks emerging - Climate-related exposures

- Geopolitical fragmentation

Historical Lessons Regulatory Responses
- Crises drive regulatory reform - Basel lll, macroprudential tools

- Innovation has dual impact - Coordination and divergence

Emerging Structural Risks Strategic Policy Levers

- NBFI growth - Strengthen resilience
- Technological disruption - Close regulatory gaps
- Climate transition - Balance innovation and stability

Callto Action
- Proactive, coordinated policies

- Forward-looking risk frameworks
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1.  Introduction—-Navigating the New Financial Stability Landscape

Over the past decade and a half, the global financial system has undergone a profound
transformation. The reforms triggered by the 2008 Global Financial Crisis (GFC) ushered in a
more robust regulatory architecture, with stronger capital, liquidity, and resolution frameworks
[BIS, 2021; FSB, 2023]. Yet, the architecture’s resilience is now being tested by a new
constellation of risks—digital disruption, climate-related shocks, geopolitical fragmentation,
and the rapid growth of non-bank financial intermediation (NBFI) [IMF, 2022; Adrian et al.,
2023]. These forces are reshaping the channels through which instability can spread and
redefining what financial stability means in the 21st century.

At the heart of these shifts lies the global financial cycle—the interconnected movement of
capital flows, leverage, and asset prices that now transmits shocks faster and more widely than
trade alone [Rey, 2013]. The reversals in emerging market capital inflows during the 2013 “Taper
Tantrum” [Mishra et al., 2014] and the liquidity dislocations of March 2020 [IMF, 2022]
demonstrate that global financial linkages can amplify shocks, even in markets far removed
from their origin. These episodes underscore that financial stability is no longer solely a national
concern but a shared global responsibility.

Table 1 in Section 2 traces the historical evolution of financial markets and regulation from the
late 19th century to the present, mapping key crises, policy milestones, and structural reforms
[Kindleberger & Aliber, 2011; Reinhart & Rogoff, 2009; Eichengreen, 2015]. This historical lens
is essential: while regulations have strengthened after crises, history reveals a recurring pattern
of complacency during boom periods, leaving vulnerabilities to build up [Turner, 2009].

A defining feature of today’s landscape is the compression of contagion timelines. Innovations
such as algorithmic trading, complex derivatives, and blockchain-based finance have reduced
the time between the emergence of a shock and its systemic transmission from days to
minutes—or even seconds [Werner & Korinek, 2022]. While these technologies can improve
market efficiency and broaden financial access, they can also create new points of fragility, as
observed in the 2007-08 interbank market freeze [Gorton, 2010].

The purpose of this report is threefold:
1. Diagnose the evolving nature of systemic risk across traditional and emerging channels.
2. Evaluate the effectiveness of the post-GFC regulatory framework in containing these
risks.
3. Propose a strategic roadmap for policymakers, regulators, and market participants to
extend the stability frontier without stifling innovation.

The analysis integrates quantitative visuals—from capital flow volatility graphs to regulatory
coverage heatmaps—as analytical anchors that help identify where risks concentrate and
where policy responses must be strengthened. By the conclusion, readers will have a
structured view of the critical threats to global financial stability, the policy levers available, and
the strategic choices that will define the next decade of regulatory evolution.
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2. Historical Evolution of Financial Markets and Regulation

The evolution of financial markets and regulatory frameworks over the past 150 years reflects
an ongoing tension between innovation, risk-taking, and the search for stability. From the
emergence of national banking systems in the late 19th century to the post-GFC
macroprudential era, each period of reform has been shaped by crises that exposed
weaknesses in prevailing market structures. As Kindleberger and Aliber (2011) observed,
“financial regulation is born in the ashes of financial crises, only to be eroded in the booms that
follow.”

Table 2.1 summarizes the key milestones from 1870 to 2023, linking financial innovations,
crises, and major regulatory responses. The chronology demonstrates three recurring patterns:
1. Crisis as a catalyst — Structural reforms almost invariably follow systemic shocks, as
seen after the Great Depression, the Global Financial Crisis, and the Eurozone debt

crisis.

2. Globalization of finance - Over time, domestic regulatory regimes have been
increasingly shaped by cross-border capital flows, with institutions such as the Basel
Committee on Banking Supervision and the Financial Stability Board setting
international standards.

3. Cycles of liberalization and tightening — Periods of deregulation, such as the 1980s-
1990s wave in advanced economies, often sow the seeds for future instability by
encouraging leverage and risk concentration.

The early phase, spanning 1870 to the 1930s, was marked by the creation of national central
banks, the establishment of lender-of-last-resort functions, and the development of formal
banking legislation. The 1944 Bretton Woods Agreement inaugurated a period of fixed exchange
rates, anchored by US dollar convertibility to gold, which helped stabilize the post-war
international monetary system but ultimately succumbed to pressures from growing capital
mobility and fiscal imbalances, culminating in its collapse in 1971.

From the 1970s onward, financial globalization accelerated. The oil shocks, the rise of
petrodollar recycling, and the liberalization of capital accounts expanded cross-border credit
and investment opportunities, but also increased exposure to external shocks. Crises in Latin
America in the 1980s and Asia in the late 1990s revealed vulnerabilities stemming from
mismatched currencies and maturities, inadequate banking supervision, and heavy reliance on
short-term debt [Calvo, 1998; Kaminsky & Reinhart, 1999].

The 1988 Basel | Accord marked the beginning of globally coordinated capital standards, but it
was the GFC of 2008 that catalyzed the most comprehensive reform agenda in modern times.
Post-crisis frameworks — ranging from Basel llI’s strengthened capital and liquidity rules to the
FSB’s Key Attributes of Effective Resolution Regimes — aimed to address systemic risk
holistically. Yet, as the COVID-19 pandemic revealed, the financial system remains susceptible
to liquidity stress and cross-sector contagion despite these advances [FSB, 2023; IMF, 2022].
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Table 2.1 — Milestones in Financial Market Development and Regulation, 1870-2023

\:::)/d Event / Regulation / Financial Crisis Impact on Policy Frameworks
. . . Expansion of formal banking networks;
Rise of national banking systems, . . .
1870 development of national financial
emergence of stock exchanges ) .
legislation
1907 Bankers’ Panic (US) Insplr.ed monetary reform; led to
creation of the Federal Reserve System
1913 Creation of the US Federal Reserve Centralized monetary PO“Cy and lender-
of-last-resort capacity in the US
1930 Great Depression Triggered comprehenswe banking
reforms worldwide
1933 Glass-Steagall Act (US) Separated commercial and investment
g banking: created FDIC
Established post-WWII international
1944 Bretton Woods Agreement financial order; IMF and World Bank
created
1971 Bretton Woods Collapse Shift to floating exchange rates
1973 Basel Committee on Banking Initiated work on international capital
Supervision established (BIS) adequacy standards
1982 Latin American Debt Crisis nghllghted vulngrabllltles fr.om
excessive sovereign borrowing
19805 Deregulation wave in US, UK, and Liberalization of capital accounts and
emerging markets; Savings and Loan | financial innovation; increased systemic
1990s . .
Crisis (US) risk
1988 Basel | Capital Accord First .global minimum capital
requirements for banks
1992 Basel | enforced in G-10 countries &andar@zed capital adequacy rules
internationally
Revealed weaknesses in foreign
1997 Asian Financial Crisis exchange risk management and short-
term debt
1999 | Gramm-Leach-Bliley Act (US) Repealed Glass-Steagall, accelerated
financial sector consolidation
Introduced risk-based capital
2004 Basel Il requirements and supervisory review
processes
2008 Global Financial Crisis Shifted focus tp systemp risk oversight,
macroprudential regulation
2010 Dodd—Frank Act (US) Introduceq macroprudent.laloversght,
stress testing, and resolution planning
2010 Eurozone Debt Crisis Promptqd European financial stability
mechanisms
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I::re':cr)clj Event/ Regulation / Financial Crisis Impact on Policy Frameworks

5011 FSB Key Attributes of Effective Established global standards for bank
Resolution Regimes resolution planning

5012 EU Banking Union (Europe) Eggtrallzed banking supervision under
IFRS 9 Financial Instruments Enhanced provisioning and expected

2017 . .
Standard credit loss recognition

Emergency liquidity measures;
temporary regulatory relief

Strengthened capital, leverage, and
liquidity rules

Source: Adapted from BIS (2023), History of the Basel Committee on Banking Supervision; BIS (2021), Annual
Economic Report; IMF (2022), Global Financial Stability Report; FSB (2023), Annual Report; ECB (2021), Financial

Stability Review; Kindleberger and Aliber (2011), Manias, Panics, and Crashes; Reinhart and Rogoff (2009), This
Time is Different; Eichengreen (2015), Hall of Mirrors; and Turner (2009), The Turner Review.

2020 Covid-19 Pandemic

2023 Basel lll Finalization

Looking across the timeline in Table 2.1, several lessons emerge. First, regulatory innovation
tends to lag behind financial innovation, a gap that policymakers must narrow to prevent
destabilizing feedback loops. Second, international coordination is essential, given that crises
often spill across borders faster than national authorities can respond. Finally, the persistence
of vulnerabilities—whether from leverage cycles, maturity mismatches, or the concentration of
market power—suggests that regulation must evolve continuously rather than episodically.

In the following section, we build on this historical foundation to analyze the structural drivers
of financial stability today. We examine how technological change, non-bank financial
intermediation, and macro-financial linkages have reshaped both the opportunity set and the
risk landscape, setting the stage for the policy trade-offs explored later in this report.

3.  Structural Drivers of Financial Stability in the 21st Century

The resilience of the global financial system is shaped not only by the regulatory architecture
inherited from the post-2008 reforms but also by a set of deep, structural forces that redefine
the boundaries of risk and stability. These forces operate across borders, markets, and asset
classes, accelerating the pace at which vulnerabilities can accumulate and spread.
Understanding these drivers is essential for designing policy responses that keep pace with the
evolving financial landscape.

3.1 Global Financial Cycle and Capital Flow Volatility

Over the past two decades, global capital markets have become tightly synchronized, driven by
the global financial cycle — a pattern of co-movement in capital flows, asset prices, and
leverage that transcends national borders [Rey, 2013]. This synchronization means that
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domestic financial conditions are influenced as much by global risk sentiment and US
monetary policy as by domestic fundamentals. Episodes such as the “taper tantrum” of 2013

and the capital flow reversals during the COVID-19 pandemic [Calvo, 1998; IMF, 2022] reveal
how quickly shocks can transmit across geographies.

Figure 3.1 compares quarterly changes in net capital flows, expressed as a percentage of GDP,
between emerging markets (EMs) and advanced economies (AEs) over the period 2000-2023.
The visual highlights key global stress episodes—such as the Global Financial Crisis (2008-
2009), the Eurozone Debt Crisis (2010-2012), the COVID-19 pandemic (2020), and the post-
Ukraine invasion commodity and financial shocks (2022)—to contextualize fluctuations. By
aligning capital flow data with these events, the figure illustrates how systemic shocks are
transmitted globally but tend to manifest more acutely in EMs due to higher sensitivity to global
liquidity conditions, investor risk appetite, and exchange rate pressures.

Figure 3.1 - Volatility of Net Capital Flows in Emerging Markets vs. Advanced Economies, 2000-2023
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Source: IMF Balance of Payments Statistics; World Bank World Development Indicators; BIS (2021); IMF (2022).

The data show that EMs consistently experience larger amplitude swings than AEs, particularly
during periods of heightened global uncertainty. For example, during the GFC, EMs saw capital
flow reversals exceeding 4% of GDP in a single quarter, compared to less than 2% in most AEs.
Similarly, the pandemic shock triggered an abrupt and synchronized withdrawal of capital from
EMs at historically unprecedented speeds. These findings reinforce the policy case for EMs to
maintain robust macroprudential frameworks, diversified funding bases, and, where
appropriate, calibrated capital flow management measures to mitigate the destabilizing effects
of sudden stops and reversals.

From a policy perspective, this interdependence challenges the traditional “trilemma” of
international macroeconomics. In practice, the “dilemma” [Rey, 2013] suggests that full
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monetary policy autonomy is difficult to maintain without some form of capital flow
management, even in countries with flexible exchange rates.

3.2 Technological Transformation and Digital Finance

The last decade has seen an acceleration of technological change in finance, from algorithmic
trading and high-frequency execution systems to blockchain-based settlement and tokenized
assets [Arner et al.,, 2017]. These innovations have compressed transaction times and
broadened market access, improving efficiency and reducing certain transaction costs.
However, they have also amplified the speed of contagion: automated trading systems can
accelerate market sell-offs, and decentralized finance (DeFi) protocols can transmit shocks
without traditional intermediaries to absorb them.

Figure 3.2 charts the global adoption rates of four transformative digital financial
technologies—algorithmic trading, mobile payments, tokenization, and decentralized finance
(DeFi) lending—between 2010 and 2023. The figure overlays key market stress episodes, such
as the 2015-2016 China equity market turbulence, the COVID-19 pandemic (2020), and the
2022-2023 crypto-asset market volatility, to illustrate how adoption surges often coincide with
periods of heightened market dynamics. This temporal alighment underscores the feedback
loop between technological change and market behavior, where rapid diffusion of innovation
can both expand market opportunities and amplify systemic vulnerabilities.

Figure 3.2 - Adoption Curve of Selected Digital Financial Technologies, 2010-2023
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Source: Adapted from BIS (2021), Annual Economic Report; IMF (2022), Global Financial Stability Report; FSB
(2023), Annual Report; World Bank (2023), Global Economic Prospects, IOSCO (2022), Thematic Note on Good
Practices in Core Areas of Supervision; Chainalysis (2023), The 2023 Geography of Cryptocurrency Report
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The trajectories reveal differentiated adoption patterns. Mobile payments experienced the
fastest and broadest uptake, particularly in emerging Asia and parts of Africa, reshaping retail
payment ecosystems. Algorithmic trading’s growth was steady but concentrated in advanced
markets, raising questions about market stability during periods of volatility. Tokenization
gained traction after 2018, driven by both institutional experimentation and retail speculation,
while DeFi lending expanded rapidly post-2020, peaking before regulatory tightening and
market corrections in 2022. These patterns highlight the dual policy challenge: fostering

innovation that enhances market efficiency while ensuring risk management frameworks
evolve in tandem to address new forms of operational, market, and cyber risk.

For regulators, the challenge is to calibrate oversight to the pace of innovation without stifling
beneficial developments, a balance that requires forward-looking regulation and enhanced
cross-border cooperation.

3.3 Rise of Non-Bank Financial Intermediation (NBFI)

Non-bank financial intermediaries — ranging from money market funds to hedge funds and
structured investment vehicles — now account for nearly half of global financial assets [FSB,
2023]. Their growth reflects both demand for alternative investment channels and regulatory
arbitrage in response to tighter banking rules. NBFls can provide valuable diversification and
liquidity, yet their activities often involve leverage and maturity transformation similar to banks,
without equivalent capital or liquidity requirements.

Figure 3.3 traces the growth trajectory of non-bank financial intermediation (NBFI) assets
relative to total global financial assets from 2002 to 2022. The figure shows a notable structural
shift post-2008, when NBFI asset shares accelerated in the aftermath of the Global Financial
Crisis. This expansion reflects both the tightening of bank capital and liquidity regulations—
which incentivized credit intermediation to migrate outside the banking sector—and the rapid
development of asset management, private credit, and other non-traditional financing
channels.

Stress events are marked along the timeline, including the 2008 Global Financial Crisis, the
2011-2012 Eurozone Debt Crisis, and the March 2020 COVID-19 liquidity shock, where NBFls
were at the center of significant market dislocations. The data reveal that while the NBFI
sector’s share of global financial assets rose from under 25% in 2002 to nearly 50% in 2022, its
regulatory oversight and liquidity backstops have not kept pace with its systemic footprint. This
divergence underscores a growing policy concern: the rising likelihood that future episodes of
market stress could be amplified by liquidity mismatches, leverage, and interconnectednessin
the NBFI| sector—areas where traditional bank-focused macroprudential tools have limited
reach.

The systemic importance of NBFIs means that stress in these entities can quickly spill over to
the core banking system through funding markets and asset fire sales, as observed in the UK

gilt market turmoil of 2022.
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Figure 3.3 - Growth of NBFI Assets as Share of Total Global Financial Assets, 2002-2022

) )

I I

I I

I I

I i

651 | |

| |

2= I I
> 1 |
~ ] I
60f : :
] ' :
I =

< o £
© 2 2
'S 55+ o Li
5 g £
£ c 2
= g g
S 50¢F = o
2 g 8
G [ 3
v i O
2457 | i
(%] I |
I I

I I

I I

i e
: NBFI Share of Total Financial Assets (%) '

1 1 1 1 1 1 1 ! 1 1
2002.5 2005.0 2007.5 2010.0 2012.5 2015.0 2017.5 2020.0 2022.5

Year
Source: FSB (2023), Global Monitoring Report on Non-Bank Financial Intermediation 2023; BIS (2023), Annual
Economic Report; IMF (2022), Global Financial Stability Report.

3.4 Climate-Related and ESG Risks

Climate change poses systemic financial risks through three main channels: physical risks
(damage from extreme weather), transition risks (policy and technology shifts toward a low-
carbon economy), and liability risks (legal claims for climate-related damages) [BIS, 2021].
These risks are complex because they unfold over different time horizons and can interact with
macro-financial vulnerabilities.

Figure 3.4 presents a heatmap mapping climate-related financial exposures across sectors
(e.g., energy, agriculture, transport, manufacturing, real estate, and finance) and geographic
regions (e.g., North America, Europe, Asia-Pacific, Latin America, Africa). The intensity of
shading indicates the combined exposure to physical risks—such as extreme weather events,
sea-level rise, and temperature volatility—and transition risks, including regulatory changes,
carbon pricing, and shifts in consumer demand.

The visual highlights that carbon-intensive sectors like energy and transport consistently show
the highest exposure across all regions, with particularly elevated physical risk profiles in Asia-
Pacific and Africa, and transition risk concentrations in Europe and North America due to more
aggressive decarbonization policies. Agriculture emerges as a sector with high physical risk
globally, driven by climate-sensitive production patterns, while real estate faces growing
exposure in coastal and flood-prone regions. Financial institutions, although indirectly
exposed, act as amplifiers of climate-related risks through lending, investment, and
underwriting portfolios concentrated in vulnerable sectors.
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Figure 3.4 - Heatmap of Climate-Related Financial Exposures by Sector and Geography
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Source: Adapted from NGFS (2022), Central Banks and Supervisors’ Network for Greening the Financial System;
IMF (2022), Global Financial Stability Report; World Bank (2023), Climate Risk Profile; BIS (2021), Annual Economic
Report.

By providing a sectoral and geographic risk map, Figure 3.4 underscores the need for targeted
policy interventions, enhanced disclosure standards, and integration of climate risk into
supervisory stress testing. It also highlights the importance of region-specific strategies—
recognizing that the same sector may face fundamentally different climate risk profiles
depending on its geographic location. To learn more about this connection, consult our
previous report on Climate Change and Financial Risks.

3.5 Geopolitical Fragmentation and Sanctions Risk

Geopolitical tensions, ranging from trade wars to financial sanctions, have reintroduced a form
of financial fragmentation that challenges the post-Cold War trend toward global integration.
Sanctions on major economies can disrupt cross-border payment systems, shift reserve
currency holdings, and accelerate the development of alternative settlement networks. These
shifts have potential implications for the role of the US dollar, the euro, and emerging
contenders such as the renminbi.

Figure 3.5 charts the evolution of the composition of global foreign exchange reserves over the
period 2000-2023, focusing on the shares held in U.S. dollars (USD), euros (EUR), Japanese
yen (JPY), British pounds (GBP), Chinese renminbi (RMB), and other currencies. The figure
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overlays key geopolitical and macro-financial events—such as the 2008 Global Financial
Crisis, the eurozone sovereign debt crisis, the 2016 Brexit referendum, and the imposition of
financial sanctions on Russia in 2022—to highlight inflection points in reserve allocation
trends.

The datareveal a gradual but notable decline in the USD’s share of global reserves, from around
71% in 2000 to roughly 58% by 2023, reflecting diversification efforts by reserve managers and
the growing influence of emerging market currencies. The euro’s share peaked in the late 2000s
before declining amid the eurozone debt crisis, while the RMB, included in the IMF’s Special
Drawing Rights (SDR) basket in 2016, has seen a steady rise, though it still accounts for less
than 3% of reserves. “Other currencies” have collectively increased their share, suggesting a
more multipolar reserve currency system is emerging.

By connecting currency share shifts with geopolitical developments, Figure 3.5 illustrates how
reserve allocation decisions are influenced not only by economic fundamentals but also by
perceptions of political stability, sanctions risk, and the evolving architecture of international
payments. This trend has important implications for financial stability, cross-border liquidity,
and the future role of the dollar as the dominant reserve currency.

Figure 3.5 - Shifts in Global Reserve Currency Shares, 2000-2023
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Source: IMF Currency Composition of Official Foreign Exchange Reserves (COFER) database; BIS (2023), Annual
Economic Report; ECB (2021), The International Role of the Euro.
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Integrating the Drivers

While each of these structural drivers has distinct origins and transmission mechanisms, they
are interconnected. For example, geopolitical fragmentation can influence capital flows, while
technological innovations can alter the behavior of NBFIs. This interconnectedness
underscores the need for holistic, system-wide approaches to monitoring and managing
financial stability.

4. Regulatory Responses and Effectiveness

The global financial architecture has experienced the most sweeping reforms in modern history
since the 2008 Global Financial Crisis (GFC). While earlier crises, from the Latin American debt
turmoil of the 1980s to the Asian Financial Crisis of 1997, prompted regional or sector-specific
reforms, the post-2008 overhaul was truly systemic. This transformation was driven by an urgent
need to address structural weaknesses exposed during the GFC, to integrate macroprudential
oversight into policy frameworks, and to establish credible resolution mechanisms for
systemically important financial institutions (SIFls).

4.1 The Post-Crisis Regulatory Overhaul

The GFC underscored the inadequacy of the pre-crisis microprudential focus, which
concentrated on the solvency of individual institutions but neglected system-wide
vulnerabilities. In response, the Basel Committee on Banking Supervision (BCBS) introduced
Basel lll, a comprehensive package of measures finalized in 2023 that raised the quality and
quantity of bank capital, introduced a non-risk-weighted leverage ratio, and implemented
liquidity coverage and net stable funding requirements.

In parallel, the Financial Stability Board (FSB) introduced the Key Attributes of Effective
Resolution Regimes (2011), setting a global standard for resolving failing banks without taxpayer
bailouts. These frameworks were complemented by the G20’s commitment to implement
macroprudential tools, including countercyclical capital buffers and systemic surcharges for
globally systemically important banks (G-SIBs).

A key aspect of understanding the post-crisis regulatory architecture is the uneven adoption
and calibration of Basel Il standards across jurisdictions. While the Basel Committee on
Banking Supervision (BCBS) has issued a common framework, national regulators retain
discretion in implementation timelines, buffer requirements, and the application of surcharges.
These differences are not merely technical—they influence the competitive dynamics of global
banking, the incentives for cross-border capital flows, and the resilience of financial systems
under stress.
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Table 4.1 — Basel lll Key Measures by Selected Jurisdictions (as of 2023)

Liquidi Net Stabl
Minimu | Leverage quidity © .a y . Countercycli | Systemic
e . Coverage Funding Ratio . Notable
Jurisdicti m CET1 | Ratio . cal Capital Surcharg .
. . Ratio (LCR) (NSFR) National Add-
on Capital | Requireme . .| Buffer(CcyB) | es for G-
] Implementati | Implementati ons
Ratio nt on on Range SIBs
5% for
4.5% + holding
buffers companies Fully Full
United P implemented | . Y Yes (upto | Enhanced SLR
States (upto ;6% for (100% since | mPlemented | 0-2.5% 3.5%) for G-SIBs
7% incl. | insured 2017; (2018) =7
CcoB) depository
institutions
4.5% +
Cco; + 3% Full Full Yes (O
European minimum; ) y . Y MREL/TLAC
) SIFI . implemented | implemented | 0-2.5% SlI, G-SlI )
Union higher for alignment
buffer SIFls (2018) (2021) buffers)
(varies)
4.5% +
B+ .259
United Ceo . 8 2§A)for Fully Fully Ring-fencing
Kinedom systemi | major implemented | implemented | 0-2.5% Yes requirements
g c banks (2015) (2021) .
buffers
3% Full Full Additional
4.5% + minimum; ) y . y loss-
Japan . implemented | implemented | 0-2.5% Yes )
buffers higher for (2015) (2021) absorption
G-SIBs requirements
4% .
4.5% + minimum Fully Fully Macroprudenti
China b.uffers for maior implemented | implemented | 0-2.5% Yes al assessment
o ks’ (2018) (2021) framework
“Unguestiona
Full Full
|l as%+ | 3% Uty s No G- bly strong”
Australia . implemented | implemented | 0-2.5% ]
buffers minimum (2015) (2021) SIBs capital
benchmarks
4.5% + 3% Fully Fully Domestic
Canada buffers minimum implemented | implemented | 0-2.5% Yes Stability Buffer
(2015) (2020) (up to 3%)
Saudi 4.5% + 3% Fully Fully NG G- Conservative
) . implemented | implemented | 0-2.5% liquidity
Arabia buffers minimum SIBs )
(2016) (2018) requirements
6.5% Full Full Higher CET1
Singapor CET1 3% ) ¥ ) y Yes (D- g )
o implemented | implemented | 0-2.5% for domestic
e for D- minimum SIBs)
SiBs (2015) (2018) banks

Source: Adapted from BIS (2023) Basel Ill Monitoring Report; BCBS Basel Il Implementation Reports; IMF (2022)
Global Financial Stability Report; FSB (2023) Annual Report; national regulatory disclosures (Fed, ECB, PRA, JFSA,
CBRC, APRA, OSFI, SAMA, MAS).
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Table 4.1 provides a side-by-side comparison of Basel Il key measures in major jurisdictions as
of 2023. It reveals that although the minimum Common Equity Tier 1 (CET1) capital ratio is
formally set at 4.5% in all Basel Committee members, some jurisdictions—such as Singapore
and the United Kingdom—apply substantially higher effective minimums once systemic and
countercyclical buffers are included. Similarly, the leverage ratio requirement, meant as a non-
risk-based backstop, ranges from the Basel floor of 3% to enhanced thresholds of 5-6% for the
largest U.S. institutions. Liquidity regulations also vary in scope and timing. While the Liquidity
Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) are now universally implemented,
early adopters like the UK and Australia had these measures in place years before others,
potentially contributing to greater resilience during market stress events. The countercyclical
capital buffer (CCyB) is applied with flexibility—some countries, such as Canada, actively
adjust it to manage credit growth cycles, while others maintain it at zero in benign conditions.

Figure 4.1 complements the table by illustrating the geographic dispersion of Basel lll adoption
timelines and intensity, highlighting “front-runner” jurisdictions versus “lagging” implementers.
This visual, when read alongside Table 4.1, underscores how disparities in regulatory
implementation could create uneven risk absorption capacity and possibly regulatory arbitrage
opportunities. For instance, banks operating across multiple jurisdictions may shift activities
toward regions with looser requirements, potentially amplifying cross-border vulnerabilities.

Figure 4.1 — Basel lll Implementation Timeline Across Major Jurisdictions
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Source: Adapted from Basel Committee on Banking Supervision (BCBS) — History of the Basel Committee and
Member Jurisdictions’ Implementation Status (BIS, 2023); IMF (2022) Global Financial Stability Report; FSB (2023)
Annual Report; national regulatory disclosures (Federal Reserve, ECB, PRA, APRA, HKMA, MAS, SAMA).
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By connecting the detailed breakdown in Table 4.1 with the visual narrative in Figure 4.1, we can
see not only the formal commitments to Basel Il but also the practical realities of how these
rules manifest in different financial ecosystems. This linkage is critical for policymakers aiming
to strengthen global regulatory coherence and for market participants assessing the systemic
implications of operating in multiple regulatory regimes.

4.2 Regulatory Gaps and Unintended Consequences

Despite these advances, significant blind spots remain. The most prominent, as explained in
Section 3.3, is the rapid growth of non-bank financial intermediation (NBFI), which often
operates outside the traditional regulatory perimeter. The “water balloon effect” [Adrian & Shin,
2010] illustrates how tighter bank regulation has pushed risk-taking into less-regulated sectors
such as money market funds, hedge funds, and parts of the fintech and crypto-asset
ecosystem.

Moreover, certain prudential measures—such as risk-weighted capital rules—can have
procyclical effects, tightening credit in downturns and amplifying economic contractions.
Liquidity requirements, while boosting resilience, can inadvertently constrain market-making
during stress, as seen in the March 2020 “dash for cash” episode.

While Basel lll represents the most comprehensive overhaul of bank regulation since the 1930s,
its effectiveness is most clearly seen in the evolution of capital and liquidity metrics since the
Global Financial Crisis. Figure 4.2 compares average Common Equity Tier 1 (CET1) ratios,
leverage ratios, and Liquidity Coverage Ratios (LCR) for major advanced and emerging market
banking systems before 2008 and in the most recent year available.

The data highlight a structural strengthening of bank balance sheets: CET1 ratios have roughly
doubled in most advanced economies, leverage ratios have risen modestly but consistently,
and LCR levels now comfortably exceed 100% in many jurisdictions. This shift reflects both
higher regulatory minima and market discipline, as investors increasingly reward well-
capitalized banks with lower funding costs.

However, the figure also underscores persistent differences: emerging markets, while improving
significantly, still lag in average capital adequacy, and some jurisdictions have only recently
achieved full Basel lll compliance. By placing pre- and post-crisis levels side-by-side, Figure 4.2
provides a tangible measure of how regulatory reform has translated into real-world resilience—
yet also reminds us of the uneven nature of progress across the global financial system.
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Figure 4.2 — Change in Bank Capital and Liquidity Ratios Pre- and Post-2008
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Source: BIS (2023), Annual Economic Report; IMF (2022), Global Financial Stability Report; FSB (2023), Annual
Report. Capital and liquidity ratio data compiled from BIS consolidated banking statistics, IMF Financial Soundness
Indicators, and FSB global monitoring reports.

4.3 Macroprudential Convergence and Divergence

While Basel lll has been instrumental in harmonizing core banking standards across
jurisdictions, it represents only one layer of the post-GFC regulatory architecture.
Macroprudential policy — encompassing a broader set of tools designed to mitigate systemic
risk — remains far more heterogeneous in scope, design, and activation across the G20.

International convergence is visible in certain flagship instruments. Countercyclical capital
buffers (CCyB) have been adopted in nearly all G20 jurisdictions, with activation tied to credit
growth and systemic risk indicators. Likewise, liquidity coverage ratios (LCR) and net stable
funding ratios (NSFR) have been widely implemented in line with Basel lll guidance, reinforcing
resilience to short-term funding shocks.

However, divergence persists in the design and use of complementary measures. Loan-to-
value (LTV) and debt-to-income (DTI) caps, often critical in containing housing booms, are
systematically deployed in some economies (e.g., Canada, South Korea) but rarely in others.
Foreign-exchange reserve requirements, which can play a stabilizing role in open emerging
markets, are virtually absent in advanced economies. Some jurisdictions — notably in Asia —
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maintain active sectoral capital requirements that target specific lending categories, while

others rely primarily on broad-based tools.

This divergence matters fortwo reasons. First, heterogeneous macroprudential frameworks can
create regulatory arbitrage opportunities, particularly in globally active financial institutions.
Second, the absence of certain tools in key jurisdictions can weaken collective resilience, as
shocks often transmit through the path of least resistance in the global financial system.

Table 4.2 — Comparative Overview of Macroprudential Tools in G20 Economies (as of 2023)

toral FX
. LTV | DTUDSR | Sectora
Jurisdiction | CCyB | LCR/NSFR e Capital | Reserve Notes
Cap Limit
Req. Req.
LTV limits apply
Australia v v v only to investor
loans
Active use of
Brazil v v v v v v sectoral and FX
tools
Canada v v v v Strong housing
market measures
Tight credit
China v v v v v v controls and FX
buffers
Sectoral
Euro Area v v v v v requirements vary
by member state
, Comprehensive
India v v v v v v '
toolkit
Relies more on
Japan v v supervisory
guidance
Mexico v v v v v v Extensive use of
FX-related tools
South Aggressive .
v v v v v v macroprudential
Korea
stance
United v v Relies heavily on
States stress testing

Source: Adapted from IMF (2022), BIS (2021), FSB (2023), national central bank and supervisory authority

publications.
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Table 4.2, above maps the macroprudential policy toolkit in G20 economies, providing a
comparative view that complements the Basel lll-focused analysis in Table 4.1 and Figure 4.1.
Together, these three elements reveal that while global coordination has advanced in the

banking core, significant policy gaps remain in the periphery — gaps that can influence the
trajectory of systemic risk.

4.4 Evaluating Effectiveness

More than a decade of empirical evidence offers a mixed verdict on the effectiveness of post-
crisis reforms. On one hand, the frequency of bank failures in advanced economies has
declined, and stress test results suggest that major banks are far more resilient to credit and
liquidity shocks. On the other, vulnerabilities have migrated to markets and institutions beyond
the regulatory core.

For instance, the IMF’s Global Financial Stability Report [IMF, 2022] finds that while banking
sector solvency has improved, systemic liquidity risk has increased in NBFls, particularly in
open-ended funds and repo markets. This aligns with the findings of Valencia & Laeven’s (2013)
systemic crisis database, which shows that reforms tend to be most effective in reducing the
probability of banking crises, but less so in mitigating market-based disruptions.

Figure 4.3 offers a comparative heatmap of regulatory coverage across major financial
sectors—banks, insurers, pension funds, asset managers, fintech firms, and crypto-assets—
measured against key risk categories, including credit, market, liquidity, operational, cyber, and
climate risks. The visualization reveals a stark asymmetry: while traditional banking exhibits the
most comprehensive coverage across all risk types, emerging sectors such as crypto-assets
and fintech remain lightly regulated in several high-impact areas, notably operational resilience,
cyber security, and climate-related disclosures. Asset managers and pension funds display
robust oversight in credit and market risks but weaker frameworks for liquidity stress testing and
climate risk integration. These gaps underscore the urgency for targeted policy interventions,
particularly in cross-border contexts where regulatory fragmentation can exacerbate systemic
vulnerabilities. By mapping coverage strength, the heatmap highlights priority zones for
harmonization and international standard-setting efforts.

Conclusion of Section 4
The regulatory advances of the past 15 years have unquestionably moved the resilience frontier
outward, but they have also shifted the geography of risk. Effective supervision now demands a

holistic view that integrates banks and NBFIs, incorporates technology and climate risks, and
adapts to a rapidly changing geopolitical environment. The challenge ahead lies in closing the
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regulatory perimeter without stifling innovation and maintaining global coordination while

respecting national contexts.

Figure 4.3 — Heatmap of Regulatory Coverage Gaps by Sector and Risk Type
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Source: Adapted from BIS (2023) Annual Economic Report; FSB (2023) Annual Report; IOSCO (2020) Thematic

Review on Business Continuity Plans; IMF (2022) Global Financial Stability Report; and OECD (2023) Institutional
Investors and Sustainable Finance.

5. Risk Transmission Channels in the Modern Financial System

The architecture of global finance today is characterized by high connectivity, short reaction
times, and diversified, yet often opaque, risk exposures. These structural features have
redefined the ways in which shocks propagate across borders, sectors, and asset classes.
Understanding these risk transmission channels is essential for both designing effective
safeguards and anticipating vulnerabilities.

At a broad level, risk transmission can be categorized into six primary channels:
1. Credit Channel - Deterioration in asset quality leading to reduced lending capacity.
2. Market Channel - Price volatility in financial markets affecting balance sheets through
mark-to-market losses.
Liquidity Channel-Sudden funding withdrawals or market illiquidity leading to fire sales.
4. Operational Channel — Failures in systems, processes, or governance structures,
including cyberattacks.
5. Climate Channel - Physical and transition risks affecting asset values and cash flows.
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6. Geopolitical Channel — Policy shocks, sanctions, and trade disruptions altering capital
flows and investment strategies.

5.1 Systemic Interlinkages

Modern financial crises rarely emerge from a single channel; instead, shocks often cascade
through interlinked pathways. For example, a liquidity shortage in the repo market can quickly
morph into a credit crunch, as seenin the September 2019 U.S. repo episode, while geopolitical
sanctions can trigger both market volatility and operational disruptions in cross-border
payments.

Table 5.1 maps the primaryrisk transmission channels across key financial system participants,
offering a structured view of how shocks propagate between sectors. By aligning each actor,
such as banks, insurers, pension funds, asset managers, fintech firms, and crypto-asset
platforms, with core transmission mechanisms, the table helps identify the most active
pathways for systemic risk. This cross-sectoral perspective underscores that while certain
channels, like credit and market risks, are pervasive across nearly all participants, others —such
as climate or operational risks —may be more concentrated yet still capable of triggering broader
contagion. The table provides a practical diagnostic tool for regulators and policymakers to
prioritize surveillance, strengthen oversight, and tailor interventions to the most significant
vulnerabilities.

Table 5.1 — Global Risk Transmission Channels

Credit | Market | Liquidity | Operational | Cyber | Climate | Geopolitical
Risk Risk Risk Risk Risk Risk Risk
Global Banks v v v v v v v
Insurance Companies v v v v 4 V4 v
Pension Funds v v v v v
Asset Managers v v v v v v v
Fintech Platforms v v v v v
Central
Counterparties v v v v
(CCPs)
SoveriLg:d\;Vealth v v v v v
Crypto-Asset v v v v v v
Exchanges

Source: Adapted from BIS (2021), Annual Economic Report; FSB (2023), Annual Report; IMF (2022), Global
Financial Stability Report; Brunnermeier & Sannikov (2014); and Adrian & Liang (2018)

5.2 Historical Evidence of Cross-Border Contagion

Recent crises have shown how quickly localized shocks can morph into global disruptions. The
1997 Asian Financial Crisis began as a currency mismatch problem but spread via market and
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credit channels. Similarly, the March 2020 COVID-19 market turmoil started in equity and bond
sell-offs but rapidly engulfed liquidity channels in money markets and CCPs.

Table 5.2 provides a comparative overview of major episodes of cross-border financial
contagion over the past three decades, mapping each event to its dominant transmission
channels. The cases illustrate that while credit and market risks are consistently present, the
primary contagion mechanisms vary across crises—ranging from currency mismatches and
sudden capital flow reversals in emerging market debt crises, to liquidity freezes and
counterparty risk cascades during the Global Financial Crisis, and to operational and market
dislocations in the COVID-19 shock. The table underscores the interplay between global
macro-financial conditions and the structural vulnerabilities of specific economies or sectors,
highlighting that effective crisis prevention strategies require both cross-border coordination
and targeted domestic safeguards tailored to the most relevant risk channels.

Table 5.2 — Selected Episodes of Cross-Border Contagion and Dominant Risk Channels

Primary Dominant Risk
Episode Region(s) Key Transmission Mechanisms
Channels
Affected
Asian Financial Crisis | Eastand Currency, Credit, Capital flight, currency

Shock (2020)

Operational

(1997) Southeast Asia Liquidity depreciation, bank insolvencies
Global Financial Global Credit, Market, Collapse of interbank lending,
Crisis (2008) Liquidity asset price declines
Eurozone Debt Crisis Eurozone Sovereign Credit, Bank-sovereign feedback loops,
(2010-2012) Banking rising yields

Emerging Market, Capital Sudden stop in capital inflows,
Taper Tantrum (2013) Markets Flow asset sell-offs
COVID-19 Market Global Liquidity, Market, Global sell-off, funding stress,

operational disruptions

UK Gilt Crisis (2022)

United Kingdom

Interest Rate,
Market, Liquidity

Margin calls on pension funds,
bond marketilliquidity

Source: Adapted from IMF (2022), Global Financial Stability Report; BIS (2021), Annual Economic Report; FSB

(2023), Annual Report; Reinhart & Rogoff (2009),; Kaminsky & Reinhart (1999); Gorton (2010).

5.3 Implications for Macroprudential Policy

From a policy standpoint, mapping transmission channels serves two purposes. First, itinforms
macroprudential stress testing by identifying potential knock-on effects beyond the originating
sector. Second, it supports the prioritization of preventive buffers, such as higher capital
requirements for systemically important CCPs or enhanced cyber-resilience frameworks for
cross-border payment systems.

Moreover, understanding the overlaps between channels is crucial for regulatory coordination.

For instance, climate-related transition risks can influence market prices (market channel),
corporate default rates (credit channel), and even infrastructure resilience (operational

BANK AND FINANCE



channel).

This overlap calls for integrated policy toolkits—a recurring theme throughout this report—that
go beyond siloed supervision.

6. Emerging Structural Risks

The global financial system is being reshaped by a new wave of structural risks whose origins
extend beyond traditional credit and market dynamics. Unlike cyclical vulnerabilities, these
risks are embedded in technological shifts, demographic changes, geopolitical realignments,
and environmental constraints. Their structural nature means that they can evolve slowly and
remain undetected until they reach a tipping point, at which stage they may cause severe,
widespread, and persistent disruptions to financial stability.

Three categories stand out as particularly consequential for the next decade:

1. Technological Disruption — The acceleration of digital transformation, including artificial
intelligence, distributed ledger technologies, and automated trading, has redefined
market infrastructure and intermediation models. While these developments have
improved efficiency and reduced transaction costs, they have also created new cyber
vulnerabilities, concentration risks in critical service providers, and algorithm-driven
amplification of market stress.

2. Climate-Related Financial Risks — Physical risks from extreme weather events and
chronic climate shifts, combined with transition risks from decarbonization policies, are
reshaping asset valuations, credit risk profiles, and insurance coverage models. These
risks are highly correlated across geographies and sectors, challenging diversification
strategies.

3. Geopolitical and Geo-Economic Fragmentation — Heightened geopolitical tensions,
weaponization of trade and finance, and the reconfiguration of global value chains are
reshaping capital flows, reserve currency allocations, and cross-border investment
patterns. This fragmentation risks undermining the predictability of the international
financial architecture and increasing jurisdictional arbitrage.

Figure 6.1 presents a structured mapping of key emerging structural risks in the global financial
system—ranging from climate-related and cyber threats to geopolitical fragmentation and rapid
technological shifts—and links them to potential systemic outcomes such as liquidity
disruptions, solvency crises, or market dislocations. By visualizing these relationships, the
figure illustrates how seemingly distinct risk factors often converge, amplifying each other
through common transmission mechanisms such as confidence shocks, funding market
freezes, or cross-border capital flow reversals. This systemic perspective underscores that
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managing each risk in isolation is insufficient; regulators and market participants must account
for their potential interactions and feedback loops.

The diagram makes it clear that certain risks, notably climate-related exposures and
geopolitical tensions, cut across multiple systemic outcomes, reflecting their pervasive nature
and long-term persistence. Conversely, some risks—such as concentrated technological
dependencies—may appear more narrowly linked but can escalate rapidly when combined
with broader shocks. The key lesson is that emerging risks are not only more diverse than in
previous decades but also more interconnected, meaning that proactive coordination between
prudential regulators, market supervisors, and cross-sectoral policy bodies is essential to
prevent localized stress from cascading into a full-blown financial crisis.

Figure 6.1 — Mapping Emerging Structural Risks to Potential Systemic Outcomes
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Energy Transiti
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Demographic Shifts Capital Flight
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Source: Adapted from BIS (2023), Annual Economic Report; FSB (2023), Annual Report; IMF (2022), Global
Financial Stability Report; World Bank (2023), Global Economic Prospects; Brunnermeier & Sannikov (2014);
Adrian & Liang (2018).

Table 6.1 provides a comparative assessment of key emerging structural risks, ranking them by
their estimated likelihood of occurrence over the next decade and their potential systemic
impact. Drawing on assessments from the BIS, IMF, FSB, and leading academic sources, the
table synthesizes expert judgment and empirical indicators to identify which risks warrant the
highest policy attention. The analysis reveals that while certain threats—such as climate-
related financialrisks and cyberincidents—score high on both probability and systemic impact,
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others, including technological disruption and geopolitical fragmentation, are highly likely but
with more variable consequences depending on market conditions and policy responses. This
prioritization framework is intended to guide regulators and market participants in allocating
resources and designing resilience strategies that are proportionate to the evolving risk

landscape.

A key insight from both the figure and table is that the “tail” of risks is thickening. Events that
were previously considered low probability but high impact, such as a major cyberattack on a
central clearing counterparty or a geopolitical conflict disrupting global payment systems, are
increasingly seen as plausible scenarios requiring pre-emptive resilience measures.

Table 6.1 — Comparative Assessment of Structural Risks by Likelihood and Potential Impact

Interest Rate Shocks

flow reversals

Likelihoo | Potential
Structural Risk d (Next Systemic | Key Drivers Mitigation Priorities
Decade) | Impact
Climate-Related . Tran:‘smon‘ risks, Integraj(g climate risk m“to
: - High Severe | physicalrisks, supervision, stress testing,
Financial Risks . . .
inadequate adaptation | disclosure standards
Cybersecurity !ncreasmgdlgnal Enhance cyber resilience,
. ) . interconnectedness,
Threats to Financial High Severe L redundancy, cross-border
sophistication of S
Infrastructure coordination
attacks
Rapid Groth of . Regulatory arbitrage, Extend macroprudential
Non-Bank Financial High High leverage, liquidit erimeter, improve
Intermediation ; ; mismagtc’heqs ’ frans are;wc ’
(NBFls) parency
Geopolitical . Sanctions, supply Strengthen multilateral
. Medium- _ ) X . . )
Fragmentation and _ High chain realignment, cooperation, diversify
. . High . .
Trade Disruptions bloc formation supply chains
Sovereign Debt . High external debt, Debt restructuring
) _ . Medium- _ L frameworks,
Distress in Emerging Hich High currency depreciation ‘ecautionary liguidit
Markets g risks p yiq y
lines
Tgchno.loglcal Market abuse, Algorithm oversight, circuit
Disruption & Al- . . . . .
. Medium High volatility amplification, | breakers, ethical Al
driven Market . . .
. . ethical risks guidelines
Manipulation
Pandemic and A . Qlobal mobility, Strengthen pan.demch
. - Medium High inadequate health preparedness, investin
Biosecurity Risks )
preparedness health infrastructure
L Monetary tightening, Liquidity backstops, swap
Global Liquidity and Medium Severe | cross-border capital lines, coordinated

monetary action

Source: Adapted from BIS (2023), Annual Economic Report; IMF (2023), Global Financial Stability Report; FSB
(2023), Annual Report; IOSCO (2022), Risk Outlook; ECB (2023), Financial Stability Review; World Bank (2023),
Global Economic Prospects; Brunnermeier & Sannikov (2014); Adrian & Liang (2018); Aguiar & Gopinath (2007).
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While macroprudential buffers, liquidity facilities, and resolution frameworks are well-
developed for traditional risks, they are often less suited for slow-moving, structural threats that
do not manifest in traditional credit or market indicators until it is too late. Bridging this gap will
require new forms of stress testing, forward-looking risk metrics, and cross-sectoral

coordination between financial regulators, infrastructure operators, and non-financial policy
domains such as energy, technology, and defense.

7. Policy Implications and Strategic Recommendations

The evidence presented in this report underscores that the evolving financial stability landscape
demands a multi-layered policy response. While regulatory reforms since 2008—most notably
Basel Ill, enhanced resolution frameworks, and expanded macroprudential toolkits—have
materially strengthened resilience in the banking sector, the emergence of new structural risks
requires a recalibration of priorities. The cross-sectoral and cross-border nature of these risks
makes coordination, adaptability, and forward-looking supervision essential.

First, the persistence of non-bank financial intermediation (NBFI) vulnerabilities means that
macroprudential frameworks must be extended beyond traditional banking. This includes
stress-testing investment funds, strengthening liquidity management tools, and ensuring
interoperability between banking and market-based finance regulation. Second, the rapid
integration of digital financial technologies—including DeFi, tokenization, and Al-driven
trading—necessitates both technological expertise in supervisory agencies and adaptive
regulatory sandboxes that can respond in real time to innovation-driven shocks. Third, climate-
related risks must be mainstreamed into prudential supervision, with disclosure frameworks,
transition planning, and scenario analysis becoming standard practice across jurisdictions.

Figure 7.1 presents a Policy Priority Matrix that maps key regulatory and policy initiatives
according to their estimated systemic impact and urgency of implementation. The vertical axis
reflects the potential to reduce systemic vulnerabilities and improve market resilience, while
the horizontal axis indicates the time sensitivity for action based on current global risk
conditions. The upper-right quadrant—high impact and high urgency—includes measures such
as strengthening macroprudential buffers, enhancing cyber resilience, and addressing liquidity
mismatches in non-bank financial intermediation. Policies in the lower-right quadrant are
urgent but yield moderate systemic benefits, such as targeted improvements to cross-border
resolution frameworks. Conversely, initiatives in the upper-left quadrant, like advancing
climate-related financial risk disclosures, have a high long-term impact but are less time-
sensitive. This visual highlights where immediate regulatory attention is most needed, helping
policymakers prioritize interventions in a constrained resource and political environment.

Table 7.1 serves as a structured bridge between the diagnostic analysis presented in earlier
sections and the actionable policy agenda that follows. It maps the most salient risks, ranging
from market, credit, and liquidity vulnerabilities to structural challenges such as climate-related
exposures and cyber threats, against targeted policy interventions. By aligning each risk with
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specific regulatory, supervisory, and market-based measures, the table offers a concise
reference for policymakers, showing how preventive safeguards and crisis management tools
can be deployed in a coordinated fashion. This structure ensures that the proposed
interventions are not just reactive responses to past crises, but part of a proactive framework
aimed at strengthening systemic resilience. This mapping also highlight areas where

international coordination is indispensable, for instance, cyber resilience standards, cross-
border resolution regimes, and capital flow management measures.

Figure 7.1 — Policy Priority Matrix
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Source: Adapted from BIS (2023), Annual Economic Report; IMF (2023), Global Financial Stability Report; FSB
(2023), Annual Report; OECD (2023), Financial Markets Trends; World Bank (2023), Global Economic Prospects;
and author’s analysis.

The findings from Table 7.1 underscore a dual reality in the global financial stability landscape.
On the one hand, certain risks—such as capital adequacy in the banking sector—are now
broadly addressed through enhanced post-crisis frameworks like Basel Ill. On the other,
significant regulatory gaps persist, especially in non-bank financial intermediation,
decentralized finance, and climate risk stress testing. The mapping also reveals that emerging
risks often require cross-sectoral responses, blending macroprudential oversight with
technological, environmental, and geopolitical considerations. By identifying these priority
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gaps, the table provides a roadmap for where limited regulatory and political capital should be
concentrated to deliver the greatest impact on stability.

Afinal consideration is that regulation must be dynamic, not static. As history has shown, post-
crisis regulatory tightening tends to wane during prolonged periods of stability, allowing
vulnerabilities to rebuild. To counter this cycle, we propose embedding pre-committed review
and recalibration mechanisms into regulatory frameworks, ensuring that oversight remains
proportionate to evolving risks rather than to the memory of the last crisis.

By aligning risk assessment, policy prioritization, and institutional accountability, the
recommendations in this section aim to move the stability frontier outward without stifling
innovation, thereby creating a more resilient, adaptable, and equitable global financial system.

Table 7.1 —Mapping of Risks to Recommended Policy Interventions

Digital Assets

oversight for crypto-asset service providers

Systemic Implementation
Risk Recommended Policy Interventions Impact Urgency
(High/Med/Low) | (High/Med/Low)
Excessive . . .
Banking Sector € g q
Liquidity Implement minimum liquidity coverage
Mismatches in ratios for NBFls; enhance central bank High High
NBFls backstop frameworks
. Mandatory cyber resilience stress tests;

Cybersecurity _ L . . .

establish sector-wide incident reporting High High
Threats

standards
Climate-Related Integrate climate stress tests into prudgrmal . '

: - frameworks; develop green taxonomy-linked Medium Medium

Financial Risks . .

capital requirements
Geopolitical Enhance cross-border contingency planning; Medium High
Shocks strengthen FX reserve adequacy
Market o

_ Promote regulatory harmonization through

Fragmentation . . - . )

international fora; mutual recognition of core Medium Medium
from Regulatory

) standards

Divergence
Rapid Adoption Introduce proportionate licensing and
of Unregulated capital requirements; strengthen AML/CFT High High

Source: Adapted from BIS (2023), Annual Economic Report; FSB (2023), Annual Report; IMF (2022), Global
Financial Stability Report; IOSCO (2020), Thematic Review on Business Continuity Plans; World Bank (2023),
Global Economic Prospects; Brunnermeier et al. (2009); Adrian & Liang (2018); Werner & Korinek (2022).
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8. Conclusion and Next Steps

The analysis presented in this report confirms that the architecture of global financial
regulation, while significantly strengthened since the Global Financial Crisis (GFC), remains
incomplete in the face of evolving systemic threats. Historical evidence (Table 1) demonstrates
that crises have been recurrent in both advanced and emerging markets, often triggered by the
same vulnerabilities: excessive leverage, maturity mismatches, and regulatory blind spots. The
21st century has added new accelerants — rapid financial innovation, digital interconnection,
climate-related shocks, and geopolitical fragmentation — which demand a recalibration of
supervisory priorities.

The report’s mapping of risk drivers and channels (Figures 3.1, 5.1, and 6.1) reveals that risks
are no longer siloed within jurisdictions or sectors. Instead, they propagate rapidly across asset
classes, geographies, and institutional types. While reforms such as Basel lll (Figures 4.1 and
4.2, Table 4.1) have materially improved capital and liquidity buffers in the banking sector, our
heatmap analysis (Figure 4.3) highlights significant coverage gaps in non-bank financial
intermediation (NBFI), fintech, and crypto-asset markets. Moreover, structural risks —
particularly climate change, cyber threats, and Al-enabled market disruption — rank high in
both probability and potential systemic impact (Table 6.1)

From a policy perspective, the Policy Priority Matrix (Figure 7.1) and Risk-to-Intervention
Mapping (Table 7.1) provide a framework for prioritizing action. The evidence suggests that
immediate focus should be placed on areas with both high systemic importance and low
current preparedness — namely, enhancing oversight of cross-border NBFI activities,
integrating climate stress-testing into prudential frameworks, and improving cyber resilience
standards.

8.1 Strategic Implications
The findings point to three overarching imperatives for policymakers and market participants:

1. Close Regulatory Gaps in Non-Bank Finance - Extend prudential and resolution
frameworks to cover systemically important asset managers, money market funds, and
leveraged lending activities, ensuring macroprudential consistency across jurisdictions.

2. Embed Emerging Risks into Core Supervision — Incorporate climate risk metrics, cyber
stress scenarios, and Al-related trading vulnerabilities into existing risk assessments and
capital planning exercises.

3. Strengthen Cross-Border Coordination — Harmonize macroprudential tools, enhance

crisis simulation exercises, and expand information-sharing arrangements among
supervisory bodies.
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8.2 Immediate Priorities (0-24 months)

Based on the risk-priority mapping, the following short-term actions are recommended:

e Finalize and implement Basel lll capital and liquidity standards in all major jurisdictions
without further delay.

e Introduce targeted macroprudential measures to contain leverage in vulnerable NBFI
segments.

e Deploy pilot climate scenario analyses in banking and insurance supervision.

e Enhance cyber-incident reporting and response coordination between financial
institutions and regulators.

8.3 Medium- to Long-Term Actions (2-10 years)

e Develop globally interoperable data standards for real-time monitoring of cross-border
exposures and contagion channels.

o Establish a global framework for digital asset oversight, including decentralized finance
(DeFi) protocols.

e Integrate Al governance into financial regulation, focusing on algorithmic accountability
and model risk management.

e Expand the use of “macroprudential stress labs” to continuously test system resilience
under evolving scenarios.

Figure 8.1 presents a strategic roadmap that synthesizes the report’s key recommendations into
a sequenced, actionable plan for policymakers, regulators, and market participants. The
roadmap is organized along a timeline—short-term (1-2 years), medium-term (3-5 years), and
long-term (5-10 years)—and groups actions into four strategic pillars: regulatory enhancement,
market infrastructure resilience, risk monitoring and data integration, and international
coordination.

The figure underscores that immediate priorities should focus on closing critical regulatory
gaps, particularly in high-growth and under-supervised sectors such as crypto-assets and non-
bank financial intermediation, while simultaneously enhancing macroprudential frameworks.
Medium-term priorities include strengthening cross-border supervisory cooperation,
expanding climate risk integration into financial stability assessments, and modernizing stress
testing to capture interconnected and emerging risks. Long-term goals focus on building
adaptive regulatory systems capable of responding to technological change and deepening the
integration of structural risk assessments—such as those related to demographics, geopolitics,
and climate—into global financial governance.

By visually aligning specific interventions with time horizons and thematic pillars, Figure 8.1
provides both a policy blueprint and a monitoring framework. It emphasizes that effective
implementation requires balancing ambition with feasibility, ensuring that early wins build
momentum toward systemic reforms. The roadmap also acts as a bridge between the detailed
analyses in the preceding sections and the overarching call to action that closes the report,
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positioning it as both a reference document and a practical guide for financial stability
stakeholders.

8.4 Next Steps for Research and Engagement

Bank and Finance will continue engaging with policymakers, supervisors, and industry leaders
to refine and test these policy recommendations. Future work will include empirical studies on
the transmission speed of systemic shocks in tokenized markets, cross-sectoral analysis of
climate-related portfolio risks, and scenario-based assessments of cyber-financial

interlinkages.

Figure 8.1 Strategic Roadmap

Immediate (0-24 months)

Enhance crisis preparedness
and strengthen cross-border
supervisory coordination

- Establish rapid-
response coordination
protocols among
regulators

- Strengthen early-

warning indicators and
real-time data-sharing

- Conduct cross-border
resolution simulation
exercises

Medium-Term (2-5 years)

Deepen macroprudential
frameworks and integrate
climate and digital finance

risks

- Embed climate stress
testing in supervisory
reviews

- Integrate oversight for
BigTech and cross-border
fintech platforms

- Calibrate
countercyclical capital
buffers to address global
risk cycles

Long-Term (5-10 years)

Future-proof regulatory
architecture against structural
shifts and technological
innovation

- Harmonize regulation
for decentralized finance
(DeFi) and tokenized
assets

- Enhance cyber
resilience frameworks for
globally interconnected
systems

- Align prudential and
sustainability objectives
in financial regulation

Source: Adapted from BIS (2023), Annual Economic Report; FSB (2023), Annual Report; IMF (2022), Global
Financial Stability Report; IOSCO (2020), Thematic Review on Business Continuity Plans; Brunnermeier et al.
(2009), The Fundamental Principles of Financial Regulation; Adrian & Liang (2018), Monetary policy, financial
conditions, and financial stability; and additional synthesis of policy frameworks from national regulatory
authorities.
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10. Appendices

A. Methodology and Data Sources

This report combines quantitative data analysis, qualitative assessments, and expert
consultations to provide a comprehensive evaluation of the evolving landscape of financial
stability and regulation. The methodology follows a multi-stage process designed to ensure
analytical rigor, comparability across jurisdictions, and relevance for both policymakers and
market participants.

A.1 Analytical Framework

The research design was built on three pillars:

1.

Historical Analysis — tracing the evolution of global financial markets and regulatory
frameworks from 1870 to 2023, identifying recurring patterns in crisis dynamics and
regulatory responses.

Structural Risk Assessment — categorizing emerging vulnerabilities based on their
likelihood of occurrence and potential systemic impact, using a combination of
empirical indicators and expert judgment.

Policy Evaluation — examining the effectiveness of post-crisis reforms, identifying
regulatory gaps, and assessing international coordination.

A.2 Data Sources

The analysis integrates multiple authoritative datasets to ensure robust and triangulated
results:

Bank for International Settlements (BIS) — statistics on cross-border banking, non-bank
financial intermediation (NBFI), Basel Il implementation data, and global liquidity
indicators.

International Monetary Fund (IMF) — Global Financial Stability Report (GFSR) datasets,
Balance of Payments Statistics (BOPS), International Financial Statistics (IFS), and
Currency Composition of Official Foreign Exchange Reserves (COFER).

Financial Stability Board (FSB) — NBFI monitoring reports, resolution planning
documentation, and systemic risk assessments.

World Bank — World Development Indicators (WDI) and Global Financial Development
Database (GFDD).

European Central Bank (ECB) and national central banks — supervisory reports, financial
stability reviews, and macroprudential policy frameworks.

Organisation for Economic Co-operation and Development (OECD) — data on capital
flows, financial market structures, and policy instruments.

Specialized Market Data Providers — Refinitiv, Bloomberg, and Dealogic for market
volumes, bond issuance, derivatives trading, and volatility indices.
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o Academic Literature — peer-reviewed studies on financial contagion, macroprudential
policy, climate risk, and digital finance adoption.

A.3 Data Treatment and Standardization

e All monetary values were converted to current US dollars using IMF exchange rate data
unless otherwise specified.

o Ratios (e.g., capital adequacy, liquidity coverage) were expressed as percentages to
allow cross-country comparability.

e For time series analyses, quarterly data was used where available; otherwise, annual
data was interpolated cautiously, noting limitations.

e Inheatmaps and risk matrices, qualitative scoring from 1 (low) to 5 (high) was based on
normalized quantitative indicators and cross-checked against expert assessments.

A.4 Limitations

While the report draws from authoritative and internationally comparable sources, certain
limitations apply:
e Data availability varies by jurisdiction and financial subsector, especially for emerging
risks like decentralized finance (DeFi) or climate-related exposures.
e Some figures are based on model estimates or surveys, which may embed
methodological biases.
e Regulatory implementation timelines may differ between formal adoption and effective
enforcement.

A.5 Quality Assurance

The methodology was validated through:
o Cross-referencing multiple sources to mitigate single-source dependency.
o Expert reviews from practitioners in central banking, international financial institutions,
and academia.
o Sensitivity analyses to test robustness of key indicators under alternative assumptions.
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Appendix B: Glossary of Terms

Algorithmic Trading — The use of computer programs and algorithms to execute
trades automatically, based on pre-set parameters such as timing, price, or
volume.

Asset Managers — Firms that manage investments on behalf of clients, including
mutual funds, pension funds, and exchange-traded funds (ETFs).

Basel lll - A global regulatory framework developed by the Basel Committee on
Banking Supervision to strengthen bank capital requirements, improve risk
management, and enhance liquidity standards following the Global Financial
Crisis.

Capital Adequacy Ratio (CAR) — A measure of a bank’s capital relative to its risk-
weighted assets, indicating its ability to absorb potential losses.

Climate-Related Financial Risks — Financial risks arising from physical climate
impacts (e.g., extreme weather events) and the transition to a low-carbon
economy (e.g., policy changes, technological shifts).

Contagion — The spread of financial shocks across markets, countries, or
institutions, often amplified by interlinkages in the global financial system.

Countercyclical Capital Buffer (CCyB) — A macroprudential tool requiring banks to
hold extra capital during credit booms to enhance resilience in downturns.

Credit Default Swap (CDS) — A financial derivative allowing investors to hedge
against or speculate on the risk of a borrower’s default.

Decentralized Finance (DeFi) — Financial services provided on blockchain-based
platforms without traditional intermediaries, often using smart contracts.

Dodd-Frank Act — A U.S. financial reform law enacted in 2010 aimed at reducing
systemic risk through enhanced oversight, resolution planning, and consumer
protection measures.

Emerging Markets (EMs) — Economies that are transitioning from developing to
developed status, often characterized by rapid growth, increasing financial
integration, and higher volatility.

Financial Stability Board (FSB) — An international body that monitors and makes
recommendations about the global financial system, promoting coordination
among national regulators.
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Global Financial Cycle — The co-movement of capital flows, asset prices, and

leverage across countries, often driven by global financial conditions rather than
domestic fundamentals.

Liquidity Coverage Ratio (LCR) — A requirement under Basel lll that banks hold
sufficient high-quality liquid assets to withstand a 30-day stress scenario.

Macroprudential Policy — Regulatory policies aimed at safeguarding the stability of
the financial system as a whole, rather than individual institutions.

Non-Bank Financial Intermediation (NBFI) — Financial activities conducted by
institutions other than banks, including investment funds, insurance companies,
and hedge funds.

Operational Risk — The risk of loss from inadequate or failed internal processes,
systems, people, or external events.

Physical Risk (Climate) — Financial losses resulting from the physical effects of
climate change, such as floods, droughts, storms, and heatwaves.

Resolution Regime — A legal and operational framework for resolving failing
financial institutions in an orderly manner without destabilizing the financial
system.

Securitization — The process of pooling financial assets and converting them into
tradable securities, such as mortgage-backed securities (MBS).

Stress Testing — Simulation exercises conducted by regulators or institutions to
assess the resilience of financial entities to adverse economic or market
conditions.

Systemic Risk — The risk that the failure of one or more institutions or market
infrastructures could trigger widespread disruption in the financial system.

Tokenization — The process of representing ownership of real or digital assets as
digital tokens on a blockchain.

Volatility Index (VIX) — A market measure of expected volatility in equity markets,
often referred to as the “fear gauge.”
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