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Outline
 Evolving global macro-financial and policy environment

 2023 failure of SVB and Credit Suisse
 Trend increase in geopolitical risk, industrial policy, trade policy 

uncertainty and supply chain stress
- Merit for regional trade and banking integration?

 Growing fiscal sustainability concerns
 Banks’ linkages with NBFIs and challenges for banks from NBFIs
 Technology such as AI and regulation/supervision

 Implications for financial regulation and supervision
 Strong and modern supervision needs to complement bank regulation

- Mandates/legal authority, culture/accountability, people/expertise 
 Need to understand the implications of geopolitical risk, industrial 

policy, trade policy uncertainty, supply chain reconfiguration and fiscal 
concerns on credit, market, liquidity risk and the regulation and 
supervision of financial institutions

 Growing competition with NBFIs requires same risk, same regulation.
 Adapting RegTech and SupTech to AI development
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• Prevalence of zombie firms domestically depresses overall firm performance, crowds out healthy firms, 
and depresses inflation and GDP growth in Asian EMEs (Hofmann, Liu and Shim (2026)).

• The macroeconomic effects of zombie firms extend across borders: exposure to zombie firms in Asian 
EMEs significantly reduces inflation and growth in advanced economies. 

• These spillover effects operate mainly through GVCs and an intermediate goods import price channel.
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Over the past decade, rising geopolitical tensions have tempered the pace of global integration, 
while regional trade and banking linkages have gained increasing importance, particularly in 
emerging Asia and Latin America, which show the growing relevance of regional integration as a 
complementary force to global integration. 
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• Direct cross-border credit (credit to non-banks), which is about half of cross-border credit to EME borrowers, 
can be related to trade credit or the financing of working capital to support integrated supply chains. 

• The other half is indirect (interbank) cross-border credit, an important source of funding for local banks. 
• The regional share of cross-border banking is highest in emerging Asia at about 60%. 
• Hong Kong SAR and Singapore play a key role as regional financial centres (Remolona and Shim (2015)). 

By contrast, in LatAm and CEE, the proximate major AEs (Canada/US, large EA economies) are key providers. 
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• A deeper mode of banking integration is presence of foreign banks as subsidiaries funded by local deposits. 
Subsidiaries of foreign banks may deepen the local banking market and induce more competition. 

• The presence of regional (foreign) banks, however, appears to be more limited in EMEs, except in EM Asia. 
• In Latin America, there are signs of regionalisation in some countries. For instance, Brazilian banks are active 

via local subsidiaries in Chile and Colombia.

• As of September 2025, 30 
banks operated in Colombia 
including 10 foreign bank 
subsidiaries (25.6% of banking 
system assets). 

• As of June 2025, 6 Colombian 
banks (including 2 foreign 
banks) had 15+ foreign bank 
subsidiaries with total assets of 
USD 32+ bil, representing 12% 
of the consolidated assets of 
Colombian credit institutions 
(CIs). They are in Central 
America (Costa Rica, El 
Salvador, Guatemala, 
Honduras, Panama (USD 16+ bil)), 
the Caribbean (Barbados, 
Cayman Islands, Puerto Rico) 
and South America (Paraguay, 
Peru). 
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• The buildup in global debt is set to accelerate as 
governments and corporates compete to boost 
growth and secure their positions in an economy 
reshaped by structural changes. 

• Spending on healthcare, energy security, AI and IT, 
and defense - the “HEAD supercycle”- is driving 
demand for capital. 

• These sectors are projected to account for $25 tril 
in 2026, equivalent to one-fifth of global output. 

• Public pension spending is another key 
vulnerability. 

• Aging populations are pushing pension costs 
steadily higher, creating large contingent liabilities 
for sovereigns. 

• Yet pension reform remains politically sensitive, 
making it difficult for policymakers even to 
acknowledge or address the challenge.
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Bank-NBFI nexus
 Channels of linkages between banks and NBFIs in the domestic context

 Banks lend to NBFIs: either multiple NBFIs rely on one bank or multiple 
banks lend to one NBFI

 Banks help NBFIs (eg MMFs) place spare cash and provide credit lines
 Banks provide clearing services to NBFIs in centrally cleared markets and 

thus are subject to risks when NBFIs fail to meet margin calls.
 Banks operate as market-makers, facilitating market trading by NBFIs.
 Banks provide guarantees and other forms of security to NBFIs.
 Some NBFIs are owned by banks, so can create risks when NBFIs fail.

 Bank-NBFI nexus in the cross-border context
 Large international banks’ cross-border claims on and cross-border 

liabilities to NBFIs have increased substantially over the past years, 
especially when it comes to claims in US dollars

- This bank-NBFI nexus can even have impacts on the real sector. 
- For example, in early 2020 due to Covid, dollar funding from NBFIs to 

banks dried up, which squeezed bank lending to the real economy.
 Important to note that stress in NBFIs affect large global banks, which are 

also major providers of FX loans and dealers in FX derivatives markets.
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AI adoption in financial sector and fin stability implications
 AI adoption differs across institutions, functions and jurisdictions. 

 Banks have moved faster in back-office functions but remain more cautious in 
front-office applications. 

 Payment service providers have been using AI in customer-facing functions 
such as KYC and behavioural risk analytics. 

 Insurers are moving from rule-based systems to more AI-driven claims 
handling and underwriting. 

 In capital markets, trading firms and asset managers have used machine 
learning for some time, but frontier models may bring about deeper changes. 

 Adoption across jurisdictions depends on differences in AI readiness, access to 
frontier models, the availability of supporting infrastructure (eg data centres). 

 AI adoption can pose operational challenges and risks to financial institutions.
 Third party dependency
 Cyber risk
 Competition between large and small banks
 AI-driven credit underwriting could change how lenders screen borrowers and 

manage credit risk, especially for borrowers with limited credit histories
 The use of frontier models in trading and asset management is likely to have 

profound consequences for financial markets and asset prices.
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Implications for financial regulation and supervision
 Strong/modern supervision

 Strong supervision: mandate, independence, powers, determined to act, 
accountability

 Modern supervision: capable people, information/data, technology, 
expertise, acting intelligently

 Follow-up actions by the Fed on SVB etc and by the SNB on Credit Suisse
- TBTF, crisis preparedness, central bank liquidity, supervisory culture, …

 Growing competition and linkages with NBFIs
 Banks are linked to NBFIs in various aspects
 Banks compete with NBFIs

- Corporate bond funds, money market funds, private credit funds and 
CLOs (often controlled by PE firms), payment fintechs, stablecoins, etc 

 NBFIs take credit, liquidity, market risks but subject to less stringent 
regulation and are often subject to less burdensome AML requirements

 Same risk, same regulation (“congruent/equivalent regulation”) for NBFIs 
 More focus on financial intermediation by activity type (function) and the 

implications for systemic risk than an institution-based approach
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Implications for financial regulation and supervision (cont’d)
 Implications of geopolitical risk, industrial policy, trade policy uncertainty, 

supply chain reconfiguration and fiscal concerns
 Geopolitical tensions (eg sanctions) affect bank business, reputation risk
 Industrial policy pressures banks to evergreen loans to zombie firms
 Trade policy uncertainty discourages corporate investment, while higher 

tariffs at importing countries reduce firm exports and profits, lowers ICR 
and increase NPLs.

 Supply chain stress and reconfiguration put pressures on corporate 
profits and also changes banks’ provision of trade credit and other loans

 More volatile government bond markets due to rising fiscal risk may 
increase pressure on the central bank and the financial system to support 
government finance

 Higher bond yields are likely to increase credit risk and market risk
 National political agenda may affect international regulatory cooperation
 From central banks’ point of view, key potential risks/challenges are 

fiscal, financial and (increasingly) geopolitical dominance
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Recent discussions on macroprudential policy on NBFIs
 Recent considerations for macroprudential policies on NBFIs

 EU: EC consultation paper on “Assessing the adequacy of macroprudential 
policies for non-bank fin intermediation”, May 2024

 UK: BOE “Contingent NBFI Repo Facility”, Market Notice Jan 2025
- gilt market focus; pricing; scope (insurance companies, pension funds, 

LDIs); collateral (gilts); haircuts
 IE: Central Bank of Ireland (CBI) Discussion Paper “An approach to 

macroprudential policy for investment funds”, July 2024
- CBI adopted a leverage limit for Irish property funds in 2022
- CBI and CSSF (Luxembourg market authority) adopted a yield buffer 

to mitigate leverage of GBP-denominated LDI funds
 Canada: Bank of Canada’s “Contingent Term Repo Facility” to respond to 

extraordinary/severe market-wide liquidity stress; first activated in 2020
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AI’s potential impacts on financial regulation/supervision
 AI is likely to shift banking regulation and supervision from periodic, human-

led reviews to real-time, data-driven and continuous monitoring.
 Shift to real-time supervision (SupTech)

 Continuous monitoring
 Natural language processing: use AI to query databases and conduct 

legal consistency check before introducing a new rule (Bank of Mexico)
 Automated anomaly detection
 Supervision of payment irregularities

 Evolution of financial institutions’ regulatory compliance (RegTech)
 Automated reporting
 Dynamic compliance (eg initial LTV vs current LTV)
 Standardised taxonomies/definitions

 Addressing new systemic and governance risks
 Agentic AI behaviour (herding and collusion among AI agents in financial 

market trading, agentic AI-driven deposit shift & narrower NIM, etc)
 The black-box problem: how to limit/control AI actions
 Third-party dependencies of financial institutions and supervisors
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