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„The financial sector is, in many ways, the brain of a modern 
economy. When it functions well, it allocates resources and risk 
effectively and thereby boosts economic growth. (…) It works for 
all of us. Of course, when it works poorly, as has done recently, it 
can do enormous damage while benefitting a very few.“ 

 
R. G. Rajan (Fault Lines, 2010) 



      

     1. Legacies of the systemic financial crisis 

     2. Towards a more resilient financial system?        

 (Regulation; Innovation)  
     3. The low-rate world  

     4. New macro-prudential policy tools  

 

     5. Conclusions 



1. LEGACIES OF SYSTEMIC FINANCIAL CRISES 



Costs of Financial Crisis (2008) in 
Western Economies 

Source: BIS 2015 



Financial Sector Support 
Selected Advanced Economies  

Percent of 2014 GDP  

Source: IMF 



2. FINANCIAL REGULATION 
    REGULATION ARBITRAGE 
    FINANCIAL INNOVATION    



The „Macro-financial System of 
Systems“ 

Quelle: Haldane, A.: On microscopes and telescopes; Bank of England 2015 



G20 Action Plan on Financial Markets 
(Washington, November 15, 2008) 

• Strengthening Transparency and Accountability 
• Enhancing Sound Regulation 

 
 „…ensure that all financial markets, products and 
 participants are regulated or subject to oversight, as 
 appropriate to their circumstances.“ 

 
• Prudential Oversight 
• Risk Management 
• Promoting Integrity in Financial Markets 
• Reinforcing International Cooperation 
• Reforming Internatioanl Financial Institutions 



• 16. …. Where reckless behavior and a lack of 
responsibility led to crisis, we will not allow a return 
to banking as usual.  
 

• 17.  ….to raise capital standards,  

• to implement strong international compensation standards 
aimed at ending practices that lead to excessive risk-taking,  

• to improve the over-the-counter derivatives market and  
• to create more powerful tools to hold large global firms to 

account for the risks they take.  
• Standards for large global financial firms should be 

commensurate with the cost of their failure.  
• For all these reforms, we have set for ourselves strict and precise 

timetables.  

 

G20-Declaration Pittsburgh 2009 



State Aid Bank Support Cases 
(other than guarantees) 

Source: Bruegel Brussels 
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Bank Failures 



Non-Performing Loans 
 

 

Sources: Bankscope, EBA, ECB, IMF Staff 

 bn Euro 

End 2015 



Stilized changes of the capital buffer over 
the credit cycle 

Quelle: ESRB Handbook 2015 



Capital Requirements  
Basel III/CRD/CRR 



 Too big to…  
    … fail 
    … save 
               (… jail) 
 
„The problem is not that banks are too big to fail. The 
problem is that they fail!“ 
(Larry Summers) 
 

„A bank that is too big to fail is too big.“ 
(Alan Meltzer) 

G-SIBs – G-SIIs:  
Size and Interconnectedness 



“The “shadow banking system” can broadly be 
described as “credit intermediation involving 

entities and activities (fully or partially) outside 
the regular banking system” or non-bank 

credit intermediation in short.“ 

 
FSB, November 2015 



Shaddow Banking System 
Stilized Overview 



Share of Bank and Non-bank Financing 
(in total non-financial corporation financing in US and EA) 

IMF Financial Stability Report, October 2016 



FinTech …. and its … 

Source: World Economic Forum 2015 



… Implications (I) 



…. Implications (II) 

Source: World Economic Forum 2015 



4. THE LOW-RATE WORLD 



Policy Rates in Major Regions 



Source: ECB, Federal Reserve, Bank of England, Bank of Japan 

Last observation: 15 April 2015 

Note: Since September 2014, the Bank of England publishes the figures of balance sheet total assets on a quarterly basis with a five-quarter lag. Provisional figures 

are computed by  assuming constant the information relative to the temporary liquidity assistance, which was discontinued on financial stability grounds. 

Central Banks’ Balance Sheets 



Record Low Interest Rates and Yields 
(in percent; a historical perspective) 

  BIS Annual Report 2016 



Average Remuneration of  
Central Bank Liabilities 

Source: BIS Annual Report 2016 



Share of Sovereign Bond Markets with 
Negative Rates 

6 

Source: IMF October 2016 



Policy Rate Expectations  
(End-2020; Percent) 



„Unintended Consequences“ (I) 

• Zero/negative policy rates and a wash of liquidity 
for too long generate distorting effects in the 
medium to longer term: 

 

 - Financial stability risks  

 - capital is being misallocated and  

  - moral hazard enhanced 



• Reduces the incentive for balance sheet adjustment       
(„Zombie“- companies and -banks)  
 

• Pressure on governments to take resolute action (fiscal, 

structural) has eased (moral hazard) 

 

• Sowing seeds of new market exaggeration and crises  
     (i.a. search for yield; underpricing of risk) 

 

• Traditional business models and financial instruments 
challenged 
 

• International spillovers 

 „Unintended Consequences“ (ii) 



NIRP and QE an act of desperation? 

 
• Risk of cash hoarding: implications for functioning of 

market economy 

• Banks‘ interest margins squeezed 

• Banks may shift from reserves to cash and/or 
restraining credit (counterproductive) 

• Incentive to take excessive risk/search for yield 

• Negative income effect 

 

Possible NIRP-Effects 



EA-Banks‘ Income Structure 

                         ECB Financial Stability Review, 2016 



ECB Operations …. 

• OMT – Outright Monetary Transactions 

 

• QE – (APP = PSPP, CBPP, ABSPP, CSPP) 

    in combination with NIRP 

 

     -  Inappropriate 

- Ineffective 

- Outside the Mandate (Transactions) 

 

 



4. NEW MACRO-PRUDENTIAL 
 POLICY TOOLS 



Macroprudential Policy Tools 



5. Conclusions 
Brave New World for Finance?  

Regulation, regulation arbitrage, innovation and ultra-lose monetary 
policy will not lead to transitory changes in the financial system only. 
 
• The financial stability risks (another financial crisis) have increased 

 
• The current regime will have far-reaching economic and social 

consequences as markets are distorted by central bank 
interventions and as the interest rate has lost its signalling and 
steering function in the economy 

  
• It will have consequences i.a. for economic performance, the 

savings behaviour and the financing of the pension systems. 
 

Is this the „new normal“? 


