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Preface 
 
This report, Navigating the Financial Stability Risks of Inequality, Polarization, and Eroding Trust, is part of the Bank 
& Finance Deep-Dive Series. The series provides forward-looking analysis on the strategic, financial, and policy 
implications of emerging global trends, with a focus on the challenges and opportunities facing institutional 
investors, regulators, and financial market participants. 
 
Inequality and social fragmentation are no longer background conditions. Rising wealth concentration, widening 
regional and intergenerational divides, persistent political polarization, and declining trust in public and financial 
institutions are reshaping macro-financial dynamics. These social forces influence fiscal capacity and debt 
sustainability, the resilience of banking and capital markets, and the credibility of policy anchors—thereby 
becoming core determinants of financial stability. 
 
This study integrates theory, history, and contemporary evidence to assess how social fragmentation transmits into 
systemic financial risks. It develops a conceptual framework linking distributional divides, political gridlock, and 
weakening institutional credibility to fiscal stress, banking and capital-market fragility, and institutional breakdown; 
documents global trends; reviews historical precedents across advanced and emerging economies; maps today’s 
transmission mechanisms; and presents scenario analysis and policy options to rebuild resilience. 
 
The report is intended for public authorities (finance ministries, central banks, regulators, and supervisors), 
multilateral institutions, and market participants seeking to incorporate social-risk diagnostics into macro-
financial surveillance, stress testing, and investment strategy. 
 
This publication extends the Bank & Finance Deep-Dive Series, which includes: 

1. Sovereign Debt and Global Financial Stability: A Market-Oriented Lens on Risks, Restructurings, and 
Opportunities 

2. The Value of Truth: Information Integrity in Global Finance 
3. Ponzi Games: Anatomy, Evolution, and Containment Strategies 
4. Cyber Resilience in Finance: From Risk Mitigation to Competitive Advantage 
5. The Future of Payments and Cross-Border Finance: Navigating Transformation Amid Risk and Opportunity 
6. Open Finance: Unleashing the Next Wave of Financial Innovation 
7. Global Financial Stability in Transition: Structural Risks, Regulatory Challenges, and Strategic Pathways 
8. Climate Change and Financial Risks: Navigating the Transition and Managing Physical Exposure 
9. Demographic Change: Challenges and Opportunities in the Age of Low Fertility and Aging Populations 
10. Unveiling the Future of Digital Currency Infrastructure: Navigating the Transformation of Finance in a 

Tokenized World 
11. Artificial Intelligence Industry Deep-Dive Report: Investment Implications and Strategic Outlook 2025 – 

2030 
12. Financing Infrastructure with Private Participation 

 
As part of the expanded series, we will be adding five new volumes: (13) Inequality and Social Fragmentation as 
Financial Risks (this report); (14) Financial Geopolitics and Global Fragmentation; (15) Biodiversity, Natural 
Resources, and Financial Risks; (16) Capital Markets and Risks of Non-Bank Financial Institutions; and (17) 
Quantum Technology and the Future of Financial Security. These will culminate in (18) Navigating Risks and 
Opportunities in the Global Financial Ecosystem, a synthesis of lessons across the series. 
 
We hope this report helps financial institutions, regulators, and policymakers better understand how social 
dynamics intersect with macro-financial stability, and supports the design of strategies that strengthen resilience 
while enabling sustainable, inclusive growth. 
 
Bank & Finance 
September 2025 
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Executive Summary 
 
Inequality, polarization, and eroding trust are not just social challenges, they are financial 
stability risks. Rising wealth concentration, political fragmentation, and declining institutional 
credibility have already contributed to episodes of fiscal stress, banking fragility, and systemic 
crises across history. Today, these dynamics remain central to global financial vulnerabilities, 
demanding a new policy lens. 
 
Key Findings 

 
• Inequality has reached systemic proportions. The top 1 percent now captures a growing 

share of income and wealth worldwide, while in some emerging markets, inequality 
remains among the highest globally. This undermines demand, fiscal capacity, and 
political consensus. 
 

• Polarization and declining trust erode governance and credibility, fueling fiscal 
brinkmanship, capital flight and systemic risks. 
 

• Social fragmentation amplifies systemic risk. Historical and contemporary evidence 
show that inequality, polarization, and mistrust converge to weaken fiscal anchors, 
destabilize financial institutions, and erode regulatory credibility. 
 

• Policy responses can shift trajectories. Scenario analysis highlights three possible 
futures: baseline continuity (gradual erosion), fragmentation shock (systemic crisis), or 
resilience and reform (inclusive stability). The difference lies in whether policymakers 
act early to address root causes. 

 
Figure 1 distills the central insights of this report into five key highlights, emphasizing the 
systemic nature of inequality, polarization, and eroding trust. These highlights demonstrate that 
these intertwined risks are not peripheral concerns but core drivers of financial fragility, 
requiring integration into macro-financial analysis and risk management. 
 
Figure 2 presents the roadmap of the report, highlighting the progression from framing and 
theory to historical evidence, contemporary trends, forward-looking scenarios, and policy 
implications. The roadmap underscores the integrative approach of the report: combining 
conceptual frameworks, empirical analysis, and scenario planning to guide actionable policy 
strategies. 
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Figure 1. Key Highlights of the Report 

 
Source: Bank & Finance, based on Piketty (2014), World Inequality Database (2023), Oxfam (2022, 2023), Alesina 
and Rodrik (1994), Persson and Tabellini (2000), Putnam (1993), Fukuyama (1995), Knack and Keefer (1997), Collier 
and Hoeffler (2004), Calomiris and Haber (2014), IMF (2020, 2023), OECD (2022). 
 
Figure 2. Report Roadmap 

 
Source: Bank & Finance. 
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1. Introduction 
 
Over the past four decades, inequality has returned to levels not seen since the early twentieth 
century. In advanced economies, the income share of the top 1 percent has more than doubled 
since 1980, while wealth concentration has accelerated even more sharply: in the United 
States, the top 10 percent of households now hold nearly 70 percent of total wealth, compared 
to 60 percent in 1989 (Piketty, 2014; World Inequality Database, 2023). Similar patterns are 
visible across emerging markets, where rapid growth has been accompanied by widening 
divides between dynamic urban centers and lagging rural regions. This rising concentration of 
income and wealth has not only reshaped societies, but is increasingly recognized as a source 
of macro-financial instability. 
 
These structural shifts have coincided with a decline in trust in institutions. Survey evidence 
from the OECD (2022) and Edelman Trust Barometer (2023) shows that fewer than half of 
citizens in advanced economies express confidence in their governments, while trust in 
financial institutions remains below pre–Global Financial Crisis (2008–09) levels. Meanwhile, 
political systems in both developed and developing economies have become increasingly 
polarized. Distributional conflicts, fiscal brinkmanship, and growing populist pressures are 
eroding the ability of governments to deliver credible, forward-looking policy (Alesina and 
Rodrik, 1994; Persson and Tabellini, 2000). 
 
These trends have profound financial implications: rising inequality, polarization, and declining 
trust are reshaping macro-financial risks. Historical research underscores that these are not 
marginal risks. Kuznets (1955) saw inequality as a temporary feature of development, yet recent 
scholarship demonstrates that persistent inequality can become entrenched and destabilizing 
(Piketty, 2014). Calomiris and Haber (2014) show that banking systems are “fragile by design” 
when shaped by exclusionary political bargains, while Kindleberger and Aliber (2011) 
emphasize the role of collective sentiment and trust in fueling manias and crashes. Institutions 
such as the IMF (2020), BIS (2021), and FSB (2022) are increasingly acknowledging social 
dynamics as systemic financial risks. 
 
While the conceptual links between inequality, polarization, trust, and financial fragility are 
clear in theory, their urgency is underscored by observable global trends. Table 1 summarizes 
key indicators of inequality, wealth concentration, polarization, and trust over the past four 
decades. 
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Table 1. Global Trends in Inequality, Polarization, and Trust (1980–2023) 
Dimension Indicator Trend / Evidence Sources 

Income 
Inequality 

Share of income held by 
top 1% (advanced 
economies) 

Rose from ~10% in 1980 to 
18–20% by 2020 

Piketty (2014); 
World Inequality 
Database (2023) 

Wealth 
Concentration 
(U.S.) 

Share of wealth held by 
top 10% 

Increased from ~60% in 
1989 to ~70% in 2022 

WID (2023); 
Federal Reserve 
(2023) 

Wealth 
Concentration 
(Global) 

Share of new wealth 
captured by top 1% 
(2020–2022) 

Top 1% captured ~66% of 
new wealth; billionaire 
wealth grew $2.7 billion/day 
during the pandemic 

Oxfam (2022, 
2023) 

Emerging Markets Inequality in Latin 
America and Asia 

Declines in some countries 
since 2000, but levels 
remain among the highest 
globally 

World Bank 
(2022); IMF 
(2020) 

Political 
Polarization 

Frequency of fiscal 
brinkmanship in U.S. 
(debt ceiling, 
shutdowns) 

Sharp rise since 1990s, with 
major crises in 2011, 2013, 
2023 

Persson and 
Tabellini (2000); 
OECD (2022) 

Institutional Trust Trust in government 
(OECD average) 

Fell from ~45% in mid-
2000s to ~40% in 2021; still 
below pre-2008 levels 

OECD (2022); 
Edelman Trust 
Barometer (2023) 

Trust in Finance Confidence in banks 
(U.S. Gallup survey) 

Dropped from 53% in 2004 
to 26% in 2011; partial 
recovery but still ~30% in 
2022 

Gallup (2022) 

Social 
Fragmentation 

Incidence of large-scale 
protests (global) 

Sharp increase post-2008; 
major spikes in 2019 and 
2020 

IMF (2020); World 
Bank (2022) 

Source: Bank & Finance, based on Piketty (2014), World Inequality Database (2023), Federal Reserve (2023), 
Oxfam (2022, 2023), World Bank (2022), IMF (2020), Persson and Tabellini (2000), OECD (2022), Edelman Trust 
Barometer (2023), and Gallup (2022). 
 
These data points confirm that inequality and declining trust are not abstract risks but structural 
features of the current global landscape, reinforcing the need for a financial-stability lens on 
social fragmentation. 
 
The next section formalizes the conceptual channels (Figure 3) that underpin the evidence, 
scenarios, and policy choices developed in the rest of the report. 
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2. Channels Linking Social Risks to Financial Stability 
 
This section develops the conceptual framework by synthesizing theory and evidence from 
economics, political science, and sociology. 
 
2.1 Inequality and Distributional Conflict 
 
Inequality is not just an ethical or social concern—it has material implications for financial 
stability. Kuznets (1955) suggested that inequality would naturally recede as economies 
developed, but subsequent research has challenged this view. Evidence from Piketty (2014) 
and Stiglitz (2012) shows that inequality can persist and widen, concentrating wealth and power 
in ways that undermine economic resilience. High inequality has been linked to weaker 
domestic demand, reduced fiscal space, and greater vulnerability to populist pressures, which 
can destabilize fiscal and monetary regimes. 
 
2.2 Polarization and Institutional Gridlock 
 
Inequality often fuels political polarization, where distributional conflict erodes consensus on 
economic governance. Models by Alesina and Rodrik (1994) and Persson and Tabellini (2000) 
demonstrate how polarized societies are more prone to policy volatility, higher redistribution 
demands, and fiscal imbalances. In advanced economies, polarization manifests through 
repeated fiscal brinkmanship—such as U.S. debt ceiling crises—where institutional gridlock 
generates risks for global financial markets. In emerging markets, polarization has historically 
increased the likelihood of abrupt regime changes and capital flight. 
 
2.3 Trust, Social Capital, and Institutional Credibility 
 
Financial stability also rests on trust—between citizens and the state, and between depositors, 
investors, and financial institutions. Putnam (1993) and Fukuyama (1995) highlighted trust as a 
cornerstone of effective governance and market efficiency, while Knack and Keefer (1997) 
provided econometric evidence linking trust to higher investment and long-run growth. When 
trust erodes, bank runs, capital flight, and prolonged exclusion from international markets 
become more likely, as seen in Argentina (2001) and Lebanon (2019). Declining trust also 
undermines the legitimacy of fiscal consolidation and monetary stabilization policies, 
increasing the risk of crisis persistence. 
 
2.4 Social Fragmentation as a Mediating Process 
 
These pressures converge in social fragmentation—the breakdown of consensus, cooperation, 
and institutional legitimacy. Collier and Hoeffler (2004) show how social divisions exacerbate 
conflict risk, while the OECD (2022) documents a secular erosion of trust in both advanced and 
emerging economies. Fragmentation is not merely a social by-product; it acts as the conduit 
through which inequality, polarization, and mistrust are translated into financial fragility. 
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2.5 Transmission Channels to Financial Systems 
 
The transmission channels to financial systems are fiscal stress, banking and capital-market 
fragility, and institutional and regulatory breakdown.   

• Fiscal Stress: High inequality and polarization complicate fiscal consolidation, 
increasing risks of deficits, defaults, and sovereign stress (Reinhart and Rogoff, 2009; 
Calomiris and Haber, 2014). 

• Banking and Capital-Market Fragility: Divisions weaken regulatory capacity and increase 
vulnerability to crises of confidence, including bank runs and capital flight (Kindleberger 
and Aliber, 2011; Calomiris and Haber, 2014). 

• Institutional and Regulatory Breakdown: Polarization erodes the credibility of regulatory 
agencies and central banks, limiting their ability to act as anchors of stability (Acemoglu 
and Robinson, 2012; IMF, 2020). 

The ultimate outcome is an elevated risk of systemic financial instability, which has been 
recognized in recent assessments of emerging risks by the BIS (2021) and FSB (2022). 
 
To clarify how these social dynamics intersect with finance, Figure 3 maps the conceptual 
channels at the core of this report.  
 
Figure 3. Conceptual Channels Linking Inequality, Polarization, and Eroding Trust to Financial 
Stability Risks 
 

               
 

Source: Bank & Finance, based on Kuznets (1955), Piketty (2014), Stiglitz (2012), Alesina and Rodrik (1994), 
Persson and Tabellini (2000), Putnam (1993), Fukuyama (1995), Knack and Keefer (1997), Collier and Hoeffler 
(2004), Reinhart and Rogoff (2009), Calomiris and Haber (2014), Acemoglu and Robinson (2012), Kindleberger and 
Aliber (2011), IMF (2020), OECD (2022), BIS (2021), and FSB (2022). 
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Collier and Hoeffler, 
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Eroding Trust
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Risks

BIS 2021; FSB, 2022
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Haber, 2014
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Institutional and 
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Inequality, polarization, and eroding trust are positioned as primary drivers that contribute to 
social fragmentation. This fragmentation, in turn, acts as a mediator that channels social 
pressures into fiscal stress, banking and capital-market fragility, and institutional or regulatory 
breakdowns—ultimately manifesting as systemic financial stability risks. 
 
This framework provides the analytical backbone for the remainder of the report. In Section 3, 
we turn to historical cases that illustrate these channels in practice. The report then moves from 
historical evidence to contemporary global trends, and finally to forward-looking scenario 
analysis and policy implications. 
 
 

3. Historical Precedents and Case Studies 
 
History offers multiple examples where inequality, social fragmentation, and eroding trust 
translated into financial crisis, banking collapses, or systemic instability. 
 
Box 1. Inequality and Fiscal Collapse: The French Revolution (1789) 

 

In late eighteenth-century France, inequality reached extraordinary levels. The nobility and 
clergy enjoyed privileges and exemptions, while the Third Estate bore the fiscal burden. As 
fiscal pressures mounted from wars and debt, the monarchy’s inability to broaden the tax 
base fueled resentment. Social fragmentation deepened, consensus collapsed, and fiscal 
reform failed. The result was sovereign default, currency debasement, and institutional 
breakdown. 
 

Source: Bank & Finance, based on Sutherland (2003), Eichengreen and Sargent (2013). 
 
Box 2. Polarization and Capital Flight: Chile, 1973 

 

In the early 1970s, Chile was marked by severe distributional conflict. Political polarization 
between left and right fragmented institutions and eroded consensus on economic 
governance. Investor confidence collapsed, inflation soared, and capital flight intensified. 
Following the military coup of 1973, the economy endured deep recession and institutional 
rupture. The Chilean case shows how polarization and institutional breakdown can directly 
undermine financial stability. 
 

Source: Bank & Finance, based on Edwards and Edwards (1987), Valdés (1995). 
 
Box 3. Inequality, Violence, and Currency Crisis: Mexico’s “Tequila Crisis” (1994–1995) 

 

Mexico entered the 1990s with widening inequality, regional disparities, and political fragility. 
The surge of an indigenous armed movement and the assassination of a presidential 
candidate in 1994 heightened polarization and uncertainty. Combined with large current 
account deficits, this collapse of confidence triggered massive capital flight, a peso 
devaluation, and a systemic banking crisis. Social fragmentation and institutional mistrust 
amplified what might otherwise have been a contained macroeconomic adjustment. 
 

Source: Bank & Finance, based on Lustig (1998), Gil-Díaz (1998). 
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Box 4. Trust and Sovereign Default: Argentina, 2001 
 

Argentina’s 2001 default and banking crisis was not only the result of macroeconomic 
imbalances but also of a collapse in trust. Citizens doubted the sustainability of the currency 
peg, and when the government-imposed restrictions on withdrawals (“corralito”), bank runs 
accelerated. Social unrest followed, with violent protests and institutional turnover. 
Argentina remained excluded from international markets for over a decade, demonstrating 
the lasting financial cost of lost trust. 
 

Source: Bank & Finance, based on Damill, Frenkel, and Rapetti (2005). 
 
Box 5. Inequality, Austerity, and Crisis: Greece during the Eurozone Turmoil (2010–2015) 

 

The Greek debt crisis was triggered by fiscal imbalances, but its severity was amplified by 
inequality, mistrust, and polarization. Austerity measures imposed under EU-IMF programs 
were perceived as unfairly distributed, fueling widespread protests and political instability. 
Trust in both domestic institutions and the EU collapsed, while sovereign spreads soared and 
banks required repeated recapitalization. Greece’s experience highlights how distributional 
conflicts and declining trust can aggravate financial distress, prolonging recovery. 
 

Source: Bank & Finance, based on Featherstone (2011), Ardagna and Caselli (2014). 
 
Box 6. Polarization in Advanced Economies: U.S. Debt Ceiling Crises 

 

In advanced economies, polarization has also generated systemic risks. The U.S. debt ceiling 
standoffs of 2011, 2013, and 2023 illustrate how political gridlock can undermine confidence 
in the world’s benchmark safe asset. Even though default was avoided, market volatility 
increased, credit ratings were downgraded, and investor confidence in U.S. Treasuries was 
shaken. These episodes reveal how institutional polarization translates into global financial 
stress. 
 

Source: Bank & Finance, based on U.S. GAO (2012), Fitch Ratings (2023). 
 
Box 7. Trust and Banking Collapse: Lebanon, 2019–present 

 

Lebanon’s crisis shows how erosion of trust can precipitate systemic collapse. Years of fiscal 
mismanagement and corruption eroded confidence in the state and banks. In 2019, protests 
erupted, capital inflows dried up, and the currency collapsed. The banking system became 
insolvent, savings were frozen, and GDP contracted by more than 30 percent. This case 
demonstrates how mistrust in institutions can paralyze financial intermediation and trigger 
long-term instability. 
 

Source: Bank & Finance, based on World Bank (2021), IMF (2022). 
 
Taken together, these seven cases underscore the central argument of this report: inequality, 
polarization, and eroding trust are not peripheral social issues, but direct drivers of financial 
fragility. From the French Revolution to the Tequila Crisis, from U.S. fiscal brinkmanship to 
Lebanon’s collapse, the historical record shows that social fragmentation repeatedly amplifies 
fiscal stress, accelerates capital flight, and erodes institutional credibility. 
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Figure 4 provides a visual map of the historical cases discussed in this section. Each episode 
reflects one or more of the channels through which inequality, polarization, and declining trust 
have contributed to systemic financial crises. 
 
Figure 4. Historical Cases Linking Social Fragmentation to Financial Crises 
 

 
 

Source: Bank & Finance, based on Sutherland (2003), Eichengreen and Sargent (2013), Edwards and Edwards 
(1987), Valdés (1995), Damill, Frenkel, and Rapetti (2005), GAO (2012), Fitch (2023), World Bank (2021), IMF 
(2022), Featherstone (2011), Ardagna and Caselli (2014), Lustig (1998), and Gil-Díaz (1998). 
 
The diversity of these cases—spanning centuries, regions, and institutional settings—
underscores the robustness of the channels identified in Figure 3. Social fragmentation is not 
confined to weak states or emerging markets; it has repeatedly destabilized advanced 
economies as well. 
 
The next section builds on these lessons by examining contemporary global trends, showing 
how today’s rise in inequality, polarization, and mistrust could translate into systemic risks in 
the coming decade. 
 
 

4. Contemporary Global Trends 
 
Recent evidence confirms that these risks persist globally, across advanced, emerging, and 
low-income economies. 
 
4.1 Rising Inequality and Wealth Concentration 
 
The past decade has witnessed a renewed surge in wealth concentration. According to the 
World Inequality Database (2023), the top 1 percent now holds more than 20 percent of global 
income and nearly 40 percent of global wealth. In emerging markets such as India and Brazil, 
income inequality remains among the highest worldwide despite recent poverty reduction. 
Meanwhile, Oxfam (2023) estimates that since 2020, the top 1 percent captured two-thirds of 
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all new wealth, with billionaire wealth growing by $2.7 billion per day during the pandemic. 
These trends mirror the inequality dynamics that preceded episodes of social and financial 
stress in the past. 
 
4.2 Political Polarization and Governance Stress 
 
Polarization is increasingly a defining feature of both advanced and emerging economies. In the 
United States, partisan polarization has contributed to recurrent fiscal brinkmanship, 
exemplified by debt ceiling crises in 2011, 2013, and 2023 (Fitch, 2023). In Europe, polarization 
has fueled the rise of populist parties, complicating consensus on fiscal integration and reform 
(European Council, 2022). In Latin America, highly polarized elections have amplified investor 
uncertainty, often resulting in volatility in sovereign spreads and exchange rates. This reflects 
the same mechanisms seen in Chile (1973) and Greece (2010–15), where fragmented political 
systems magnified financial fragility. 
 
4.3 Declining Trust in Institutions 
 
Trust levels remain fragile worldwide. OECD surveys show that in advanced economies, fewer 
than 40 percent of citizens express confidence in government (OECD, 2022). The Edelman Trust 
Barometer (2023) documents a persistent “trust gap” between elites and the general 
population, with trust in financial institutions still below pre-2008 levels. In emerging 
economies, trust in central banks and financial regulators has been undermined by inflation 
shocks and currency volatility, as in Turkey, Argentina, and Nigeria. Declining trust makes 
stabilization measures less credible, raising the risk of self-fulfilling financial panics, echoing 
the dynamics observed in Argentina (2001) and Lebanon (2019). 
 
4.4 Social Fragmentation and Political Unrest 
 
The convergence of inequality, polarization, and mistrust is increasingly visible in episodes of 
unrest. The IMF (2020) and World Bank (2022) report that the global incidence of protests has 
risen sharply since the 2008 financial crisis, with major peaks in 2019 and 2020 across Latin 
America, the Middle East, and Asia. These events are not only social expressions but also 
financial shocks: large-scale protests have repeatedly triggered currency volatility, capital flight, 
and declines in investor confidence. Social fragmentation thus remains a critical vector of 
financial fragility. 
 
To illustrate the current global distribution of risks, Figure 5 presents a comparative view across 
countries. It maps Gini coefficients (income inequality) against levels of institutional trust, 
highlighting the clustering of advanced, emerging, and low-income economies. 
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Figure 5. Contemporary Global Landscape of Inequality, Polarization, and Trust 

 
Source: Bank & Finance, based on World Inequality Database (2023), Oxfam (2023), OECD (2022), Edelman Trust 
Barometer (2023), IMF (2020), World Bank (2022), Fitch (2023), European Council (2022). 
 
The figure confirms a pattern already visible in history: societies with high inequality and low 
trust are more likely to face systemic fragility. Several large emerging markets cluster in this high-
risk quadrant, but advanced economies are not immune, as persistent polarization and 
declining trust continue to weigh on institutional credibility. 
 
 

5. Transmission Mechanisms Today 
 

Today, the channels identified in Section 2 manifest differently across advanced, emerging, and 
low-income economies. 
 
5.1 Fiscal Stress 
 
Inequality and polarization complicate the politics of taxation and spending, reducing fiscal 
space and increasing default risk. Advanced economies face recurrent fiscal brinkmanship, 
most visibly in the United States, where debt-ceiling crises have raised doubts about the 
reliability of the world’s benchmark safe asset (Fitch, 2023). Emerging and low-income 
countries confront different pressures: persistent inequality amplifies demands for subsidies 
and transfers, even as limited tax capacity constrains revenues. The result is rising sovereign 
spreads and heightened refinancing risks (IMF, 2023). 
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5.2 Banking and Capital-Market Fragility 
 
Banks and capital markets depend critically on confidence. Rising inequality fuels perceptions 
of unfairness in bailouts and financial rescues, while polarization undermines regulatory 
oversight. In emerging markets, capital flight and currency pressures often reflect declining trust 
in the state’s ability to manage shocks. Episodes in Turkey, Argentina, and Nigeria demonstrate 
how political and social instability accelerate dollarization, reserve losses, and banking fragility 
(World Bank, 2022). In advanced economies, rapid tightening of monetary policy amid political 
gridlock creates vulnerabilities in shadow-banking and non-bank intermediaries. 
 
5.3 Institutional and Regulatory Breakdown 
 
Polarization weakens the credibility of central banks and regulators. Political interference 
undermines monetary independence, while mistrust of institutions reduces the legitimacy of 
stabilization measures. In several advanced economies, declining trust in fiscal and regulatory 
authorities has been associated with weaker market reactions to policy announcements. In 
emerging markets, the erosion of institutional credibility often triggers rating downgrades, 
capital outflows, and sovereign stress (OECD, 2022). 
 
Table 2 maps the main transmission mechanisms of social fragmentation into financial systems 
today, distinguishing between advanced, emerging, and low-income economies. 
 
Table 2. Transmission Mechanisms of Inequality, Polarization, and Eroding Trust into Financial 
Systems (2020s) 

Transmission 
Channel 

Advanced 
Economies 

Emerging 
Economies 

Low-Income 
Economies 

Illustrative 
Sources 

Fiscal Stress 

Debt-ceiling 
brinkmanship; 
delayed fiscal 
consolidation 

High spreads, 
volatile access to 
markets 

Reliance on 
concessional 
finance; default 
risks 

IMF (2023); 
Fitch (2023) 

Banking and 
Capital 
Markets 

Shadow-bank 
vulnerabilities; low 
trust in banks 

Capital flight; 
dollarization; FX 
volatility 

Shallow markets; 
currency 
substitution 

World Bank 
(2022); BIS 
(2021) 

Institutional 
Breakdown 

Polarized politics 
undermining 
central banks 

Weaker credibility 
of monetary/fiscal 
policy 

Low state 
capacity, weak 
rule of law 

OECD 
(2022); IMF 
(2020) 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022), OECD (2022), BIS (2021), and Fitch 
(2023). 
 
Although the manifestations differ across income groups, the underlying logic is consistent: 
inequality, polarization, and eroding trust weaken the fiscal, financial, and institutional anchors 
of stability. This reinforces the lesson that social dynamics should be understood as macro-
financial variables, not merely social outcomes. 
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Figure 6 illustrates the comparative vulnerabilities across fiscal, banking, and institutional 
channels for different income groups. The spider chart highlights that while advanced 
economies are not immune, emerging and low-income countries face systematically higher 
risks across all dimensions. 
 
Figure 6 – Comparative Vulnerabilities Across Transmission Channels 

 
Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022), OECD (2022), BIS (2021), Fitch (2023). 
 
The pattern underscores a key insight of this report: the channels of social fragmentation 
operate universally, but their intensity varies with institutional depth, fiscal capacity, and market 
maturity. 
 
While Figure 6 illustrates structural vulnerabilities across country groups, Table 3 grounds these 
dynamics in recent episodes. Each example highlights how fiscal stress, banking fragility, and 
institutional breakdown have materialized in advanced, emerging, and low-income economies 
during the 2020s. 
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Table 3. Illustrative Recent Cases of Transmission Mechanisms (2020s) 
Transmission 
Channel Advanced Economies Emerging Economies Low-Income Economies 

Fiscal Stress 

United States (2023): 
Debt ceiling 
brinkmanship raised 
doubts about 
Treasuries, triggered 
volatility and 
downgrade by Fitch. 

Sri Lanka (2022): 
Sovereign default 
amid high debt and 
weak revenues, 
social protests 
intensified fiscal 
crisis. 

Ghana (2022): Sovereign 
default following debt 
overhang, rising 
subsidies, and limited 
concessional finance. 

Banking and 
Capital 
Markets 

United Kingdom 
(2022): Market turmoil 
after “mini-budget” 
undermined investor 
confidence, triggering 
gilt sell-off. 

Turkey (2021–2023): 
Political interference 
in monetary policy 
fueled currency 
collapse, 
dollarization, and 
banking stress. 

Zambia (2020): 
Eurobond default 
coincided with capital 
flight and FX volatility, 
highlighting market 
shallowness. 

Institutional 
and Regulatory 
Breakdown 

Euro Area (2015–
present): Polarization 
undermined 
consensus on fiscal 
integration, delaying 
banking union 
reforms. 

Argentina (2023): 
Declining trust in 
central bank and 
regulators amplified 
peso depreciation 
and inflation spiral. 

Nigeria (2022–2023): 
Currency redesign and 
capital controls eroded 
trust in monetary 
authorities, leading to 
parallel markets and 
financial dislocation. 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022, 2023), OECD (2022), BIS (2021), Fitch 
(2023), and national authorities. 
 
These cases confirm that the channels of social fragmentation remain active in today’s financial 
system. Although the form varies by income group and institutional depth, the outcome is 
consistent: weakened fiscal credibility, heightened market volatility, and reduced effectiveness 
of stabilization policies. 
 
Table 4 presents heatmaps of vulnerability across the three main transmission channels of 
social fragmentation. Panel (a) shows regional averages, while Panel (b) details specific country 
cases. To visualize these comparative vulnerabilities, we develop heatmaps that summarize the 
relative intensity of fiscal stress, banking fragility, and institutional breakdown across regions 
(Table 4a) and selected countries (Table 4b). 
 
The heatmaps use a synthetic 1 (low) – 5 (high) scoring system derived from macro-financial 
indicators and institutional assessments. The purpose of these heatmaps is comparative and 
illustrative. Appendix A.3.1 explains the methodology and scoring details. The comparison 
underscores that while vulnerabilities are systematically higher in emerging and low-income 
countries, advanced economies are not immune: political polarization and institutional erosion 
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are translating into fiscal stress and market fragility even in the core of the global financial 
system. 
 
Table 4 – Heatmap of Transmission Mechanisms (2020s) 
 
4a. by Region. Scale: 1 (low) – 5 (high) 

Region Fiscal Stress Banking Fragility Institutional Breakdown 
Africa 4.2 4 4.2 
Asia 4.5 4.5 4.5 

Europe 2.5 3.5 3.5 
Latin America 4.5 4.5 4 
North America 4 3 3 

 
4b. by Country. Scale: 1 (low) – 5 (high) 

Country Fiscal Stress Banking Fragility Institutional Breakdown 
United States 4 3 3 

United Kingdom 3 4 3 
Euro Area 2 3 4 
Sri Lanka 5 4 4 

Turkey 4 5 5 
Argentina 5 5 5 

Brazil 4 4 3 
South Africa 4 4 4 

Nigeria 5 4 5 
Ghana 5 4 5 
Zambia 4 5 4 
Kenya 3 3 3 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022, 2023), OECD (2022), Fitch (2023). See 
Appendix A.3.1 for methodology and scoring details.  
 
Taken together, the evidence confirms that inequality, polarization, and eroding trust are no 
longer background conditions but active transmission mechanisms shaping today’s financial 
landscape. Fiscal stress, banking fragility, and institutional breakdown manifest differently 
across advanced, emerging, and low-income economies, yet the outcome is consistent: 
weakened policy credibility, volatile market access, and heightened systemic risk. The next 
section builds on this diagnosis by exploring forward-looking scenarios and stress pathways, 
assessing how these social and political forces could evolve under different trajectories of 
social fragmentation and their implications for global financial stability. 
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6. Scenario Analysis and Stress Pathways 
 
The persistence of inequality, polarization, and eroding trust raises the question of how these forces 
could evolve into systemic financial instability. Scenario analysis provides a structured way to explore 
these risks. This section outlines three illustrative scenarios for the 2020s–2030s, ranging from baseline 
continuity to fragmentation shock and resilience and reform. 
 
 
6.1 Baseline Continuity: Uneven Growth and Gradual Erosion 
 
In this scenario, inequality continues to widen gradually, polarization remains elevated, and 
trust in institutions declines incrementally. Financial systems remain functional, but 
vulnerabilities accumulate. Advanced economies experience periodic fiscal brinkmanship and 
market volatility. Emerging and low-income economies face episodic capital flight and rising 
debt-service burdens. Global financial stability is not immediately endangered, but systemic 
fragilities deepen over time. 
 
6.2 Fragmentation Shock: Systemic Crisis Triggered by Social Unrest 
 
Here, inequality and polarization reach breaking points. Large-scale social unrest and political 
paralysis undermine policy credibility, triggering sharp fiscal stress and banking fragility. A 
sudden loss of trust leads to capital flight, sovereign defaults, and banking collapses in multiple 
emerging economies, with spillovers to advanced markets through global capital markets. This 
scenario mirrors the historical precedents of Argentina (2001) or Greece (2010–15), but at larger 
scale and with greater cross-border contagion. 
 
6.3 Resilience and Reform: Inclusive Growth and Institutional Renewal 
 
In a more optimistic trajectory, recognition of the risks posed by inequality and polarization 
drives policy reform. Fiscal systems are strengthened through progressive taxation and more 
efficient spending. Institutions are rebuilt to restore credibility, with transparency and 
accountability reducing mistrust. Financial stability is reinforced as fiscal anchors are restored 
and central banks regain legitimacy. While shocks persist, their systemic impact is mitigated by 
stronger social and institutional foundations. 
 
Figure 7 illustrates the stress pathways associated with these scenarios. It maps how inequality, 
polarization, and declining trust feed into fiscal stress, banking fragility, and institutional 
breakdown under different trajectories of social fragmentation. 
 
The figure highlights that while the exact outcomes vary, the risk architecture is consistent: 
financial instability arises when social pressures overwhelm fiscal, banking, and institutional 
buffers. The difference between crisis and resilience lies in whether governments and markets 
can rebuild trust and consensus before fragmentation reaches systemic thresholds. 
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Figure 7. Stress Pathways from Social Fragmentation to Financial Instability 
 

 
 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022, 2023), OECD (2022), BIS (2021), Fitch 
(2023), and historical precedents discussed in Section 3. 
  
 

7. Policy Implications and Strategic Options 
 
The scenarios outlined in Figure 7 underscore that inequality, polarization, and eroding trust are not 
exogenous risks but structural forces shaping the stability of financial systems. Policy responses must 
therefore be proactive, multidimensional, and sustained. This section identifies three strategic levers 
that governments, central banks, and financial institutions can deploy to mitigate systemic risks. 
 
7.1 Lever 1: Inclusive Fiscal and Social Policies 
 

Persistent inequality undermines fiscal sustainability and fuels polarization. Addressing 
distributional imbalances is therefore central to financial resilience. 

• Progressive taxation and efficient transfers can expand fiscal space while reducing 
inequality (IMF, 2023). 

• Targeted social investment in health, education, and digital access reduces structural 
divides and supports long-term growth (World Bank, 2022). 

• Debt restructuring mechanisms should integrate social considerations, ensuring that 
adjustment programs do not exacerbate fragmentation. 
 

7.2 Lever 2: Financial Regulation, Buffers, and Market Design 
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Social fragmentation can quickly spill over into fiscal and financial stress. Building buffers in the 
financial system is essential. 

• Macroprudential tools (countercyclical buffers, liquidity requirements) should account 
for the volatility generated by social shocks. 

• Crisis preparedness frameworks need to include social stress indicators (trust metrics, 
protest activity) as early-warning signals. 

• Market design innovations such as State-Contingent Debt Instruments (SCDIs) or 
collective action clauses (CACs) can reduce the likelihood of disorderly defaults. 

 
7.3 Lever 3: Restoring Institutional Trust and Credibility 
 
Declining trust in governments, regulators, and central banks is a critical vulnerability. 
Strengthening institutional credibility is a strategic priority. 

• Transparency and communication are key: governments and central banks must clearly 
justify policy choices and openly acknowledge trade-offs (OECD, 2022). 

• Independent institutions should be shielded from political polarization to sustain 
credibility. 

• Inclusive governance—engaging civil society, subnational actors, and the private 
sector—can rebuild consensus and legitimacy. 

Table 5 maps the three policy levers across the scenarios outlined in Figure 7. While the 
emphasis shifts depending on the severity of fragmentation, the underlying goal is consistent: 
to rebuild fiscal space, financial buffers, and institutional trust. 
 
Table 5. Policy Levers Across Scenarios of Social Fragmentation 

Policy Lever Baseline Continuity Fragmentation Shock Resilience and 
Reform 

Inclusive Fiscal 
and Social 
Policies 

Gradual fiscal reforms 
to reduce inequality; 
targeted transfers 

Emergency social 
protection to stabilize 
unrest; debt 
restructuring with social 
safeguards 

Sustained 
investment in equity-
enhancing reforms; 
progressive taxation 

Financial 
Regulation and 
Buffers 

Strengthen 
macroprudential 
buffers; monitor trust 
indicators 

Crisis-response liquidity 
facilities; use of SCDIs 
and CACs 

Integrate social-risk 
metrics into stress 
testing; enhance 
resilience of NBFIs 

Institutional 
Trust and 
Credibility 

Improve transparency; 
incremental 
governance reforms 

Emergency credibility 
measures (IMF 
programs, independent 
audits) 

Deep institutional 
renewal; inclusive 
governance reforms 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022, 2023), OECD (2022), BIS (2021), FSB 
(2022), Fitch (2023), and historical precedents discussed in Section 3. 
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The effectiveness of these strategies depends on early recognition. Waiting until fragmentation 
reaches crisis levels sharply narrows the space for action. By embedding social considerations 
into macro-financial frameworks today, policymakers can reduce the likelihood of systemic 
instability and increase the chances of steering toward a resilience and reform trajectory. 
 
Figure 8 presents a triangular framework for policy design. It emphasizes that fiscal inclusion, 
financial buffers, and institutional trust are mutually reinforcing pillars: neglecting one 
undermines the stability of the whole system. 
 
Figure 8 – Policy Framework for Navigating Social Fragmentation Risks 
 

Inclusive Fiscal and Social Policies 
 
 
 
 
 
 
 
 
 
 
 
Financial Regulation and Buffers     Institutional Trust and Credibility 
 

Source: Bank & Finance, based on IMF (2020, 2023), World Bank (2022, 2023), OECD (2022), BIS (2021), and FSB 
(2022). 
 
The framework reinforces the strategic message of this report: addressing inequality, 
polarization, and trust erosion is not a social luxury but a financial stability imperative. Only by 
combining inclusive fiscal policies, resilient financial regulation, and credible institutions can 
economies shift toward the resilience trajectory identified in Section 6. 
 
 

8. Conclusion 
 
This report has examined how inequality, polarization, and eroding trust shape financial fragility. 
Far from being background social conditions, these dynamics act as structural drivers of 
systemic risk, undermining fiscal sustainability, weakening banking systems, and eroding 
institutional credibility. 
 
The historical record shows that social fragmentation has repeatedly amplified financial 
crises—from the French Revolution’s fiscal collapse to Argentina’s default, Greece’s debt 
turmoil, and Lebanon’s systemic breakdown. Contemporary evidence demonstrates that these 
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risks persist today: inequality and wealth concentration are rising, political polarization is 
intensifying, and trust in governments and financial institutions remains fragile. 
 
The scenario analysis in Section 6 highlighted three possible trajectories. A baseline continuity 
path implies gradual erosion of resilience, while a fragmentation shock could unleash systemic 
crises with global contagion. By contrast, a resilience and reform trajectory shows that inclusive 
fiscal policy, robust financial buffers, and renewed institutional credibility can mitigate risks and 
build resilience. 
 
Policy implications are therefore clear: inequality and social fragmentation are not peripheral 
issues but central to financial stability. Governments, central banks, regulators, and 
international institutions must integrate social dynamics into macro-financial analysis and risk 
frameworks. Addressing these challenges early can reduce the likelihood of systemic 
breakdowns and increase the chances of steering economies toward stability and resilience. 
 
Ultimately, the lesson of this report is that financial stability cannot be secured by technical 
measures alone. It rests on the foundations of social cohesion, inclusive growth, and credible 
institutions. In an age of rising inequality, polarization, and mistrust, the resilience of the global 
financial system will depend on whether policymakers and market participants recognize these 
pressures as central to stability and act decisively to address them. 
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10. Appendices 
 
The appendices provide supporting material that complements the core analysis of this report. 
They document the methodology and data sources used, clarify technical terms and acronyms, 
and map each exhibit to its primary references. Together, these annexes ensure transparency, 
facilitate further research by readers, and reinforce the analytical rigor of the report. 
 
A. Methodology and Data Sources 
 
This appendix outlines the methodological approach underpinning the report, including the 
conceptual framework, case study selection, data sources, and scenario design. 
 
This report integrates conceptual analysis, historical evidence, and contemporary data to 
assess the financial stability risks arising from inequality, polarization, and eroding trust. The 
methodology follows a structured sequence of conceptual framing, case study analysis, 
empirical review, and scenario-based stress pathways. 
 
A.1 Conceptual Framework 
 
The analytical foundation builds on established literature in economics, political science, and 
finance. Seminal contributions include: 

• Inequality and distributional dynamics: Kuznets (1955), Piketty (2014), Stiglitz (2012). 

• Polarization and fiscal/institutional fragility: Alesina and Rodrik (1994), Persson and 
Tabellini (2000). 

• Trust and social capital: Putnam (1993), Fukuyama (1995), Knack and Keefer (1997). 

• Banking fragility and institutional design: Calomiris and Haber (2014), Kindleberger and 
Aliber (2011). 

This framework is synthesized in Figure 3, which maps the channels through which social risks 
translate into fiscal stress, banking fragility, and institutional breakdown. 



 
 

BANK & FINANCE 28 

 

A.2 Historical Case Study Method 
 
Historical analysis provides a qualitative basis for understanding how social fragmentation has 
triggered financial instability in different contexts. 

• Cases were selected to reflect diverse geographies, time periods, and income levels, 
ranging from the French Revolution (1789) to Lebanon’s ongoing crisis (2019–present). 

• Each case was summarized in a Box (Section 3), based on secondary literature, 
including academic studies (e.g., Eichengreen and Sargent, 2013; Damill et al., 2005) 
and policy reports (e.g., World Bank, IMF). 

• The chronology was aligned with the timeline visual (Figure 4) to ensure consistency and 
comparative perspective. 

 
A.3 Empirical Data Sources 
 
Contemporary evidence was drawn from a combination of cross-country databases and 
institutional reports: 

• Income and wealth inequality: World Inequality Database (WID, 2023), Oxfam (2022, 
2023), World Bank (2022, 2023). 

• Trust indicators: OECD (2022), Edelman Trust Barometer (2023), Gallup (2022). 

• Fiscal and debt metrics: IMF (2020, 2023), World Bank (2022, 2023), Fitch Ratings 
(2023). 

• Financial fragility indicators: BIS (2021), FSB (2022). 
These were consolidated into Table 1 (Global Trends), Figure 5 (Inequality vs Trust 
Scatterplot), and Tables 2–4 (Transmission Mechanisms and Heatmaps). 

 
A.3.1 Methodology for Tables 4a and 4b (Heatmaps) 
 
Tables 4a and 4b present heatmaps of vulnerabilities across three transmission channels—
fiscal stress, banking fragility, and institutional breakdown—for selected regions and countries. 
The scores shown (on a 1–5 scale) are not raw data points but synthetic indicators derived from 
a structured assessment combining quantitative metrics and qualitative judgments: 

• Fiscal Stress: Based on sovereign debt levels, debt-service ratios, and frequency of fiscal 
brinkmanship or defaults. Sources: IMF (2020, 2023), World Bank (2022, 2023), Fitch 
(2023). 

• Banking Fragility: Assessed using credit-to-GDP gaps, dollarization levels, capital flight 
episodes, and market volatility. Sources: BIS (2021), World Bank (2022), IMF (2023). 

• Institutional Breakdown: Scored according to trust surveys, political risk indicators, and 
institutional independence (e.g., central bank credibility). Sources: OECD (2022), 
Edelman Trust Barometer (2023), Worldwide Governance Indicators. 
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For Table 4a (by region), country-level scores were averaged to provide regional profiles. For 
Table 4b (by country), illustrative cases were selected to capture a diversity of advanced, 
emerging, and low-income economies. 
 
The purpose of these heatmaps is comparative and illustrative: they highlight structural 
vulnerabilities and relative differences across groups, rather than precise quantitative 
measurements. 
 
A.4 Scenario and Stress Pathway Analysis 
 
The scenario framework (Section 6) was developed through structured qualitative analysis 
informed by historical precedent and contemporary trends. 

• Baseline continuity reflects incremental erosion of resilience. 

• Fragmentation shock extrapolates from cases such as Argentina (2001) and Greece 
(2010–15). 

• Resilience and reform draws on examples where inclusive policies and institutional 
renewal strengthened financial buffers. 

These were formalized in Figure 7 (Stress Pathways) to illustrate alternative trajectories. 

 
A.5 Limitations 
 
The analysis has several limitations: 

• Cross-country trust and inequality data are not fully standardized, with variation across 
sources. 

• Case study evidence is qualitative and cannot capture all contextual nuances. 

• Scenario analysis is illustrative, designed to map plausible pathways rather than 
generate probabilistic forecasts. 

Despite these limitations, the integrated methodology provides a robust framework to analyze 
the financial stability risks of inequality and social fragmentation, combining conceptual depth 
with empirical evidence. 
 
 
B. Glossary of Terms 
 
This appendix provides definitions of key concepts and a list of acronyms used throughout the 
report, ensuring clarity and accessibility for a diverse readership. 
 
Collective Action Clause (CAC): A provision in sovereign bond contracts that enables a qualified 
majority of bondholders to agree to a restructuring, binding all holders to the terms. 
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Fiscal Brinkmanship: Political standoffs over fiscal policy or debt ceilings that create 
uncertainty and can undermine financial markets. 
 
Financial Fragility: A condition in which financial institutions and markets are vulnerable to 
shocks due to weak balance sheets, inadequate buffers, or loss of confidence. 
 
Inequality: The uneven distribution of income and wealth across a society; persistent inequality 
can undermine demand, fiscal space, and social cohesion. 
 
Institutional Trust: The confidence of citizens in public institutions such as governments, central 
banks, and regulators, which underpins the credibility of policy and financial stability. 
 
Polarization: The deepening division of political or social groups that reduces consensus on 
policy decisions, raising volatility and systemic risks. 
 
Resilience (Financial): The capacity of financial systems to absorb shocks, maintain core 
functions, and support recovery. 
 
Social Fragmentation: The breakdown of consensus and cooperation within a society, often 
manifesting in political instability, unrest, and weakened institutions. 
 
State-Contingent Debt Instruments (SCDIs): Debt securities whose repayment terms are linked 
to a country’s economic performance, helping to reduce default risk in downturns. 
 
Systemic Risk: The risk of collapse of an entire financial system due to the failure of 
interconnected institutions or the amplification of social, fiscal, or market shocks. 
 
 
C. Source–Exhibit Matrix 
This appendix maps each figure, table, and box in the report to its primary sources, ensuring 
transparency and facilitating further reference. 
 

Exhibit Title Section Primary Sources 

Figure 1 Key Highlights of the 
Report 

Executive 
Summary 

Piketty (2014); WID (2023); Oxfam (2022, 2023); 
Alesina and Rodrik (1994); Persson and Tabellini 
(2000); Putnam (1993); Fukuyama (1995); Knack 
and Keefer (1997); Collier and Hoeffler (2004); 
Calomiris and Haber (2014); IMF (2020, 2023); 
OECD (2022). 

Figure 2 Report Roadmap Executive 
Summary Bank & Finance. 
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Table 1 
Global Trends in 
Inequality, Polarization, 
and Trust (1980–2023) 

Section 1 
Piketty (2014); WID (2023); Oxfam (2022, 2023); 
World Bank (2022); IMF (2020); OECD (2022); 
Edelman Trust Barometer (2023); Gallup (2022). 

Figure 3 

Conceptual Channels 
Linking Inequality, 
Polarization, and 
Eroding Trust to 
Financial Stability Risks 

Section 2 

Kuznets (1955); Piketty (2014); Stiglitz (2012); 
Alesina and Rodrik (1994); Persson and Tabellini 
(2000); Putnam (1993); Fukuyama (1995); Knack 
and Keefer (1997); Collier and Hoeffler (2004); 
Calomiris and Haber (2014); Reinhart and 
Rogoff (2009); Kindleberger and Aliber (2011); 
Acemoglu and Robinson (2012); IMF (2020); 
OECD (2022); BIS (2021); FSB (2022). 

Box 1 
Inequality and Fiscal 
Collapse: The French 
Revolution (1789) 

Section 3 Sutherland (2003); Eichengreen and Sargent 
(2013). 

Box 2 Polarization and Capital 
Flight: Chile (1973) Section 3 Edwards and Edwards (1987); Valdés (1995). 

Box 3 

Inequality, Violence, 
and Currency Crisis: 
Mexico’s “Tequila 
Crisis” (1994–1995) 

Section 3 Lustig (1998); Gil-Díaz (1998). 

Box 4 
Trust and Sovereign 
Default: Argentina 
(2001) 

Section 3 Damill, Frenkel and Rapetti (2005). 

Box 5 
Inequality, Austerity, 
and Crisis: Greece 
(2010–2015) 

Section 3 Featherstone (2011); Ardagna and Caselli 
(2014). 

Box 6 

Polarization in 
Advanced Economies: 
U.S. Debt Ceiling Crises 
(2011–2023) 

Section 3 GAO (2012); Fitch Ratings (2023). 

Box 7 
Trust and Banking 
Collapse: Lebanon 
(2019–present) 

Section 3 World Bank (2021); IMF (2022). 

Figure 4 

Timeline of Historical 
Cases Linking Social 
Fragmentation to 
Financial Crises 

Section 3 Sources from Boxes 1–7. 

Figure 5 
Contemporary Global 
Landscape of Inequality 
and Trust 

Section 4 
WID (2023); Oxfam (2022, 2023); OECD (2022); 
Edelman Trust Barometer (2023); World Bank 
(2022); IMF (2020). 

Table 2 

Transmission 
Mechanisms of 
Inequality, Polarization, 
and Eroding Trust into 
Financial Systems 
(2020s) 

Section 5 IMF (2023); World Bank (2022); OECD (2022); 
BIS (2021); Fitch (2023). 
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Figure 6 
Comparative 
Vulnerabilities Across 
Transmission Channels 

Section 5 IMF (2023); World Bank (2022); OECD (2022); 
BIS (2021); Fitch (2023). 

Table 3 
Illustrative Recent 
Cases of Transmission 
Mechanisms (2020s) 

Section 5 IMF (2020, 2023); World Bank (2022, 2023); 
OECD (2022); Fitch (2023). 

Table 4a 
Heatmap of 
Transmission 
Mechanisms by Region 

Section 5 IMF (2020, 2023); World Bank (2022, 2023); 
OECD (2022); Fitch (2023). 

Table 4b 

Heatmap of 
Transmission 
Mechanisms by 
Country 

Section 5 IMF (2020, 2023); World Bank (2022, 2023); 
OECD (2022); Fitch (2023). 

Figure 7 
Stress Pathways from 
Social Fragmentation to 
Financial Instability 

Section 6 
IMF (2020, 2023); World Bank (2022, 2023); 
OECD (2022); BIS (2021); Fitch (2023); historical 
cases in Section 3. 

Table 5 
Policy Levers Across 
Scenarios of Social 
Fragmentation 

Section 7 IMF (2020, 2023); World Bank (2022, 2023); 
OECD (2022); BIS (2021); FSB (2022). 

Figure 8 
Policy Framework for 
Navigating Social 
Fragmentation Risks 

Section 7 
Bank & Finance, based on IMF (2020, 2023); 
World Bank (2022, 2023); OECD (2022); BIS 
(2021); FSB (2022). 

 


