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PREFACE

Globalization has made Western economies and financial systems domi-
nant worldwide. The financial sector has changed considerably due to the
advent of new intermediaries and financial instruments and the growing
globalization of financial markets. Nevertheless, the recent global financial
crisis (GFC) has demonstrated the need to transform the global finan-
cial market along the Western-centric line. Several challenges developing
regions encounter in this regard. These are deteriorating financial mar-
ket imbalances, inflows of foreign direct investment (FDI), and increased
exposure to financial volatility.

This book is a product of the current uncertainty that has been affect-
ing the global financial markets over the past few decades. Those in charge
of global capital flows continually face two closely related forces: the rapid
transfer of financial power to Asia and the abrupt fluctuations in global
capital flows.

These tendencies are not simple statistics; they represent profound
changes in the world economy that significantly affect business, politics,
and society. The emergence of Asian financial hubs, the maturation of
international financial markets, and their growing impact on international
transactions have become so important that they are being closely mon-
itored. However, the driving force behind writing the book is growth
rather than crisis. The global financial system is caught in an endless
cycle of instability, and the impact of major players and institutions on it
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is becoming increasingly influential. The world’s major financial centers,
which are responsible for distributing international capital, are also con-
tributing to systemic problems.

The GFC and the COVID-19 pandemic are events that cannot be for-
gotten. Instead of establishing new financial powers, they strengthened
the trends. This crisis exposed structural vulnerabilities and resilience in
the international financial markets, making them more competitive. The
researchers are interested in finding answers to this crisis by studying how
it can both increase prices and influence the Asian market by altering the
global financial system, as well as what it implies for the future of finan-
cial centers, capital markets, and the world economy. We believe that this
book will be of value to academia, financial market practitioners, and all
individuals who want to understand the forces that have transformed the
world financial system as we know it.

The book outlines four key insights for academic literature. First, it
examines global financial developments since the onset of the COVID-
19 pandemic. In fact, this study includes data through 2023-2024 and
examines the pandemic transition strategy alongside the interest rate
cycle, unlike the 2019 and 2020 studies. Second, it explores the “global
financial cycle,” highlighting regional variations, especially in Asia, where
demand for Chinese corporate bonds grows independently of the US
business cycle. Third, it offers systematic cross-regional quantification of
market depth, efficiency, and resilience, demonstrating that the quality of
financial integration differs more than its quantity. Fourth, it argues that
these trends will influence the China-US relationship, especially regarding
whether China seeks to replace the US, which affects how the emerging
duopoly—accounting for 55.6% of total income—will coexist. This will be
more complex than existing dominance or crowding-out models.

I wish to give my heartfelt thanks to Tula Weis, senior editor at Pal-
grave Macmillan New York, who played a critical part in the publishing
of the book. Nevertheless, her professionalism is not only alive but also
inspirational. I also wish to thank the anonymous reviewers whose positive
remarks, knowledge, and ideas significantly enriched this book.

Sarajevo, Bosnia and Herzegovina, 11 June 2026 Mehmed Gani¢
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CHAPTER 1

Introduction

Abstract When severe financial crises occur, they do not simply create
new financial hierarchies. On the contrary, crises reinforce existing trends,
expose structural weaknesses, and alter the existing level of global compe-
tition. This book demonstrates three key changes in the financial sphere.
First, the US—China duopoly and the multipolar financial system; second,
the growth of debt markets relative to banks; and third, the contrast be-
tween the strength of the Asia-Pacific region and the weakness of Europe.

Keywords Competitive dynamics in finance e financial globalization
Structural change in global finance ® Regulatory convergence ® and
IFCs’ resilience and adaptation

Financial globalization, which began with the collapse of the Bretton
Woods system in 1973, has undergone several phases. These included the
expansion of the Eurodollar market in the 1970s, the rapid liberalization
in the 1980s, the market-wide crisis in the 1990s, and the rule changes
after 2008. The conditions for structural change and contingencies were
developed in each phase. Although not a new trend, the GFC marked the
collapse of the Western-centric banking model that had existed since the
1980s (Lane, 2012). In recent decades, the expansion of corporate debt

© The Author(s), under exclusive license to Springer Nature 1
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and growth in emerging markets have been aided by low interest rates
and quantitative easing, policy responses to the crisis. The consequences
of the COVID-19 pandemic in 2020-2021 were largely the same. It did
not bring about a new trend in digital finance, bank bailouts, or monetary
stimulus; on the contrary, it set that trend in motion. It also caused divi-
sions across regional markets, reinforced the technology sector’s dom-
inance (as evident in the US market), and contributed to the contrast
between stagnation in Europe and resilience in Asia.

The book seeks to analyze this phenomenon, identify stable and unsta-
ble structures, and explore how the dynamics of global financial mar-
kets are evolving.

This book’s main idea is that major financial crises, such as the 2008
global financial meltdown and the COVID-19 pandemic, do not establish
new financial hierarchies. Instead, they speed up existing trends, expose
structural flaws, provide both stability and flexibility, and continuously
reshape competition in global finance.

It is possible to draw three conclusions from this book:

To begin with, the distribution of financial power in the Asia-Pacific
region is a major contributor to the development of capitalism, trade, and
financial integration and growth. This can be attributed to the US-EU-
Japan financial triangle having shifted into a US-China duopoly. It is not
separation but diversification: old centers retain their dominance, whereas
new centers are open to movement and progress.

The other problem is that sustainability is relatively new, and it entails
associated requirements. A critical evaluation across all chapters indicates
that diversity and structure are less significant than depth. In contrast to
markets that depend on a single instrument, the ability to access diverse
sources of financing, e.g., sovereign debt, bonds, direct investors, and
companies, makes them more resilient to adverse impacts. Following the
GFC, the system relied on banks, and the COVID-19 pandemic increased
demand and exacerbated geopolitical conflict for Ukraine. Third, com-
petitive dynamics have fundamentally changed, where several common
determinants, such as regulatory flexibility, technological advancement,
geopolitical stability, and market depth, determine the attractiveness of
capital flows. For example, IFCs that guarantee wealth, predictability, flex-
ibility, and stability are likely to be useful in the next decade. This is why
San Francisco is surging, Tokyo is falling, Paris is booming, and London
is stagnating. It also discusses the reasons Singapore has consolidated its
position despite Hong Kong’s political instability.
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This book explores this issue and builds upon the previous research in
at least five ways to solve this problem:

The initial one is to expand the discussion of IFCs (Cassis & Wojcik,
2018). As demonstrated in this book, although past studies have indicated
that financial institutions are unusually resilient in the face of crises, this
study finds that resilience is merely a cover for structural issues. We conclude
that IFCs have survived due to their regulatory flexibility, adaptability to
technological change, and geopolitical positioning. That is why basic rank-
ings will no longer reflect the entire diversity of rivalry in financial centers.

Second, it assesses the existing balance of power between the US and
China, which generates a persistent debate over the world’s power cast-
ers (Farrell & Newman, 2019; Starrs, 2019; Winecoft, 2020; Li, 2025).
Although there is ongoing debate among researchers about China’s inter-
est in maintaining US dominance, data on fixed-income securities show
that China and the US together hold 55.6% of the world’s outstanding
fixed-income securities (2023), up from 40.9% five years earlier. This trend
signifies diversification rather than displacement: the historical centers of
power remain influential, while emerging players gain strength.

Third, the book re-examines the relevance of the debate initiated by
Lane and Milesi-Ferretti (2001) on financial integration. Several recent
studies, building on Lane and Milesi-Ferretti (2001), have re-examined
the drivers and outcomes of financial integration in Europe. Empirical
analyses by Gani¢ (2020, 2021) provide new evidence on its structural
determinants and distributional implications in post-transition and
advanced European economies. The focus has been on questions about
how effective financial integration has been achieved. As the book argues,
the quality of financial integration is more important than its extent.

Fourth, regulatory harmonization has advantages (Lall, 2009), as the
Basel framework secks to establish common standards across jurisdictions.
However, our research on the implementation of Basel II and Basel III
across 100 countries shows large differences: the adoption rate is 18.2% in
East Asia and the Pacific, compared to about 10% in Sub-Saharan Africa,
Latin America, and the Caribbean. Results suggest that regulatory arbi-
trage remains an important part of the global financial system.

Fifth, our research shows that there are differences in the global finan-
cial cycle (Rey, 2013; Coimbra & Rey, 2017). Although the literature
emphasizes that the global cycle drives capital flows, our analysis notes a
high level of regional fragmentation. The Chinese corporate bond market
no longer relies on the US cycle, and its beta coefficient has fallen to 0.28.
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This suggests that in some cases, regional financial connectivity can reduce
the market’s exposure to global shocks.

In this book, we explore four key ideas that will help us better understand
analysis in the following chapters. These ideas—rebalancing, resilience, com-
petitive dynamics, and the role of crises as catalysts—form the foundation for
understanding future structural changes in global finance. Each of these con-
cepts encompasses specific changes taking place in global financial markets.

First, rebalancing: our international financial system is currently under-
going a significant structural crisis, which particularly affects major players
such as the US, the European Union, and Japan.

Second, the resilience of a financial center or market refers to the abil-
ity to maintain competitive advantage and core functions during systemic
shocks, as measured by GFCI stability, liquidity, and rapid recovery.

Third, competitive dynamics in assessing capital attractiveness include
regulatory depth, technological advancement, geopolitical stability,
and market size.

Fourth, regarding the catalysts of crises, the core idea is that severe
economic shocks do not create new systems. Instead, they tend to simplify
existing ones, expose vulnerabilities, and encourage their adaptability.

The book divides these issues into a few interrelated parts. Chapter 2
examines IFC’s competitive advantages, building on the situational analy-
sis in Chapter 3. Chapter 3 examines the development of global capital
flows and financial integration in different regions from 2000 to 2023.
Attention is paid to the structure of external assets and liabilities, as well
as to the growing balance of payments between the United States, a net
debtor, and the Asia Pacific, a stable net creditor. The results show that the
stability of global shocks depends more on the level of financial integra-
tion than on any other factor. Chapter 4 reviews the history of the Basel
Capital Accord, provides background analyses of Basel I, II, and III, and
the proposals for Basel 1V, and highlights differences in regulatory con-
vergence across regions. Chapter 5 explores recent developments in the
global FX markets and reviews trends in currency structures, instrument
categories, and regional distribution. Chapter 6 examines the develop-
ment of corporate debt, explores the growth of bond issuance from West
to East, and analyzes regional patterns of concentration, dispersion, and
instability. Chapter 7 investigates the flexibility, efficiency, breadth, and
volatility of capital markets. Chapter 8 argues that serious financial crises
create existing hierarchies, not new ones.

In short, the book is a persuasive, analytical evaluation of developments
and transformations in the international financial system. There have
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been three key changes: the shift to multipolarity, the shift from banks
to financial markets, and the integration of regional research and schol-
arly analysis on global financial cycles, regulatory convergence, and finan-
cial market risks.
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CHAPTER 2

Global Finance in Transition:
Competing Financial Centers

Abstract This chapter considers the development of IFCs and the trans-
formation of the global financial geography by macroeconomic develop-
ments. Special focus is given to the growing power of the Asian world
and the switch in the balance between conventional Western centers and
newcomers. Also, the chapter centers on the multifaceted dynamics of in-
ternational finance in three interacting aspects, namely, the evolution and
operation of capital markets, the alteration of the competitive stance of
major financial centers, and their capacity or inability to react to the cur-
rent crisis. Data on debt market development, regional sector analysis, and
OTC foreign exchange trading will illustrate the changes.

Keywords Capital market development e International financial centers
(IFCs) o Global financial geography ® OTC foreign exchange trading
Western vs. Asian financial hubs
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2.1 INTRODUCTION

This chapter discusses the development of IFCs and the transformation of
the global financial geography by macroeconomic developments. Special
focus is given to the growing power of the Asian world and the switch in
the balance between conventional Western centers and newcomers. Also,
the chapter centers on the multifaceted dynamics of international finance
in three interacting aspects, namely, the evolution and operation of capital
markets, the alteration of the competitive stance of major financial centers,
and their capacity or inability to react to the current crisis. Data on debt
market development, regional sector analysis, and OTC foreign exchange
trading will illustrate the changes.

The global financial landscape is undergoing rapid change, with sig-
nificant redistribution of economic resources and growing competi-
tion among the world’s most influential financial centers. Cassis (2016)
argues that the transformation happens in two steps. The first is the
globalization of the economy towards developing nations, including
India and China. The second is the massive need for natural resources.
With market liberalization and technological advances, existing
International Financial Centers (IFCs) can expand and encourage the
emergence of new ones.

This chapter explores three aspects of the development of the IFC that
are interrelated in terms of crisis and support: (1) the growth of competi-
tion between old and new financial centers, (2) the structural evolution of
the debt market as a source of resilience, and (3) the unequal influence of
systemic issues, including the global financial crisis, COVID-19, and the
war in Ukraine. The following argument is that crises do not establish new
hierarchies. However, they merely simplify the state of affairs, enable the
identification of structural vulnerabilities, and enhance flexibility.

2.2 FINANCIAL STRUCTURES ACROSS REGIONS

The history of international debt issuance and the development of devel-
oped market economies were dissimilar. In the US, debt issuance is a sig-
nificant source of funding for the private sector and government. Still, it
has been observed only to expand in Canada, Japan, and most European
nations over the past few decades. The international debt issuance arrange-
ment is undergoing radical changes, with the most pronounced shifts by
region (Kose et al., 2020).
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Table 2.1 Primary and secondary sources of financing structures by region (2023)

Region Primary Financing Source Secondary Sonrce

United States  Debt Capital Markets (74.9%) Bank Lending (25.1%)

Euro Area Bank Lending operations (80.7%) Debt Capital Markets (19.3%)
Japan Bank Lending operations (84.6%) Debt Capital Markets (15.4%)
China Bank Lending operations (68.2%) Other (19.0%)

Note: Euro-area = 20 EU member states that use the euro
Source: Author’s elaboration on SIFMA fact book (2024). OECD, Federal Reserve, ECB, Bank of Japan,
National Bureau of Statistics of China; SIFMA estimates

Table 2.1 illustrates the absence of a universal model of financing struc-
tures across regions. Every economic history and institution creates its
own financial structure. Whereas the US (for example) values market effi-
ciency and direct financing, Europe and Japan place greater emphasis on
stability and long-term relationships through the banking system. China,
however, uses its banking system to monitor the government’s economic
policy, while the broader financial sector expands in parallel.

The structure of corporate financing differs across leading economies,
as shown in Table 2.1. In the US, 74.9% of financing for non-financial cor-
porations (NFCs) comes from the debt securities market (DCM), while
only 25.1% comes from bank loans. By comparison, the Eurozone, Japan,
and China have high levels of indebtedness via bank credit, at 80.7%,
84.6%, and 68.2%, respectively.

The portion of the debt securities market (DCM) in total financing is
19.3% in the euro area, 15.4% in Japan, and 12.8% in China. In China,
bank acceptances and foreign direct investment account for a large share
of financing, comprising approximately 19.0% of total financing.

Global debt markets have experienced rapid growth and structural
transformation in the last twenty-five years. For example, in 2024, the
price of debt securities rose by 8% to almost $30 trillion, up from $5.4 tril-
lion in 2000. Market growth varied and was influenced by sector-specific
and regional factors.

As shown, the United Kingdom and the United States of America
rank first as principal issuers, with outstanding debt of $3.56 trillion and
$2.48 trillion, respectively (Table 2.2). The British market is bank-based,
whereas the American market is dominated by other financial corporations,
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Table 2.2 Debt market development in leading financial centers (2024)

Financial Toral 2024 ($§ CAGR Y0Y Growth Market Primary Growth
Center Billions) (2000- (2023- Share (2024) Driver
2024) 2024)

United 2,482.90 3.40% 1.90% 8.37% Other Financial

States Corporations

United 3,562.90 7.10% 3.50% 12.01%  Banks

Kingdom

Germany 1,336.00 6.00% -1.20% 4.50% Other Fin. Corps.
& Govt.

France 1,290.00 6.60% -3.90% 4.35% Government &
NFCs

Japan 517.2 6.90% -0.70% 1.74%  Banks

Canada 1,344.50 8.10% 4.60% 4.53%  All Sectors

China 250.1 13.40% 7.90% 0.84% Broad-based
expansion

Hong Kong 326.7 10.30% -2.20% 1.10% Other Financial

SAR Corporations

India 64.9 11.50% -7.40% 0.22% Non-Financial
Corporations

South Korea 279.7 7.70% 0.10% 0.94% Banks & NFCs

Subtotal (10  11,454.90 - - 38.60% -

centers)

Other 18,209.30 - - 61.40% -

Markets

World Total ~ 29,664.20 7.60% 3.10% 100% -

Note: OFCs (financial institutions not central banks or deposit-taking banks, e.g., investment funds, in-
surance, and pension funds). NFCs (companies that produce goods/services, not financial mediation)
Source: Author’s elaboration on BIS statistics (2024 ) data

indicating the emergence of a non-bank capital market. In 2024, both
centers experienced stable growth (3.4% and 1.9%, respectively).

The rapid growth of Asian financial centers is a significant trend. China’s
compound annual growth rates (CAGR) are 10.3%, while those of Hong
Kong and India are 11.5%. India is forecast to grow by 7.4% through
2024. With a CAGR of 4.6 % through 2024, the Canadian economy con-
tinues to grow. On the other hand, due to regional trends and reduced
lending, France and Hong Kong are forecast to experience smaller declines
in 2023-2024, of -3.9% and -2.2%, respectively.
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Regional sector analysis data from BIS (2024) is shown in Fig. 2.1,
which highlights significant changes in risk and funding patterns. The debt
of OFCs (Other Financial Corporations) grew by 4.5% per year, while the
debt of banks grew by 7% per year. In contrast, borrowing from non-
financial corporations increased by only 0.4%, indicating that the financial
sector was more active than the real economy. While Asian banks contin-
ued to expand lending, tighter regulations following the global financial
crisis slowed the growth of bank debt in the West. The main financial
centers have very different market structures. For instance, OFCs hold
dominant positions in the advanced capital markets of the US and Hong
Kong, with share percentages of 50.4% and 40.8%, respectively. In con-
trast, banking systems play a larger role in the UK and Japan, accounting
for 44.8% and 57.2%, respectively. More than 57% of the Japanese market
is controlled by banks (see Fig. 2.1).

WORLD 25.60% 41.80% 14.60% |8.90%

INDIA
CHINA 17.80% 30.90% 34.00% 17.20%

SOUTH KOREA 48.00% 19.10% 29.80% 3.10%

CANADA 42.10% 21.60% 24.00% 12.40%
FRANCE 42.40% 33.20% 34.40% 0.80%
GERMANY 31.90% 37.80% 22.20% 8.00%
JAPAN 57.20% 20.50% 21.20% 1.10%)
UNITED KINGDOM 44.80% 42.10% 12.50% 0.80%
UNITED STATES 19.20% 50.40% 30.40% 0.00%
HONG KONG SAR 37.60% 40.80% 15.40% 6.10%)

M Banks m OFCs M NFCs M Government

Fig. 2.1 Sector analysis by issuer type (2024)

Note: The figure shows the distribution of large financial instruments by institu-
tion type across the major financial centers. OFCs are commonly referred to as
investment funds, insurance companies, and pension funds. NFCs (Non-Financial
Corporations) are companies that manufacture goods and services. National and
local governments must be responsible. Deposit-taking institutions are banks. The
figure might fail to capture 100 percent of the total of capital and other smaller
categories

Source: Author’s elaboration on BIS statistics (2024 ) data



12 M. GANIC

Indeed, the US market is unique, with the ratio of non-financial corpo-
rate debt (30.4%) attesting to the well-developed state of corporate bonds
and companies’ direct access to market financing. Hong Kong’s integra-
tion of robust OFC (40.8%) and banking services (37.6%) validates its
status as Asia’s largest international financial gateway (Fig. 2.1).

These balanced and diversified financial systems have been developed
in some European countries, such as Germany and France, as well as in
Canada, where the state and corporate sectors play important roles. France
has the highest share of non-financial corporate debt in Europe (34.4%),
indicating that companies rely heavily on the bond market. When we
compare Canada with other developed countries, we notice that its debt-
to-GDP ratio is 12.4%. On the other hand, in the Netherlands, banks
and financial advisory companies record significantly higher debt ratios,
at 31.9% and 37.8% respectively. Also, the projected share of the non-
financial sector is 22.2%. In addition, the growth of emerging economies,
such as India and China, plays a key role in shaping their debt structure.
The NFC accounts for the largest share of India’s debt structure (52.8%),
illustrating the strong connection between financial market development
and corporate activity. China, although buying a high proportion of NFC
debt (34%), shows a more complex, state-conditioned model, with con-
siderable representation of both the OFC market (30.9%) and the gov-
ernment (17.2%). The low proportion of traditional bank debt in both
economies reflects both the diversified nature of financing sources and
the particular, accelerated developmental process of Asian capital mar-
kets (Fig. 2.1).

Overall, there is no universal template for describing a global financial
center, as the structure of each is determined by the economy’s history,
background, and level of development. Developed countries such as the
United States have complex capital markets that include non-bank com-
panies and differ from traditional systems that manage banks. In contrast,
to stimulate real growth, companies are increasingly relying on corpo-
rate debt, as seen in emerging markets such as India (Patalano & Roulet,
2020). The functions of a global financial center vary with financial pol-
icy. However, the overall structure affects the distribution of financial
risk and the likelihood that a financial shock will be transmitted to the
entire economy.
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2.3 TuEe EvorviNnGg LANDscAPE OF IFCs

The financial services of IFCs originated in ancient trading cities of the
Roman Empire and in centers of medieval Europe, including Genoa,
Venice, and Constantinople, which had already contributed to trade by
providing financial services. London had become a significant hub by the
time of World War I, and trade and credit were dominated by private
banks and ancient institutions such as the Banco Vanco della Piazza de
Rialto (Venice, 1584) and the Amsterdam Stock Exchange (1602). IFCs
began to expand in the foreign exchange market, the European capital
market, and offshore centers, becoming centers of capital, talent, and
financial infrastructure between the 1950s and the 1980s. With the advent
of globalization and the emergence of transnational financial intermediar-
ies in the 1980s, IFCs came to the heart of global investment, banking,
and financial systems (Sidenko, 2021).

Despite the significant role that IFCs play in global economic
decision-making, their status and location remain unclear. While these
connections will help us understand the mechanisms of interaction and
transformation of IFCs (Derudder et al., 2011; Lai et al., 2020), it
remains unclear where power resides and how it is transferred across IFC
boundaries. The focus on analyzing and planning the functions of IFCs
has led to a lack of understanding of how they connect financial systems
and of the asymmetric power relations that arise from these connections
(Wojcik et al., 2022).

The competition between the United States and China is a subject
on which scholars have varied opinions. Winecoff (2020) adds that the
United States remains a critical part of global finance despite China’s rapid
growth and the increasing level of transnational relations. On the other
hand, Schindler et al. (2024 ) examine the impact of the US-China rivalry
across four major global networks: infrastructure, digital systems, manu-
facturing, and finance.

They conclude that, since most parties prefer to unite with larger pow-
ers, no single power can absolutely dominate. Starrs (2019) assumes that
China’s development occurs as a global capitalist machine, largely depen-
dent on the United States. For example, a future China will disengage
from current global problems rather than self-isolate.
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The GFC and the COVID-19 pandemic have not only destabilized and
disrupted markets but also dictated how markets operate and enabled a
new generation of leaders to assume leadership positions. To understand
the contemporary global financial market and its major players, it is neces-
sary to consider crises in terms of the factors that caused them.

Over the past decade, global financial markets have undergone signifi-
cant changes. These changes have often been triggered by extreme crises,
such as the GFC and COVID-19. They have not only caused instability
but also acted as catalysts, amplifying existing trends and forcing market
participants to react quickly to changing conditions. In addition, this is a
major transformation of market fundamentals. Traditional financial cen-
ters, including key ones, remain important. However, emerging markets
are playing an increasingly prominent role, especially in the Asia-Pacific
region, where China is becoming a global financial power. Many stud-
ies examining the development and role of Asian IFCs use this approach
(e.g., Lai, 2018; Meyer, 2018; Pan et al., 2016). IFCs in Asia often per-
form complementary functions within the IFC framework, which distin-
guishes them from other IFC structures. Karreman and Van der Knaap
(2012) found that the location of initial public offerings (IPOs) in China
shows increasing specialization and functional compatibility, which posi-
tively affects cooperation among Asian IFC networks. However, there is
also competition among the Hong Kong, Singapore, and Shanghai hubs.
This competition is explained by threats to their local advantages, poli-
cies, and organizational structures in attracting foreign companies (Jarvis,
2011). At the same time, the funding process is also shifting. For exam-
ple, as businesses increasingly issue bonds and become less dependent
on bank lending, the regulatory environment has become tougher after
each crisis; Basel III, following the GFC, is an example. Moreover, the
global corporate debt-to-GDP ratio has been steadily increasing, further
defining the market.

These alterations directly affect the nature of competition. The traditional
participants lose some of the influence they previously gained: European
banks and American bond issuers, whereas new players are becoming
increasingly active: Asian corporations and states and Middle Eastern
sovereign wealth funds. Meanwhile, emerging financial centers in cities
such as Singapore and Hong Kong are beginning to challenge the older
financial centers of power, New York and London. Lastly, crises have a
catalytic effect—they do not bring change out of nothing but rather speed
up trends that already exist and make them more noticeable and rampant.
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Two fundamental transformations of the recent past can explain the
latest development of IFCs worldwide. On the one hand, the economy
and workplaces are gradually becoming oriented toward developing coun-
tries, at least toward China and India (and possibly others). Secondly,
unprecedented demand for the world’s natural resources has emerged,
with the Middle East and Russia as the main suppliers, along with some
Latin American countries. These transformations have opened the gate to
what could be considered the most significant redistribution of wealth and
economic dynamism in history. Simultaneously, this transition has been
precipitated by the liberalization of trade policy in the area, leading to a
reduction in capital expenditure (Cassis, 2016).

Recent years have seen emerging Asian financial centers particularly assert
their status as global centers. However, they still primarily cover investment
banking, insurance services, OTC derivatives, interest rate futures, and equity
index futures, as traditional powerhouses such as New York and London do
(Le Leslé et al., 2014). This implies a change in the geography of interna-
tional finance, as established Western financiers share the stage with new,
emerging big players in developing countries, all operating on an increas-
ingly global financial platform. The same trends were observed in the OTC
foreign exchange market, where the United Kingdom recorded the highest
share of global turnover in 2019 at 43%, and by 2025, its daily turnover
reached $4.75 trillion—a 27% increase from 2022 (Fig. 2.2).

These ratings confirm London and New York’s continued leadership and
demonstrate the growing influence of Asia on global currency markets.!

The U.S. remains the second-largest FX center in the world, with
turnover growing at an annual rate of 2.34-2.37 trillion through 2019.
This expansion further reinforces London’s and New York’s positions
in the global FX market. The growth of Asian centers is also remark-
able: Singapore is developing the fastest, with a 59.8% growth rate, and
its turnover is rising as well, making it, as a result, the third-largest global
center, with $640 billion in 2019 and $1.49 trillion in 2025. Hong Kong,
at $883 billion, and Japan, at $440 billion, are also increasing, albeit
slowly. Germany is the most rapidly expanding hub in Europe, in percent-
age terms with turnover projected to reach $386 billion by 2025, up from
$124 billion in 2019 (Fig. 2.2).

'Please see Chapter 5 for a comprehensive analysis of the structure of the currency market,
the set of instruments traded, and regional trends.
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Fig. 2.2 Global FX turnover by region (daily averages in $ billion)
Source: Author’s elaboration on data for 1995, 2019, 2022, and 2025 from the
BIS Triennial Survey

Switzerland maintains its long-standing presence as a stable global hub,
reaching $370 billion in 2025. Canada and France are also experiencing
strong growth, recording turnovers of $243 billion and $242 billion,
respectively. China is also among the Top 10 countries, confirming its
growing role in FX markets, with daily turnover increasing from $136
billion in 2019 to $235 billion in 2025. In 2025, the top ten countries
in the world generated $11.36 trillion in daily trading, accounting for
90.4% of the world market. For example, in 2019, the remaining countries
accounted for $2.88 trillion, or 34.8% of global market share, and by
2025, their overall share had decreased to $1.26 trillion, or 9.6% of global
market share, indicating that OTC foreign exchange instrument trading is
increasingly concentrated in the major financial centers (Fig. 2.2).

2.4 GLOBAL FINANCIAL CENTERS IN CRISIS AND RECOVERY

The so-called world cities, the central and most successful cities, have
become IFCs and the main hubs of global competition and reciprocal
competition in various areas. As globalization accelerates, financial ser-
vices are becoming increasingly global, and access to capital, coupled with
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sophisticated financial engineering methods, is becoming more transpar-
ent, further increasing the importance of major financial centers.

The eight leading global financial centers in the run-up to the GFC were
New York, London, Tokyo, Frankfurt, Paris, Hong Kong, Singapore, and
Zurich (with Geneva) (Cassis, 2010). After a decade, the top eight cities
remained in the same order, though Frankfurt and Paris had overtaken
some of them, and Tokyo had done so to a lesser extent. Moreover, a new
challenger was also introduced to the list: Shanghai (with Beijing advanc-
ing in significance). On the surface, it may seem that the most serious
financial crisis in modern history had little impact on the status quo of the
international order (Cassis & Wojcik, 2018). Another notable example is
the Brexit referendum in June 2016, which was one of the most impactful
political and economic events of the past 10 years yet failed to visibly shift
the locations of the biggest centers.

Nevertheless, the main concern is the impact of COVID-19 on key
global financial institutions and regions worldwide. Li and Zhao (2018)
stated that government estimates were frequently based on authoritative
publications such as the annual Banker and the Global Funds Financial
Center Index (GECI). According to the GFCI definition, a financial cen-
ter is a place where major global financial transactions and operations
occur (Z/Yen Group & China Development Institute, 2025).

The COVID-19 crisis is the first significant challenge to the global
financial system since the G20 reforms that followed the 2008 crisis
(Financial Stability Board, 2021). In contrast to the economic crisis, the
pandemic has taught valuable lessons about future policy and the opera-
tion of the regulatory reforms. The introduced reforms and sound policy
measures made the system more resilient to the pandemic than it was in
2008. Big banks were better capitalized, liquidated, and less leveraged;
central counterparty infrastructures operated in a stable environment.
However, in March of 2020, the weaknesses became clear: major funding
markets were under strain, and authorities needed to intervene swiftly and
at scale to maintain stability and provide liquidity and support to the real
economy (FSB, 2021).

A comparative overview of the crisis periods (2019, 2022, and
2024) indicates that the most developed world financial centers (New York,
London, and Hong Kong) maintained stability during the COVID-19
pandemic (Table 2.3).

In essence, the COVID-19 pandemic has accelerated existing trends.
One example is the emergence of successful crisis management in the
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centers of China (Shanghai and Shenzhen) and South Korea (Seoul).
Another example is Tokyo’s stagnation (Z/Yen Group & China
Development Institute, 2025). On the other hand, the war in Ukraine
has significantly reduced the perception of insecurity in the region, as evi-
denced by its large impacts. It led to the immediate removal of Moscow
from the financial system. Paris and Amsterdam have emerged as viable
alternatives, despite the energy crisis having a negligible impact on Central
European cities like Frankfurt.

Therefore, crises do not introduce new tendencies; they only increase
existing ones. Global shocks are accelerators, and geopolitical conflicts are
the immediate and disastrous effects on perceived risk in vulnerable areas.

The war in Ukraine and the energy crisis have exposed clear winners
and losers within the European financial landscape. While key interna-
tional financial hubs, such as Frankfurt and Zurich, have experienced a
slight decline, likely due to the war’s indirect economic impact, Paris and
Amsterdam have continued their gradual growth. Geopolitical uncertainty
in the East has further solidified their role as havens for international capi-
tal, reinforcing the perception that they represent a stable and reliable
European alternative to London after Brexit.

During the analysis of the crisis, North America, and in particular the
United States, emerged as a dominant force in the global financial system.
While other parts of the world were going through difficult times, all
major American cities—New York, San Francisco, Chicago, Los Angeles,
and Boston—managed to maintain or even improve their positions
(see Table 2.3).

Between 2022 and 2024, their ratings rose significantly.

The pandemic has brought some changes. Capital is returning to
the US as a safe investment, while some domestic economic issues have
reduced Toronto’s appeal. Although Tokyo is lagging, key Asian cities
such as Shanghai, Shenzhen, and Seoul have shown remarkable resilience
and improved their performance since the beginning of the COVID-19
pandemic (Z/Yen Group & China Development Institute, 2025). This
growth was recorded in GFCI 29, suggesting that the region has suc-
cessfully managed the crisis and experienced a rapid economic recovery,
thereby gaining significant global trust as a center.

The comparative analysis of the GFCI between the pre-pandemic
(2019-2021), post-pandemic, and current (2024) periods reveals a land-
scape of both stability and significant shift (Table 2.4).
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This illustrates that the COVID-19 pandemic has caused a truly uni-
versal crisis, leading to different recovery trajectories around the world.
The four largest financial centers—New York, London, Hong Kong, and
Singapore—have maintained their leading positions, but all have fallen
in the rankings during the pandemic. The largest declines were recorded
in London (-44 points) and Hong Kong (-42 points) (see Table 2.4).
Each of these centers experienced a sharp decline between 2019 and
2021. For example, London was hit by the combined effects of Brexit and
COVID-19, while Hong Kong suffered from political unrest and strict
lockdowns. However, when we look at the long-term figures from 2019
to 2025, the global financial system is in permanent decline, and mac-
roeconomic uncertainty is increasing. Namely, none of these centers has
returned to pre-crisis levels. The differences became even more notice-
able after the crisis: London and Hong Kong again found themselves in
the plus (each gained 19 points from 2021), and Singapore continues its
development (gained 10 points), while New York confirmed its leadership
(gained 5 points).

Shanghai and Tokyo, unfortunately, ended up as losers in this story.
Shanghai is facing a difficult recovery and various geopolitical and regula-
tory obstacles, resulting in a net rating drop of 26 points. Tokyo fell 16
places in the ranking, and this can be directly linked to the same rating
drop, making it the largest absolute loser among the world’s metropolises
(see Table 2.4).

Table 2.4 GFCI Evolution of leading IFCs (2019 vs. 2024)

Financial GFCI37 GFCI25 GFCI29 Rank Rating  Pandemic Recovery

Center (2025) (2019) (2021) Change  Change — Impact  (2021-
(2019-  (2019-  (2019-  2025)
2025) 2025) 2021)

New York  1(769) 1(794) 1(764) 0 -25 -30 5
London 2(762) 2(787) 2(743) 0 -25 -44 19
Hong 3(760) 3(783) 4 (741) 0 -23 -42 19
Kong

Singapore 4 (750) 4 (772) 5 (740) 0 =22 -32 10
Shanghai 8(744) 5(770) 3(742) -3 -26 -28 2
Tokyo 22 (730) 6(756) 7(736) -16 -26 -20 -6

Source: Author’s comparison based on The Global Financial Centers Index
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In this chapter, we expand on the current debate about the role of the
International Financial Center (IFC), which was initiated by Cassis and
Wojcik in 2018. Our analysis shows that, while research suggests cities
often exhibit resilience in times of crisis, this resilience may be masked
by deeper structural problems. The GFCI ratings clearly show that cit-
ies like New York, London, and Hong Kong have not suffered serious
consequences. Our review of debt markets illustrates how these cities
have managed to hold up thanks to the flexibility of their regulatory
frameworks, the diversity of their markets, and their favorable geopo-
litical positions.

2.5 CONCLUSION

The modern global financial market has become more resilient, more
competitive, and, it seems, more prone to rapid reactions to crises. It is no
longer just one-sided; it is now multipolar, and the old power centers like
New York and London are no longer the only players, although they still
have deep market roots, excellent infrastructure, and stability.

Asian financial centers, such as Hong Kong and Singapore, are now
at the forefront, as their access to global capital and specialized services
enables them to challenge traditional hierarchies. According to research by
Petrakis et al. (2025), although the GFC, the COVID-19 pandemic, and
the economic crisis in Ukraine have brought about significant changes,
they have not created new trends but have only accelerated those that
were already in place.

These events have led to obvious structural differences, such as the
sudden decline of Tokyo and the sanctions that hit Moscow. On the other
hand, many cities, such as San Francisco, Shanghai, and Amsterdam, have
shown remarkable resilience, stability, and predictability. Today, the posi-
tion of the IFC depends on a complex combination of factors: regulatory
flexibility, technological innovation, geopolitical security, and the depth
of the financial sector. The future would be marked by increasing rivalry
between the East and the West, as well as among talent hubs in fintech,
green finance, and private wealth management. The most characteristic
figure of the new global finance is not the deterioration of old centers
with the emergence of new ones but the transformation into a compound,
interlinked, and highly competitive network in which stability and imagi-
nation become the most valuable currency.
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CHAPTER 3

Capital Flows and Financial Integration:
A Study of Global and Regional Markets

Abstract The chapter offers an insight into the modern international fi-
nancial environment. The chapter proceeds to an empirical study of 45
countries from 2000 to 2023, emphasizing the composition of external
assets and liabilities and the disequilibrium between capital exporters and
importers. It also explores the relationship between the main world re-
gions on opposite sides of global foreign investment imbalances: capital-
exporting nations, which invest abroad, and capital-importing countries,
which rely on foreign inflows. Chapter 3 ends on a cautionary note: al-
ternative development may pose a risk to global financial market stability,
particularly in a high-interest-rate environment.
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3.1 INTRODUCTION

As described in the introduction, the surge in international capital move-
ments in the 1980s changed external balance sheets as measured in this
section. The crucial players in international financial markets are now
MNCs and large-scale conglomerates operating worldwide (Broner etal.,
2013). Thus, the business focused more on pursuing more profitable
investments rather than engaging in productive activities. Additionally,
in the 1970s, oil prices soared, causing petrodollars to circulate rap-
idly through the banking system. Moreover, interdependencies among
financial entities such as commercial and investment banks, brokerages,
and others are becoming increasingly intense and global. So, businesses
sought more profitable investment opportunities than the productive
sphere offered.

The modern financial system can be described as the integration of
capital markets and international investors, a process that accelerated in
the 1980s. Some empirical research indicates a correlation between eco-
nomic integration and business cycle trends (Imbs, 2004; Kose et al.,
2003; Kalemli-Ozcan et al., 2009). According to Schularick and Steger
(2000), capital market liberalization was a significant source of growth
in the past. As a result of this close relationship between the EU, the US,
and Japan, Bencivenga and Smith (1991) predicted additional integration
of financial markets. In the 1980s, the first waves of financial integration
took shape after barriers to capital flows were removed, as investors sought
higher yields and an environment for international risk diversification was
established. Capital market integration has been accompanied by a signifi-
cant rise in cross-border integration of portfolio assets and liabilities and,
to a lesser extent, through FDI, bank loans, and deposits.

It is a panel that includes 45 countries from 2000 to 2023 and is
divided into four regions: the Americas, Europe, Asia Pacific, and Africa.
It offers an in-depth analysis of foreign assets and liabilities, including
direct investment, portfolio equity, and debt. All the figures are calculated
on balance-of-payments data gathered by the IMF and the 2024 Milesi-
Ferretti report. The assets and liabilities are recorded at the end of each
year and converted to dollars at the exchange rate that existed then. In
contrast, GDP and flows are translated using the average annual exchange
rate. This chapter also explores the interactions among regions worldwide
that lie at opposite ends of the global foreign investment imbalance: one
group of nations that export capital and another that imports it.
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3.2 THE GREAT REBALANCING

Increasing evidence shows that the world financial architecture is struc-
tured so that the leading player, the United States, competes with sev-
eral major creditor economies, particularly in developed Asia and Europe
(Milesi-Ferretti, 2023). In this respect, persistent international dispari-
ties in portfolio equity and investment have significantly shaped global
capital flows. Furthermore, they are among the primary structural fac-
tors that led to the global economic meltdown and to the existence of
the American system of managed deficits (Obstfeld & Rogoft, 2009).
Systemically, the effective operation of the global economy is usually tied
to the quality of the transfer of surplus capital from other nations to the
United States through financial markets. These fiscal markets eftectively
finance the world’s deficit and keep the world’s macroeconomy balanced
(Varoufakis, 2015).

As noted earlier, rebalancing refers to the structural pressures of the
global financial system on Asia and the Pacific. Based on experience, unex-
pected fluctuations in exchange rates and asset prices significantly affect the
valuation of net foreign assets. This has a direct impact on the price of cap-
ital, the country’s borrowing capacity, and the real economy, particularly
investment (Gertler et al., 2007; Ghironi et al., 2015; Caballero, 2021).

The key portfolios for evaluating a nation’s external asset structure are
equity, foreign direct investment, debt, and financial derivatives. These
classifications provide an operational overview of a nation’s holdings
abroad. Thus, we compare these indicators across world regions. There
have been significant shifts in the composition of external assets over the
last twenty years (Gani¢, 2020). Although debt had been the major con-
tributor in the entire 2000-2008 period (49.7% average), a promising
shift towards portfolio equity and foreign direct investment (FDI) began
in 2016, and it looks promising as it takes the lead in providing 51.4% of
the total external asset composition by 2023 (Fig. 3.1).

Such a transition signifies a shift in the valuation of risk and national
balance sheets. Europe and the Asia Pacific have capitalized on this trend
to become more resistant to their creditors. At the same time, the United
States has given up part of its stability to gain liquidity. Africa is almost
entirely dependent on FDI. While this may appear to be a hedge, the con-
tinent’s small market size is only $0.83 trillion, making it highly suscepti-
ble to a drastic inversion in capital flows. The Americas have experienced a
notable shift in their external asset portfolio, moving from a focus on FDI
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Fig. 3.1 Change in the composition of external assets by region (2000-2023)
Notes: The Americas include Argentina, Brazil, Canada, Chile, Costa Rica, Mex-
ico, and the United States.

Europe includes Austria, Belgium, Bulgaria, Croatia, Cyprus, the Czech Repub-
lic, Denmark, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Luxem-
bourg, Malta, the Netherlands, Norway, Poland, Portugal, Romania, Russia, the
Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, and the United
Kingdom.

Asia Pacific includes Australia, China, Hong Kong, India, Japan, South Korea,
New Zealand, Pakistan, and the Philippines.

Africa includes South Africa.

Source: Author’s calculation on Milesi-Ferretti (2024 ) data

(27.5% in 2000-2008) to a greater emphasis on portfolio equity invest-
ments (26.2% in 2016-2023), with a rising focus on market-liquidated
assets. Also, it alludes to the fact that before the GFC, external portfolios
in the Americas were dominated by FDI and debt (approximately 73% of
external asset composition).

Canada and Brazil devoted 52% and 64% of their foreign direct invest-
ment to the real economy. In contrast, Mexico and Costa Rica, with 55%
and 82% of their debt, had to depend more on fixed-income instruments.
The U.S. foreign assets are split equally between direct and long-term
investments, each at 36% (data for individual countries are sourced from
Milesi-Ferretti, 2024 ). This trend was interrupted by the GFC, during
which derivatives accounted for 32% of America’s total external asset com-
position and were used to hedge institutional interests.
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During the GFC, derivatives increased temporarily as a share of total
external assets (10.7% in the 2009-2015 period) to hedge risk but have
since declined (Fig. 3.1). Following the GFC, the Americas became more
liquidity- and risk-protection-oriented. The rate of equity investments also
rose regionally from 15% to 19%, driven by promising economic conditions
stemming from quantitative easing policies. Especially, the U.S. (24%) and
Chile (39%) saw equity shares in total external assets exceed the regional
average. Derivatives have become a significant risk-management tool, with
an average of 18% of U.S. external assets and a maximum of 5.7% in Mexico.
The share of FDI in total external assets generally declines, except in Brazil
(71%). Although debt remains the dominant segment of external assets in
the Americas region (45-50%), it has decreased slightly by 4.6 percentage
points. In addition, the equity share increased by 6.2 percentage points.
Given the Americas region’s status as a net debtor, this increases exposure
to capital markets and financial risk (Fig. 3.1). However, a new portfolio
structure emerged between 2016 and 2023, with FDI rising to 24.3% of
total external assets in the Americas.

The USA, Chile, and Canada performed exceptionally well, with FDI
shares in total external assets of 33%, 38%, and 31%, respectively. In the
meantime, Costa Rica experienced an increase in FDI shares of external
assets from 18.6% to 19%. Brazil was also doing well, increasing its foreign
direct investment to an incredible 77%, while Argentina remains heavily
reliant on debt at 75%.

Regarding derivatives, they are stabilizing their shares at 4.5% of exter-
nal assets, except in Mexico, where it is 6.2%. The US has a highly mature,
market-oriented asset structure with an increasing focus on equities and
derivatives. This change is indicative of increased returns and improved
risk management.

This naturally follows its position as a world financial hub. Despite
this decrease in debt assets, it could not offset the steep rise in liabilities,
thereby worsening the net financial position (NFA).

Between 2000 and 2023, Europe has experienced a significant trans-
formation in its portfolio. The proportion of FDI has risen, and the debt
level has declined from 57.9% (2000-2008) to 42.2% (2016-2023).
Derivatives emerged as the key risk-management instrument, increasing
by 6.8 percentage points during the GFC, from 4.5% to 11.3% of total
external liabilities, although their share later moderated to 7.6% (Fig. 3.1).
The reforms made Europe much more credible as a creditor and reduced
its exposure to interest-rate fluctuations. In the 2000s, 55% of external
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assets were recorded as debt, with Bulgaria at 96% and Greece at 85%. The
level of FDI was between 25% and 30%, and equity investments ranged
from 13% to 24%, with Norway at 25% and Sweden at 24%. (Data from
Milesi-Ferretti, 2024).

A major change in the structure of Europe’s external assets occurred
after 2008, when the shift towards debt instruments was gradually
reversed. FDI emerged as the main external asset category in the first
period of rebalancing (2009-2015), with Hungary (85%) and Cyprus
(83%) showing extreme levels of concentration, while regional debt fell
to 48%. Simultaneously, the UK retained a remarkable exposure to deriva-
tives (>25%), while Germany created its own derivative market (13%). At
the more modern stage (2016-2023), Europe has moved to a balanced
diversification strategy: equity has been reinforced (average 17%), par-
ticularly in the Nordic countries, with Norway (52%) and Finland (33%)
recording the highest shares globally. FDI is now at a stabilized level of
about 32%, and the debt has further decreased to 42% of the external
assets. The progress, however, is uneven, as Greece and Romania continue
to have high levels of debt dependence (>60%). Consequently, the Nordic
countries currently hold the world’s most advanced portfolios, as over
half of their foreign assets are invested in equities (country-level data are
obtained from the original Milesi-Ferretti dataset, 2024).

The Asia Pacific has shifted its debt-dominated portfolio (69.7% in
2000-2008) by 2016-2023, with FDI and portfolio equity accounting
for half of the external assets. Entry into international value chains pro-
duced a 15 pp increase in FDI (to 31% of external asset composition), an
increase in equity (from 11.5% to 19.1%), and a 23 pp reduction in debt to
46.5%. Derivatives remained low (below 4% of external assets), suggesting
that resilience stems from actual diversification rather than financial insur-
ance (Fig. 3.1). Some countries, such as Pakistan (86%), China (83%), and
the Philippines (80%), had the highest debt levels in the early 2000s. In
comparison, Australia and India had the highest FDI rates at 42% each,
whereas portfolio equity had the smallest share at 11%.

Derivatives were marginal (below 2% of external assets) except in
Australia (7%) and New Zealand (9%). Advanced economies had more
balanced portfolios than emerging markets, which were heavily indebted.
FDI was prioritized (32%) after 2008, and portfolio equity grew to 13%.
Several countries in the region, such as India, the Philippines, and China,
have recorded high growth of FDI investments. In contrast, Korea and
Japan, among others, have been raising capital through internal reforms
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designed to restructure their home countries’ economies. The share of
portfolio equity in total external assets rose to 17% (reaching 41% in New
Zealand, 26% in Korea, and 29% in Australia); FDI rose to 32% (45% in
China and 51% in Philippines); and the share of debt in external assets
dropped to 47%, though it remained high in Pakistan and Hong Kong
(>75%), according to the latest phase (the data on a country level is
obtained based on the original dataset of Milesi-Ferretti, 2024).

In the Asia-Pacific region, it has transformed from amassing foreign
exchange reserves following the 1997 crisis to a calculated global inves-
tor (Basri, 2018). The proportion of debt-money assets has decreased
dramatically, and FDI and equity are now important components. This
has enabled the region to actively own international production capa-
bilities and company resources. Meanwhile, its minimal dependence on
derivatives proves its conservative stance. The region has been asymmet-
rically resilient as a stable net creditor with an average surplus of +15%
of GDP. Rather than undermining its role, the global crises have trans-
formed the Asia Pacific into a global haven and a strong source of global
financial stability.

A more stable focus on investment in the real economy is observed
in Africa. From 2000 to 2008, portfolio equity was particularly volatile
in Africa (44.4%), but from 2016 to 2023, the share of FDIs in external
assets was dominant, reaching 53.7% in 2017 and averaging 47.8%. FDI
increased by 20 percentage points, the largest in the world, while equities
and debt took a loss in share.

The composition of external liabilities has shifted significantly between
2000 and 2023, with a clear trend toward greater reliance on equity
financing. The Americas and the Asia-Pacific region registered the big-
gest changes. In the Americas, for example, the share of equity portfo-
lios increased from 15.12% to 22.62%, and debt liabilities decreased from
54.2% to 45.2%. In the Asia Pacific, FDI liabilities increased (19.6% to
26.8%) and became more central to the region’s external financing struc-
ture. Europe also remained stable, with debt accounting for 55% of exter-
nal liabilities as the main driver. However, unlike in other regions, Africa
recorded a decrease in FDI liabilities, from 42.9% (2000-2008) to 32.8%
(2016-2023), and an increase in debt, from 26.5% (2000-2008) to 32.7%
(2016-2023). Portfolio equity increased from 28% to 32.6% (Fig. 3.2).

This is a more susceptible type of financial integration to the rest of the
regions. The combination of a country’s external liabilities—FDI, portfolio
equity, debt, and financial derivatives—can determine its financial stability
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Fig. 3.2 Change in the composition of external liabilities

Note: The Americas include Argentina, Brazil, Canada, Chile, Costa Rica, Mexi-
co, and the United States.

Europe includes Austria, Belgium, Bulgaria, Croatia, Cyprus, the Czech Repub-
lic, Denmark, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Luxem-
bourg, Malta, the Netherlands, Norway, Poland, Portugal, Romania, Russia, the
Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, and the United
Kingdom.

Asia Pacific includes Australia, China, Hong Kong, India, Japan, South Korea,
New Zealand, Pakistan, and the Philippines.

Africa includes South Africa.

Source: Author’s calculation on Milesi-Ferretti (2024 ) data

and is useful for understanding the structure of a country’s or region’s
external liabilities (Ganié, 2020). The data in Fig. 3.2 demonstrate that the
risk level has decreased, with a reduction in debt obligations in external
financing. Debt decreased by 9 percentage points in the Americas (54.22%
to 45.22% of total external liabilities composition) and in the Asia-Pacific
region from 54.27% to 46.02% of total external liabilities composition.

The share of FDI liabilities increased in the Americas to 28.1% of the
composition of external liabilities, the highest in the period. It stabi-
lized at a high level in the Asia-Pacific region at 26.84%, far above the
2000-2008 average (19.62%). Europe was no exception, and the fol-
lowing pattern was observed: a 4-percentage-point decrease in the debt
share and an unchanged FDI share, the second most significant funding
source (Fig. 3.2).
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The evolution of global liabilities over the past 20 years shows an inter-
esting trend: we are increasingly turning to equity financing rather than
debt financing. This indicates stronger global financial integration. For
example, the United States and the Asia-Pacific region have successfully
diversified, while Europe is slowly adapting to new circumstances. On
the other hand, Africa is unfortunately moving in the opposite direction,
increasingly relying on unstable debt financing.

3.3  ASYMMETRIC RESILIENCE AND GLOBAL FINANCIAL
IMBALANCES

Gross assets and liabilities, as shown in external balance sheets, increased
rapidly in almost all countries. Those countries with high current account
deficits were able to increase their gross assets thanks to high capital
inflows. What is even more important is that significant changes in the
structure of external balance sheets, particularly on the liabilities side, have
exposed the new weaknesses (Akyiiz, 2014).

External assets and liabilities are formed differently in major world
regions to some extent. Over the past twenty years, the American region
has faced increasing financial problems, with its debt rising from about
$6.2 trillion in the early 2000s to $33 trillion in 2023 (around 120% of
GDP) (Federal Reserve Bank of St. Louis, 2025). The difference between
what America owes and what others owe (NIIP) has become huge. For
example, the U.S. NIIP has worsened from around -22% of GDP to over -
60% of GDP (U.S. Bureau of Economic Analysis, 2025). It is even harder
after every crisis. The debt rose by another 11.5% of GDP during the
GFC and by a further 15% during the COVID-19 crisis. It is analogous
to continuing to take on new loans at usurious rates to stay afloat (Milesi-
Ferretti, 2024 data).

Deep integration with structural vulnerability defines the American
model of financial integration. One can explain this by noting that exter-
nal balances nearly doubled, from 1.69 times GDP (2000-2005) to
3.13 times GDP (2016-2023), but with a preponderance of liabilities
over assets. This leads to deterioration in net foreign assets from -20.7%
of GDP to -50.4% of GDP (Table 3.1). Such a trend implies that the
region is highly reliant on foreign capital, as liabilities increased faster than
assets. Therefore, it must be concluded that the Americas region presents
the image of a major consumer of global capital, vulnerable to shifts in
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Table 3.1 External assets (A), liabilities (L), and net foreign assets (NFA) by re-
gion

Region  Period  Avg_A+L Avg_ Avg_ Crises impact
(Trillion (A+L)/ NFA/

$) GDP  GDP
Americas 2000— 239 1.69 -0.207 Pre-GFC impact: Moderate external

2005 buildup and manageable deficit

2006- 48.4 2.52 -0.191 During the GFC, the deficit remained

2010 stable, concealing a domestic collapse
financed by foreign capital.

2011- 62.6 2.7 -0.319 Post-GFC impact: Liabilities grow

2015 faster than assets; net debt deepens.

2016- 88.1 3.13 -0.504 COVID-19 era: External balance rises

2023 sharply; NFA/GDP deficit reaches
record -50%.

Europe  2000- 57.2 444 -0.067 Pre-GFC impact: High financial

2005 integration with low net debt.

2006- 1304 6.43 -0.134 During the GFC, integration deepens,

2010 and the NFA deficit doubles due to
intra-European capital flows.

2011- 157 7.21 -0.115 Post-GFC impact: Debt crisis and

2015 rebalancing

2016- 186.1 8.26 0.038 COVID-19 era: Europe has become a

2023 net creditor; high integration now comes

with greater resilience, as confirmed
during the COVID-19 pandemic.

Asia 2000- 9.1 1.08 0.129  Pre-GFC impact: Stable net creditor
Pacific 2005

2006- 19.3 1.44 0.176  During the GFC, the crisis justifies

2010 its status as a haven, and net financial
assets are rising.

2011- 30.2 1.48 0.156 Post-GFC impact: Accumulation of

2015 external assets continues, with a large
and stable surplus.

2016- 429 1.6 0.155 COVID-19 era: COVID-19 resilience is

2023 one of the pillars of world financial stability.

Africa 2000- 0.23 1.19 -0.139 Pre-GFC impact: Small external

2005 buildup, net debt position.

2006- 0.55 1.6 -0.204 During the GFC, vulnerability

2010 increases.

2011- 0.78 1.9 -0.05  Post-GFC impact: Recovery and

2015 improvement

2016- 0.9 2.51 0.158 COVID-19 era: Shift to net creditors,

2023 mainly through debt reduction and

commodity price impact.

Source: Author’s Milesi-Ferretti (2024) data calculation
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investment mood, increases in interest rates, and currency fluctuations.
The data indicate that the crises did not decelerate the external financial
integration of the Americas but aggravated its quality. With a steady NFA /
GDP ratio, the GFC masked the region’s financial weaknesses, as foreign
capital was used to cover up the internal collapse. In fact, it caused the
net debt position of most countries to deteriorate due to the preponder-
ance of liabilities over assets, as reported by Kollmann (2016) and Tang
(2023). The COVID-19 pandemic has pushed the US external balance to
new heights. At the same time, the net financial asset deficit has reached
-50% of GDP, indicating growing vulnerability in the country’s financial
position, which depends on international capital flows. In contrast, the
European region has maintained stable financial integration and shifted
towards net lending, unlike the US.

Europa has the largest and most integrated external balance sheet,
which has nearly doubled, relative to GDP, from 4.44 times GDP (2000-
2005) to 8.26 times GDP (2016-2023). More importantly, Europe has
recorded a historic net turnaround. Following a foreseeable negative
adjustment in the GFC (-13.4% of GDP), it rebalanced to a net creditor
position in 2016-2023 (+3.8% of GDP) (Table 3.1). Both qualitative and
quantitative increases indicate that the high rate of integration in Europe
is now supported by greater resilience.

This shift, likely spurred by the restructuring following the sovereign
debt crisis, marks an irreversible transition from weak to strong incorpora-
tion into the global financial system. The data presented indicate that the
Asia-Pacific region has become a net creditor, maintaining an NFA surplus
of around 15-17% of the GDP.

Another interesting fact is that the region’s external balance has almost
quintupled, rising from $9.1 trillion to $42.9 trillion and reflecting its
growing financial power. This confirms the region’s capacity to serve as a
sound source of capital and a strategic attraction for foreign capital. The
Asia-Pacific region is an example of asymmetric resilience—global crises
have not diminished its standing, but it has solidified its status as a net
creditor. The countries within the region, such as China, South Korea,
and Australia, dealt with the initial health and economic shock better and
have recovered faster in exports. The region had been institutionalized to
experience the GFC through conservative management and to hold many
safe assets, a lesson learned from the 1997 Asian crisis, making it a global
haven as Western economies were impacted. For example, the region
demonstrated that the surplus remained stable between 2011 and 2015
(NFA/GDP: +15.6%) in the aftermath of the GFC. It continued to build
external reserves during the European debt crisis and the COVID-19
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crisis, keeping its surplus steady (NFA/GDP: +15.5%) and demonstrat-
ing its position as a steady capital source and a pillar of global economic
stability (Table 3.1).

Africa has low volatility within a limited range, with external assets
accounting for less than 1% of Europe’s total. The region shifted from
being a net debtor (avg NFA/GDP: -20.4% in 2006-2010) to a net credi-
tor (avg. NFA/GDP: +15.8% in 2016-2023). However, the scemingly
robust NFA of 2023 (at a historical high of $0.09 trillion) results from a
16.2% reduction in liabilities, rather than from accelerated surplus gener-
ated through asset growth (1.7% 10Y CAGR). Africa had a limited exter-
nal presence and a limited deficit before the GFC of 2008, but the crisis
increased its vulnerability, leading to an NFA deficit of -20.4% of GDP
(Table 3.1). With the recovery of commodity prices following the crisis,
the deficit shrank, and during the COVID-19 pandemic, Africa unexpect-
edly became a net creditor (+16% of GDP). However, this recovery is
rather a result of developments on the liability side—write-offs of debts,
restructuring, and less borrowing than continued accumulation of assets—
and the recovery is still delicate and subject to external conditions.

Based on the above, the global financial architecture has evolved
along divergent lines over the past two decades. As the Americas have
become major debtors worldwide, Europe and the Asia-Pacific region
have established themselves as the main creditors, albeit in different
forms. Europe has adjusted after the GFC, and Asia has done so through
long-term, strategic capital formation, and these two creditor centers
continue to finance the growing American deficits (Milesi-Ferretti,
2023; Varoufakis, 2015).

These findings revisit the discussion on financial integration initiated
by Lane and Milesi-Ferretti (2001). Gani¢ (2026) examines the impact
of financial integration across income levels and political environments
in 108 countries worldwide. The findings show that while in countries
with liberalized trade and higher per capita incomes, the impact of global
financial integration can be positive, in other countries, it can be neutral or
negative. These results can extend the Lane and Milesi-Ferretti framework
to include dynamic interactions arising from structural heterogeneity,
trade openness, and integration. The key issue in the literature is whether
integration has been effective. Our analysis shows that integration quality
is more important than its volume is. Different integration profiles exist,
unlike the typical European arc, the Asian sustainable portfolio, and the
American market, all of which are based on market principles. This has
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prompted debates about reverting to earlier stages of integration, with a
focus on progressing further and improving future integration.

3.4 REGIONAL DIVERGENCE OF EXTERNAL POSITIONS

The world has experienced financial integration and capital liberalization
over the past decades, enabling greater inflows of foreign capital, par-
ticularly in the 1990s (Akytiz, 2014). Gross foreign assets and liabilities
rose in all sectors, particularly in developed nations. The value of foreign
resources is approximately twice the world’s GDP today or a fifth of global
assets (Nievas & Sodano, 2025). Monetary policy is an important deter-
minant of capital flows to emerging markets (Ahmed & Zlate, 2014). In
fact, the authors consider interest rates to be an important determinant of
net private capital inflows between emerging and developed economies.

Table 3.2 synthesizes regional market data from Milesi-Ferretti (2024).
The Americas region is experiencing a worsening external sustainability
crisis, and liabilities are increasing at a rate that outpaces those of any other
region. For example, the net foreign assets (NFA) deficit reached a record
high of $21.1 trillion in 2023.

The Americas region has experienced significant growth in its external
balance sheet over the past twenty years. This primarily reflects an 8.10%
annual increase in liabilities, outpacing the 7.49% growth in assets,
which peaked at $64.3 trillion in 2023. This indicates that liabilities are
expanding faster than assets. Consequently, NFA is in feeble health, with
a-$21.1 trillion position in 2023. During the GFC, net active assets fell
by 96%, while during the COVID-19 pandemic, liabilities grew faster (+
12.8%) than assets (+10.5%), further widening the deficit by 19%. The
region’s increase in liabilities exceeded that in assets, indicating a ten-
dency for net debt to rise during crises. Over the past 20 years, the
Americas region has borrowed more than it has repaid, further worsen-
ing net debt, especially during recent crises. Today, the Americas are
the world’s largest net debtors, and their external debt continues to rise
(Wilmarth, 2021).

The external balance sheet of Europe has grown at a very high rate,
with assets increasing by over 8.45% annually and liabilities by 7.78%.
Europe has transitioned into a net creditor, with an NFA position of $2.2
trillion in 2021, more than twice the level observed five years earlier. Both
assets and liabilities in Europe experienced minimal fluctuations during the
GFC and the COVID-19 pandemic, further enhancing Europe’s creditor
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Table 3.2 External balance sheet dynamics by region (2000-2023)

Region Indicators Annualized Peak 51 10 GFC impact COVID-19
growth value $T CAGR CAGR 2007/2008  impact 2020
(2000-2023) / year (%) (%) vs. 2006/ vs. 2019
2007
Americas Assets 7.49% 432 9.02% 0.61% -7.4% +10.5%
(2023) (Decline) (Increase)
Liabilities 8.10% 64.3 6.95% 4.27% +2.0% +12.8%
(2023) (Increase)  (Increase)
NFA - 21.1 14.2% 11.5% Worsened =~ Worsened
(2023) by 96% by 19%
Europe  Assets 8.45% 105 3.57% 4.18% -0.4% +12.7%
(2021) (Slight (Increase)
decline)
Liabilities 7.78% 102.8 4.06% 5.46% -1.7% +12.1%
(2021) (Decline) (Increase)
NFA - 2.2 31% -1.1 % Improved  Improved
(2021) by 28% Significantly
Asia Assets 9.15% 26.8 4.66% 4.70% +6.0% +12.5%
Pacific (2021) (Increase)  (Increase)
Liabilities 9.15% 222 4.78% 4.63% -5.7% +15.1%
(2021) (Decline) (Increase)
NFA - 49 5.35% 4.31% Improved  Improved
(2021) by 57% by 1.0%
Africa Assets 7.74% 0.55 -3.74% 1.04% -4.4% +10.6%
(2017) (Decline) (Increase)
Liabilities 6.09% 0.52 -1.01% -1.72% -26.9% -5.9%
(2017) (Sharp (Decrease)
decline)
NFA - 0.09 18.50% N/A Improved  Improved
(2021) by 78% by 318%

Notes: In the case of the 10-year CAGR of net financial assets (NFA), the standard approach to calculating
it cannot be used, as the values reversed sign (negative to positive) during the period under consideration.
The Americas include Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States.
Europe includes Austria, Belgium, Bulgaria, Croatia, Cyprus, the Czech Republic, Denmark, Finland,
France, Germany, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, the Netherlands, Norway, Po-
land, Portugal, Romania, Russia, the Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, and
the United Kingdom. Asia Pacific includes Australia, China, Hong Kong, India, Japan, South Korea,
New Zealand, Pakistan, and the Philippines. Africa includes South Africa
Source: Author’s calculation on Milesi-Ferretti (2024) data
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position and demonstrating its ability to manage its balance sheet in the
aftermath of the European debt crisis (Hale & Juvenal, 2023).

Since 2000, the Asia-Pacific region has registered balanced annual
growth of 9.15% in both external assets and liabilities. This has enabled
this region to retain and enhance its net creditor position. The region’s
net assets have expanded by 52.4% over the past decade, reaching nearly
$4.9 trillion. Assets increased by 6.0%, and liabilities decreased by 5.7%
during the GFC, resulting in a 57% increase in net assets. COVID-19 has
increased liabilities faster than it has increased assets. However, robust
fundamentals have enabled a slight 1% increase in net assets, underscoring
the region’s resilience and its position as a trusted net creditor.

3.5 COMPARATIVE ANALYSIS OF THE IMPACT OF CRISES ON
GrosaL CAPITAL FLOWS

Capital market integration has become integral to the globalization pro-
cess (Masson, 2001). Various researchers have emphasized that global fac-
tors strongly influence capital flows (Koepke, 2019), even during periods
of extreme volatility (Forbes & Warnock, 2012). The nature of the prin-
cipal drivers of capital flows shifted after the GFC. Although global risk
aversion used to dominate, following the GFC, global oil prices have taken
over (Forbes & Warnock, 2020); exchange rates against the dollar (Erik,
2021); and US monetary policy, which had a powerful impact on bank
flows, before sensitivity went back to pre-crisis trends (Avdjiev etal., 2020).

Simultaneously, whether rich or poor, each nation nowadays is a net
exporter (current account surplus) and a net importer (current account
deficit) of capital. Gross capital flows are typically procyclical (Broner et al.,
2014). They fall apart during a crisis, as capital flows out of the country
as foreign residents and domestic investors repatriate their foreign invest-
ments. A study (Rey, 2013) indicates that capital flows between regions
and types of the global financial cycle are strongly correlated.

The IMF database on the world’s economic prospects presents com-
parative estimates of the largest net exporters and importers of capital
tor 2000-2023 (Table 3.3). Today’s acceleration of foreign investment
characterizes the world economy, surpassing the rate at which world
production grows. This trend has existed ever since the second half of
the twentieth century. The major drivers behind such growth are the
expansion of the international division of labor, internationalization of
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production, scientific and technological development, the close operations
of transnational corporations, the opening of international trade, and the
escalation of economic integration and trade (Hausler, 2002). These pro-
cesses underline the growing significance of long-term investment security
on a global scale.

Table 3.3 and Table 3.4 depict the flows across the various world
regions and how they are now positioned at the poles of the extreme
global foreign investment imbalance, with one end as the capital export-
ers, from -0.4% to +0.1%, and the other as the capital importers. Table
3.3 illustrates the categorization of regions worldwide as either capital
exporters or importers based on their current account balances (CABs).
Europe (+1.8%) and Asia Pacific (+2.3%) have permanent structural sur-
pluses, confirming their role as net capital exporters, whereas the Americas
(-2.1%) and Africa (-1.85%) remain in permanent structural deficits, iden-
tifying them as net capital importers.

Africa was the most affected by the GFC, with its CAB declining
by 2.5 percentage points, whereas the Asia-Pacific region had the least
impact (-0.3 percentage points). This trend was fully reversed during the
COVID-19 pandemic, with Africa showing the greatest improvement (+
1.2%) and Asia Pacific the greatest decline (-0.8%). This shift indicates a
root cause of the difference in shock types. More specifically, the GFC was
a financial shock that affected financially integrated regions. In contrast,
COVID-19 was a real economic shock that affected regions most reliant
on global supply chains.

Moreover, the findings indicate that regions with structural surpluses,
such as Europe and Asia, tend to be more resilient to financial shocks.
Conversely, the more volatile areas are those with deficits (Africa and the
Americas). However, the COVID-19 pandemic was a different shock that
struck regions with complex global production chains the hardest. The
overall economic policy implication is that economic dependence on a
single sector or on external financing sources should be minimized to
enhance resilience to future crises (Lane & Milesi-Ferretti, 2017).

The impact of the GFC and the COVID-19 pandemic on capital flows
across countries differed markedly. Countries reliant on stable foreign
capital inflows were the worst affected by the GFC (UNCTAD, 2020;
OECD, 2020). For the heavy capital-importing countries like Greece and
Romania, the crisis was a sudden cutoff of funding. This resulted in severe
recessions and fiscal tightening.
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Table 3.3 Regional capital balance during crises: GFC vs. COVID-19

Region/Indicator Average CAB ~ Change Change during Importer/exporter
GFC during GFC ~ COVID-19 of capital
(2007-2009)  (2019-2021)

America -2.10% -1.10 p.p. Improvement+ Net importer of
0.4 p.p. capital

Europe 1.80% -0.60 p.p.  Improvement + Net exporter of
0.5 p.p. capital

Asia Pacific 2.30% -0.3 p.p.  Decline -0.80 p.p. Net exporter of

capital
Africa -1.85% -2.5p.p. Improvement + Net importer of

1.2 p.p. capital

Note: America: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States. Europe: Aus-
tria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Germany, Greece,
Hungary, Ireland, Italy, Luxembourg, Malta, the Netherlands, Norway, Poland, Portugal, Romania, Slo-
venia, Slovakia, Spain, Sweden, Switzerland, and the United Kingdom. Asia Pacific: Australia, China,
Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the Philippines. Africa: South Africa
Source: Author’s elaboration on IMF World Economic Outlook Database

Table 3.4 presents a comparative analysis of the impacts of the GFC and
the COVID-19 crises on capital-exporting and capital-importing coun-
tries. Indicatively, their current accounts temporarily improved with the
decline in imports, and even Norway recorded a larger surplus owing to
its energy exports.

Both Germany and the Netherlands are stable European capital export-
ers. Germany has also maintained a steady surplus of around 5-6% of GDYP,
despite both crises causing temporary declines in its CAB (from 6.7% to
5.6% during the GFC and from 7.9% to 6.9% during COVID-19). The
Netherlands experienced gains from export diversification, raising its CAB
from 6.8% to 10% during the pandemic. Norway is a good example of a
high capital exporter, ranking among the major capital exporters with an
average CAB of 13.4% of GDPD.

The GFC shows that Norway achieved an impressive capital export
surplus of 15.7% and has shown resilience during the COVID-19 pan-
demic, achieving a 14.8% recovery. On the other hand, economies in the
Asia-Pacific region are quite diverse. For example, China’s current account
balance (CAB) has declined from 9.8% to 1.9%. This is the result of a
shift from a capital export model to a consumption-led growth model
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Table 3.4 Crises’ impact on major capital importers and exporters
Top country Average CAB GFC impact ~ COVID-19 impact
exporters and (2000-2023) (2007-2009)  (2019-2021)
importers
Strong Norway 13.40% +15.7 p.p. increase from 2.9% to
capital (2008) 14.8%
CXPO":C"S Denmark 5.40% from 1.5% to  from Deficit to surplus
(> +3%) 3.7% recovery
Netherlands 6.80% from 5.9% to  recovery from 6.8% to
4.1% 10.0%
Germany 5.60% from 6.7% to  Resistance (from 7.9% to
5.6% 6.9%)
China 3.50% from 9.8% to  Stability (from 0.7% to
4.7% 1.9%)
South Korea 3.20% from 0.9% to  Resistance (from 3.6% to
3.5% 4.7%)
Strong U.s. -3.40% Improvement Deterioration (from -2.1%
capital (from -5.1%  to -3.7%)
importers to -2.6%)
(<=3%) Portugal -4.80% Worsening Improvement (from -0.8%
(from -9.7%  to -0.7%)
to =10.3%)
Greece -7.10% Improvement Improvement (from -1.5%
(from -14.2% to -6.3%)
to -11%)
Romania -5.60% Improvement  Deterioration (from -4.8%
(from -13.7% to -7.2%)
to —4.7%)
Spain -3.80% Improvement Improvement (from 2.1%
(from -9.4%  to 0.8%)
to —4.0%)
Cyprus -5.90% Worsening Deterioration (from -5.5%

(from -6.4% to
-14.4%)

0 -9.7) %

Note: America: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States.
Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France,
Germany, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, the Netherlands, Norway, Poland,
Portugal, Romania, Slovenia, Slovakia, Spain, Sweden, Switzerland, and the United Kingdom. Asia
Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the

Philippines. Africa: South Africa

Source: Author’s elaboration on IMF World Economic Outlook Database
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(see Table 3.4). In contrast, South Korea sustained a steady average sur-
plus of 3.20% and saw consistent recoveries during both crises, supported
by its robust high-tech sector. The impact of the COVID-19 pandemic,
especially in China and Germany, has reduced their surpluses relative to
pre-pandemic levels (Deutsche Bundesbank, 2024).

One general implication of both global crises is that countries with
diversified economies and balanced foreign policy stances toward trade
have seen stable exporters or moderate capital importers show the great-
est resilience. The differences in performance between Southern Europe
and other peripheral economies in capital imports and exports indicate
significant disparities in the structural adjustment. Portugal, Greece, and
Spain, where the GFC struck a severe blow and most of which are heavy
importers of capital, suffered a wretched fiscal consolidation and structural
adjustment. This pushed them into a stage where they reduced their reli-
ance on foreign capital. Remarkably, Spain even became a temporary net
capital exporter (i.e., it saved more than it invested) during the pandemic,
generating capital to export to others. This is a fundamental change from
a chronic debt situation to a more sustainable one (Hall, 2012).

Romania and Cyprus can be seen as countries that constantly rely on
foreign capital. To sustain a steady deficit, Romania requires a steady
stream of capital to fund domestic investments and repair destruction.
Cyprus had an even more challenging case during the pandemic, worsen-
ing its CAB from -5.5% to -9.7% of GDP. This reveals that the two econo-
mies remain structurally weak and sensitive to capital flow shocks (Lane &
Milesi-Ferretti, 2017). Most countries in Southern Europe are reducing
their reliance on capital imports. Romania and Cyprus saw their external
positions worsen, making them more susceptible to a new financial crisis.

Asia Pacific has become a key player in global interaction over the past
two decades. With its average current account surplus of 2.3% of GDPD, it
now operates as a net exporter of capital. It is increasingly playing a major
role in international credit, while Japan and South Korea will become
increasingly competitive, thanks to their high-tech assets. A key factor
contributing to this boom has been the pandemic, which has increased
regional connectivity and reduced daily estimates (BIS, 2023).

Europe is sending more money to other countries than it is receiving.
However, there is a significant difference between the stronger economies
in northern Europe and the weaker ones in southern Europe, with an
average current account surplus of +1.8% of GDP. The United States is the
largest net user of capital. Africa’s external financial resources are highly
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vulnerable to fluctuations in commodity prices, making the region the
most volatile. The pandemic has increased geopolitical risks and raised new
concerns about global financial stability, with Europe and Asia becoming
the main exporters of capital and the gap between the US and China nar-
rowing. Meanwhile, the Asia-Pacific region is emerging as a major hub for
manufacturing and finance. (Milesi-Ferretti, 2023).

3.6 CONCLUSION

Over the past two decades, the global financial debt landscape has been
slowly changing. As a result of more effective debt management strategies,
debt levels have been reduced by 9% in the Americas and by 8% in the
Asia-Pacific region. These two world regions have reoriented themselves
to attract foreign direct investment and other sources of financing.

Thanks to a slight decline in debt and a gradual increase in foreign
direct investment, the European economic system remains relatively stable
and balanced, though it remains vulnerable to risks. Africa, however, has
taken a different course. Africa has seen a reduction in FDI (42.9% to
32.8%) and an increase in external debt (26.5% to 32.7%), reducing finan-
cial diversification.

Considering the world’s tendency to reduce debt sensitivity, the rebal-
ancing process is incoherent and unbalanced. Imbalanced resilience con-
tinues: Europe has managed to stay afloat, whereas the Americas and the
Asia-Pacific region have improved their standing, and Africa is currently
reacting to financial shocks.
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CHAPTER 4

Basel Capital Accord and International
Standard Setting

Abstract Chapter 4 analyzes the evolution of the Basel Capital Accord,
providing a comparative review of Basel I, Basel II, and Basel III; their
achievements over the years; the main areas of change; and the reasons for
the upgrade to the new version. Chapter 4 also examines the level of regu-
latory convergence with Basel IT and Basel I1I in 100 countries worldwide,
focusing on Eastern European countries and other nonmembers of BCBS.
The latest one is Basel IV, which is also briefly addressed in the last sec-
tion of this chapter, devoted to the balancing of risk and financial stability.
However, its worldwide acceptance is still uneven.

Keywords Basel Capital Accord e Banking regulation ® Macropruden-
tial regulation ® Regulatory convergence ® Financial stability

4.1 INTRODUCTION

For some time, there has been debate about whether harmonizing the
supervision process is necessary. Significant turmoil in the financial world
in the 1970s and 1980s was due to deteriorating bank asset quality.
Many countries, mainly International Monetary Fund (IMF) members,
have experienced significant banking distress. The BCBS (1988) focuses
on reducing credit risk and prescribes a minimum risk-adjusted capital
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ratio of 8% of risk-weighted assets (RWA). In the meantime, during the
1990s, many developing countries began transitioning to, and harmo-
nizing, their supervisory processes and compliance with, the minimum
capital threshold established under Basel I (BCBS, 1992). The transi-
tion process did not go very smoothly. The rapid financial liberalization
has left many developing countries highly vulnerable to economic crises.
In response to these crises, the minimum capital threshold (and other
parts of the financial sector) have been unified to improve the bank-
ing regulatory environment, especially in the emerging market econo-
mies (Ganié, 2012).

Although the convergence towards Basel I has been completed,
significant differences among countries worldwide remain evident.
Interestingly, when the Basel Accord was launched, many lenders in
developing countries did not adhere to the prescribed capital require-
ments, with capital adequacy ratios ranging from 2% to 5% of RWA.
However, as times change, lenders have adopted new capital rules.
Between 1998 and 1999, of the 103 countries covered by World Bank
research (2001), only seven had a capital adequacy ratio (CAR) below
8%. On the contrary, 29 countries had a capital adequacy ratio of 10% or

more, while the rest adhered to the law’s prescribed capital requirements
of 8%—10% of RWA.

4.2 BaseLl

The Basel Capital Accord, also known as Basel 1, is a revolutionary docu-
ment that marked the first time in banking history that a single solution
for capital adequacy assessment and international banking supervision was
introduced. The core global banking standards were developed by the cen-
tral banks of the G10 countries in the 1980s. Banking standards, known as
Basel I, were originally designed to help large international banks. Their
goal was to prevent unfair advantages that could arise from different regu-
latory rules. Although they initially focused on a small number of banks in
the G10 countries, by the 1990s, more than 120 countries were planning
to implement them. In fact, it had limitations at the outset; Basel I laid a
solid foundation for global regulation of the banking sector (Stephanou
& Mendoza, 2005).

Initially, the Basel I goal was to “strengthen the soundness and sta-
bility of the international banking system” by establishing minimum
capital adequacy requirements. Also, it aims to ensure the “framework
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should be fair and have a high degree of consistency in its application
to banks in different countries” (BCBS, 1988). Yet, Basel sets capital
requirements based on each bank’s assets to strengthen capital stan-
dards across the banking system. The 1999 approvals to modernize
and improve Basel I, despite technical criticism, can be seen as a con-
tinuation of efforts to improve capital requirements. In fact, the BCBS
proposed a minimum capital adequacy ratio of 8% of RWA, with Tier
1 capital at least 4%.

To illustrate, when a 100% risk is assigned to an unsecured loan, a
bank must allocate 8% of the loan amount to capital to cover potential
losses. According to Basel I, only the following weights could be
assigned: 0%, 20%, 50%, and 100% risk (Fig. 4.1). The Basel capital
accord treated all commercial loans equally, with a uniform capital
requirement of 8% of RWA. Based on the RWA recorded in its books,

Cash
Y D . Claims on central governments and central banks
0% Risk Weight OECD government securities

Fully government-guaranteed claims

Claims on banks and public sector entities
20% Risk Weight Multilateral development banks
Short-term interbank claims

50% Risk Weight Residental mortgage loans

Corporate loans

Commercial real estate

Private sector claims

Fixed assets and other investments

100% Risk Weight

NN NN

Fig. 4.1 Risk weighting figures apply to balance sheet items
Source: Author’s compilation from BCBS, 1988
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a bank determines the required capital, which is a function of its esti-
mated risk level. Thus, the bank’s assets are differentiated by the level
of estimated risk, including the conditions governing off-balance-sheet
operations, which increased significantly in the 1980s. However, before
that, it is necessary to determine what is meant by a capital bank in its
true sense (Ganié, 2012).

Basel I divided banking capital into two classes based on their quality
and function: Tier 1 (core capital) and Tier 2 (supplementary capital).
Certain restrictions have been introduced, for example, limiting Tier 2’s
core capital to 100% of Tier 1’s core capital. The bank’s total regulatory
capital (statutory capital level) is determined by deducting previously
recorded goodwill items and investments in unconsolidated branches
from core capital (BCBS, 1988).

The Basel I framework, adopted almost three decades ago, has proven
very useful and productive. However, over time, it became clear that con-
trolling large international banking groups was inadequate and too intru-
sive. Namely, Basel, I have shown limited risk sensitivity without providing
sufficient arguments to bankers, supervisors, and the market to measure
the risks of large and complex banking groups. Similarly, under Basel I,
all loans (other than mortgages) are treated as equally risky and subject to
capital requirements, leading to regulatory arbitrage. In other words, by
changing the credit structure, banks have favored high-risk investments
over low-risk ones within the same risk-weighted categories. The main
criticism of Basel I, as such, is that the BCBS lumps all companies into a
single category rather than grouping them into three distinct borrower
categories. Second is the question of how to properly incorporate private
credit ratings into its proposal. Third, Basel, I do not reduce the capital
level for good credit risks or impose adequate penalties on poor credit risks
(Jackson, 2000).

By the late 1990s, it was evident that Basel I had lost its objective.
The key issue was that the risk assessment criteria were overly simplified,
leading to regulatory arbitrage—the bank trimmed its investment in less
lucrative assets deemed to carry exorbitant risk. However, it increased its
position in more lucrative assets that were underestimated as being risky.
Besides, securitization lacked oversight, allowing banks to shift risky assets
off-balance sheet. Consequently, although there was an initial rise in capi-
tal upon the introduction of Basel I, the overall amount of capital within
the banking system began to decrease; these deficiencies led to the adop-
tion of new, more advanced standards (Lall, 2009).
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4.3 Baser Il

With developments in financial systems and banking, risk-management
practices, supervisory approaches, and financial markets, Basel I was
unable to keep pace (BCBS, 2001). As for any agreement, Basel I had
some advantages and disadvantages. The main criticism of Basel I is that it
lumps all companies into a single category rather than using three distinct
borrower groupings. Second, the proper incorporation of private credit
ratings into its proposal is also questioned. Third, under Basel I, clients
with good credit ratings face no reduction in capital requirements, and, in
some cases, they are adequately punished for having poor credit ratings.
Since not all risks have been evaluated, the introduction of credit ratings
into capital requirements raises the question of how to assign credit rat-
ings to capital ratings and to credit ratings without credit ratings. Basel
I have been heavily criticized for several technical and fundamental rea-
sons. On a technical level, there has been considerable controversy over
whether the BCBS was correct to incorporate private credit ratings into
its document. Jackson (2000) disagrees with the Basel I rules that were
formulated in 1980 and subsequently discarded in 1999. According to
him, there is false and faulty reasoning in their attributing capital require-
ments to commercial lending, which casts a shadow on the credit rating
agencies. The BCBS’s initial approach to commercial loans was crude,
according to Howell (2000). This was not the case in the original proposal
for the Basel Capital Accord, where a distinction was made between other
forms of assets (e.g., sovereign debt and bank credit). This will put all
companies with different risk profiles on an equal footing when applying
for commercial loans. The BCBS sought to redress this flaw by proposing
to incorporate private credit ratings into CAR. Some main characteristics
of Basel I and Basel II are highlighted in Fig. 4.2.

In their study, Altman and Saunders (1998) found that borrowers with
the best credit ranking (AAA or AA under the Standard & Poor’s system)
should have a CAR of only 1.4%, while borrowers with a poor credit rank-
ing (those ranked B and below) should have a CAR of about 17%.

Remarkably, the study also indicates substantial disparities in the respec-
tive capital expenditures of borrowers in the categories A to BBB and B
to BB. However, the BCBS proposal grouped these borrowers under a
single category.

The BCBS released a document titled “International Convergence of
Capital Measurement and Capital Standards: A Revised Framework” on
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Greater Risk Sensitivity, More sensitive to the risk level of different
asset categories

Basel Il (2004)

Fig. 4.2 Basel I vs. Basel II
Source: Author’s compilation on Basel Accords, BCBS (1988, 20006)

26 June 2004. This is commonly known as the Basel II accord (BCBS,
2006). As stated, Basel I incorporated credit risk and subsequent market
risk. In addition, Basel II considers operational risk when determining the
capital adequacy ratio alongside credit and market risk.

According to Basel II, bank regulation comprises three relevant
aspects: minimum capital requirements, supervisory review by the central
bank to assess the bank’s adequacy, and an internal assessment process
with a new emphasis on strengthening market discipline and sound bank-
ing practices (BCBS, 2000).

The purpose of the Basel II framework is to strengthen global financial
stability and provide a broad overview of best practices in risk manage-
ment. Ultimately, its goal is to address issues related to the stability of banks
worldwide, covering three pillars: minimum capital requirements, supervi-
sory review process, and disclosure and market discipline (BCBS, 2006).

Pillar I: Minimum Capital Requirement

The requirement to calculate the minimum regulatory capital builds on
Basel I of 1988; nothing is new there. The new aspect of Basel II is the
consideration of operational risk in CAR calculations and the inclusion of
flexible approaches to RWA calculations. The calculation of the “Capital
to Risk Weighted Asset Ratio” (CRAR) in Basel II and the formula are
like those of Basel I. Basel II recommended at least 8% CRAR and 4% Tier
One CRAR. The calculation of CRAR depends on two major determi-
nants (BCBS, 2006):
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— Eligible Total Capital Funds
— Risk-Weighted Assets

Eligible capital comprises Tier 1 (core) and Tier 2 (supplemental) capital.
Compared to Tier 2 capital, Tier 1 capital is less risky and more depend-
able. High-risk assets: Basel II focuses on banks with stronger risk man-
agement and asset quality. The quality of assets increases, thus reducing
the capital requirements, as such a pool can bear less risk.

Basel IIT adds additional capital, leverage, and liquidity requirements
to ensure that banking institutions are not further exposed to increases in
credit risk, unlike Basel I and Basel II. These regulations govern, screen,
and manage risks within the banking industry.

Basel II introduced a new feature in integrated risk management that
enables the determination of a bank’s overall credit, trade, and operational
risks. Financial costs include operational risks, and the minimum CAR must
be 8% of the active risk-weighted asset. This represents a significant revision
to the asset weighting method. The addition of capital requirements for
operational risk, which includes losses due to process errors, internal cor-
porate misconduct, and I'T problems, is a significant innovation over Basel.

Pillar II: Supervisory Review Process

The first aim is to push banks to hold more capital to cover all the risks in
their business, while the second aim is to develop better risk-management
techniques to control and manage risks. The Pillar II has the four key
aspects (BCBS, 20006):

— In line with their risk profile and capital stabilization plans, banks
must assess their overall capital adequacy.

— In the area of capital management, managers must monitor the ad-
equacy of a bank’s internal capital and ensure that it complies with
regulatory rules.

— Supervisors expect banks to meet minimum capital requirements
and maintain their capital above a set ratio.

— Supervisors should react early to prevent negative trends and stabi-
lize the capital adequacy ratio.

Pillar IIT: Disclosure and Market Discipline
Following the crisis, Basel II sought to rectify the shortcomings of
Basel I, particularly in Pillar I, by introducing new capital and liquidity
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requirements. However, the probability that Basel II would entail survival
following the global financial crisis was minimal. Although Basel II had
created a banking structure, the GFC revealed some of its inefficiencies.
This, in fact, triggered efforts to establish a new regulatory structure that
would help prevent future crises. In a way, the GFC showed that Basel 11
had several weaknesses. Here are some key criticisms that are often heard
when discussing the Basel 11 capital adequacy framework (BCBS, 20006):

— Minimum capital requirements for banks that failed to prevent the
consequences of the global financial crisis.

— Basel II enabled banks to remove risky assets from their balance
sheets through securitization, while other risks were often poorly
assessed and, in some cases, underestimated.

— Basel II discouraged banks from keeping long-term assets on their
balance sheets, as it was through their relocation through the OTC
model (the “create and distribute” model) that the crisis began to
deepen.

— The minimum capital requirements of Basel I have proven to be
procyclical, especially with the deepening of the crisis, when loan
losses have become more frequent and can threaten the bank’s
solvency. This procyclicality has diminished a bank’s ability to make
loans, worsening liquidity in the financial market.

Basel II had significant shortcomings in its capital buffers, as large banks
used the A-IRB method to reduce their capital reserves by more than 40%.
In contrast, smaller banks, relying on the standardized approach, faced
higher capital requirements. This reduced the profits of smaller banks and
increased their risk of acquisition. The regulation favored large, systemi-
cally important banks, creating competitive hurdles for smaller institutions
and exposing structural issues in Basel II’s design.

Based on empirical analysis, this resulted from structural bias in the
policymaking process, in which the tremendous lobbying by multinational
banks tilted the standards toward more advanced methods that favored
their business models. Regional banks from developing and emerging
markets, such as India and South Africa, argued during the consulta-
tion that implementing A-IRB could create competitive asymmetries and
enable regulatory arbitrage benefiting large megabanks. However, their
objections were raised retrospectively and not given due attention, leading
to the enactment of laws that legalized the inequality. This case illustrates
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how powerful financial institutions can influence international standards
for small firms and economic stability (Lall, 2009).

Furthermore, the most significant criticism of Basel II is that it contrib-
uted to the GFC. In particular, the BCBS acknowledged the defects in the
countercyclical effects of minimum capital requirements. To address these
deficiencies, the Basel Committee developed additional measures, includ-
ing allocating additional provisions for expected credit losses on exposures
and increasing the countercyclical capital buffer (BCBS, 2009).

4.4 BaserL II1

Basel 111 was established as a direct response to the financial crisis of 2007—
2008. Moreover, it was adopted at the end of 2010. Basel III builds on
the guidelines of the Basel II agreement, which led to significant defi-
ciencies in banks’ ability to manage risks, particularly in their liquidity
and capital (Ganié, 2012). Its focus is on the stability of individual banks
rather than on relationships within the banking system. The micropruden-
tial regulations are intended to make institutions more transparent and
stable but have inadvertently added to the fragility of the risk system, as
noted by the Warwick Commission (2009). Basel III attempted to ease
this strain by incorporating more detailed regulations connecting micro-
prudential and macroprudential procedures. This two-pronged approach
serves to increase the stability of the financial sector against external
shocks and the spread of crises, reducing the risks associated with specific
organizations and contagion mechanisms across all systems (The Warwick
Commission, 2011). Basel III was developed to increase transparency and
improve banks’ response to shocks arising from governance and financial
issues. Among the changes introduced in Basel II and Basel III was the
idea that regulators should abandon the established rules-based rules used
to approve capital expenditures and instead implement principles-based
rules (BCBS, 2011).

The GFC has highlighted numerous problems with the structure,
amount, and quality of banks’ capital. Likewise, the GFC has shown that
meeting minimum capital requirements for banks does not necessarily
ensure the stability of the banking sector. After the dramatic collapse of
Lehman Brothers, politicians, banking regulators and national policy-
makers met to address the problem of “too big to fail” institutions and
how to make banking more secure and more valuable to all parties, in
September of 2010, a group of governors of the leading countries and



58 M. GANIC

Pillar 1 Higher Tier 1 Capital Requirement: (6%)

Capital Conservation Buffer: additional 2.5% CET1
Countercyclical Buffer: 0-2.5% RWA

Stronger liquidity and capital standards under Basel |1l

(Minimum Capital
Requirements)

Pillar 2 Stronger supetrvisory process and capital planning
; Better management of off-balance-sheet and securitization risks
(Supervisory : ) ; : . .
Review Process) Control of risk concentration and improved risk management incentives
Stress testing, sound compensation and valuation practices

Pillar 3 * Enhanced risk disclosure and market discipline
((DIELe/ [V =R-1s[e Ml < Transparency of securitization and off-balance-sheet exposures
Market Discipline) | Clear explanation of CAR calculation

Fig. 4.3 Basel II vs. Basel 111
Source: Author’s compilation on Basel II and Basel III, BCBS (2006, 2011)

national regulators, in the presence of the representatives of the BCBS,
announce agreement after two days talks, paving the way for strengthening
the existing capital framework (BCBS, 2010) The main elements of global
financial reform were formally announced in November of 2010 in Seoul
at the G20 Leaders” Summit. They include the introduction of global
minimum liquidity standards and changes to risk-based capital require-
ments. The proposed Basel II reform package changed the foundations
of Basel 11, raised capital standards globally, and established standards for
capital reserve creation.

Together with the measures to improve Basel II standards (from July
2009), the announced proposals represent a comprehensive response by
the Committee to the impact of the GFC on regulation, supervision, and
the management of banking risks. The key elements of the Basel III regu-
lation are that it raises the quality and consistency of the capital base and
strengthens the risk coverage of the capital framework (Walter, 2011).
This is a primary objective of the reform.

The primary elements are as follows: The proposals are structured
around the following regulatory objectives: increased quality and quan-
tity of capital; reduced leverage by introducing a backstop leverage ratio;
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increased liquidity coverage; and strengthened risk capture, notably coun-
terparty risk (BCBS, 2011).

In recent years, Basel’s standards have undergone significant changes,
including improvements and a shift from Basel II to Basel III, as sum-
marized in Fig. 4.3. The Basel III package proposes a new common
equity requirement of 4.5% of a bank’s RWA. Under the proposal, this
applies to the current 2% RWA in common shares, including a capi-
tal conservation buffer of 2.5% of common shares. This ultimately sug-
gests that a practical requirement of 7% for common shares would be
appropriate. If the capital falls within a “buffer zone” between 4.5% and
7%, the bank faces restrictions on dividend and employee bonus pay-
ments. Including a capital conservation buffer of 2.5% protects banks
against adverse effects during financial disturbances (Cecchetti, 2010).
According to Basel I1, additional capital allocations in buftfer zones were
not prescribed. These reforms, innovations, and extensions progressively
and significantly increased capital requirements, while the cost of capital
will be monitored closely.

The key characteristics of Basel III are as follows (BCBS, 2011):

The bank has enhanced the quality, consolidation, and transparency of
its core capital. The new rules do not have some of the elements that used
to fall in Tier 1. Their primary role is to enhance the capacity of individual
banks and increase their capital. Other components of the capital structure
are also coordinated by the board in the process of enhancing the quality
of Common Equity Tier 1.

Both paid-in capital and retained earnings, along with the funds required
to compute Tier 2 capital, are included under the heart of Common
Equity Tier 1.

To control liquidity risk, Basel III introduced two new liquidity ratios.
The first one refers to the minimum global liquidity risk for internationally
active banks and consists of a 30-day monthly liquidity ratio. The second
refers to the long-term (structural) liquidity ratio.

Basel III includes key methods for identifying and assessing liquidity
risk trends at the level of individual banks and the entire banking sector.
The rules and regulations are consistent with the principles of liquidity
management and control developed by the BCBS in September 2008.

Furthermore, banking institutions are required to have sufficient liq-
uid assets to cope with market difficulties (a monthly liquidity ratio has
been developed) and invest in regular, high-quality assets that can be sold
quickly if necessary.
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The liquidity coverage ratio (LCR) and the net stable funding
ratio (NSFR) are designed to monitor and maintain liquidity. For
example, the LCR requires banks to maintain cash and other liquid
assets, while the NSFR requires banks to hold more long-term fund-
ing (BCBS, 2013).

Another challenge banks face, arising from reforms, innovations, and
extensions from Basel II to Basel 111, is the liquidity risk ratio requirement.
Banks face the challenge of integrating their current risk and finance sys-
tems to address this risk.

However, to ensure concentration of funding, banks will be required to
maintain a continuous hierarchical account of the agreed counterparties.

Banks must produce different liquidity coverage ratios for each
consolidation level and currency in accordance with credit risk rules.
Internationally operating banks must manage in accordance with national
discretion and local regulatory standards, while aligning them with the
new liquidity ratio rules.

The idea of introducing a countercyclical buffer is to protect the buftfer
zone, enabling banks to preserve capital to offset losses from financial and
economic downturns. The equity buffer zone is between 0% and 2.5% of
RWA and comprises common shares and other capital components that
can absorb losses. Regulations are tailored to each country’s specific con-
text (Griffith-Jones et al., 2011).

4.5 BasteL IT axD Baster IIT AportioN: A CrOsS-REGIONAL
COMPARISON

This section examines convergence with international banking standards
and evaluates the progress in implementing Basel II and Basel III world-
wide in recent years. To analyze this aspect, survey data from FSI (2015)
are used to examine the extent and speed of adoption of Basel II and Basel
IIT in fewer than 100 countries that were not part of BSBC. Specifically,
the study uses 10 Basel II and 8 Basel III subcomponents from 2004 to
2015 to examine whether all 18 subcomponents were introduced across
all 101 countries.

The main objective of the ESI survey was to explore ongoing changes in
the convergence process from Basel II to Basel I1I for jurisdictions selected
by the BCBS. According to the World Bank classification, these jurisdic-
tions are divided into five groups: East and West Asia (14 countries),
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Europe and Central Asia (28 countries), Latin America and the Caribbean
(23 countries), Middle East and North Africa (12 countries), Sub-Saharan
Africa (19 countries), and South Asia (5 countries).

Although Basel II has significant variations in implementation at
the national and regional levels, its widespread adoption is noted
in several jurisdictions not covered by the BCBS, according to the
FSI questionnaire.

By 2015, for example, in East Asia and the Pacific, of the 14 surveyed
countries, only 3 countries had adopted any Basel II components, while
Chinese Taipei was the only country to implement all Basel IT subcompo-
nents. Moreover, in the MENA region, all 12 surveyed countries imple-
mented at least one Basel II element. In Europe and Central Asia, we
found that Serbia, Norway, Liechtenstein, and Iceland fully comply with
Basel II and have adopted all 10 subcomponents. At the same time, the
Kyrgyz Republic and Moldova made no progress in implementing Basel
II. Similar findings exist in other jurisdictions, such as South Asia, which
includes Laos and Bhutan. By contrast, Bangladesh, Nepal, and Pakistan
have each adopted at least one aspect of Basel II.

Meanwhile, in some regions, such as Sub-Saharan Africa, 11 countries
have not taken any measures to implement Basel II. In Latin America and
the Caribbean, 13 countries have not taken steps.

As shown in Fig. 4.4, the highest percentage of Basel II adoption is
in Europe and Central Asia (52%), followed by East Asia and the Pacific
(39%), the Middle East and North Africa (38%), and South Asia (28%).
The lowest levels of adoption were in Latin America and the Caribbean
(10%) and Sub-Saharan Africa (13.5%).

On the contrary, very low convergence with Basel III is observed
among many non-implementers in surveyed countries. As you can see, the
highest rate of adoption of Basle I1I is found in the Middle East and North
Africa (25%), followed by South Asia (22.5%), Europe and Central Asia
(18%), East Asia and Pacific (17%), Sub-Saharan Africa (12.5%), and Latin
America and the Caribbean with only 4.5% adoption.

The data in Figs. 4.5 and 4.6 reveal that many surveyed jurisdictions
still have regulatory convergence structures inadequate for the Basel II
and Basel III standards. Moreover, based on the FSI (2015) survey data
about the level of regular convergence with Basel II, we found that:

Most of the surveyed countries adopted requirements for credit risk
(SA: Standardized approach) and operational risk (BIA: Basic indicator
approach) in the current implementation of Pillar 1, Pillar 2, and Pillar 3,
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Fig. 4.4 Cross-regional variation in implementation of Basel IT and Basel III
Note: Europe and Central Asia - 28 countries, East Asia and Pacific - 14 countries,
Latin America and the Caribbean - 23 countries, Middle East and North Africa
- 12 countries, Sub-Saharan Africa - 19 countries, and South Asia - 5 countries.
Source: Authors’ elaboration on FIS (2015) survey data
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Fig. 4.5 Implementation of key components of Basel II

Note: Basel II: Pillar 1 - credit risk: SA = standardized approach, FIRB = foun-
dation internal ratings-based approach, A-IRB = advanced internal ratings-based
approach; Pillar 1 - operational risk: BIA = basic indicator approach, TSA = stan-
dardized /alternative standardized approach, AMA = advanced measurement
approaches; Pillar 1 - market risk: SMM = standardized measurement method,
IM = internal models; P2 = Pillar 2; P3 = Pillar 3

Source: Authors’ elaboration on FIS (2015) survey data
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Fig. 4.6 Implementation of key components of Basel 111

Note: Basel III: Liq = liquidity standard; Def cap = definition of capital; Risk
cov = risk coverage; Conserv = capital conservation buffer; C-cycl = countercyclical
capital buffer; LR = leverage ratio

Source: Authors’ elaboration on FIS (2015) survey data

with the highest percentage of adoption in Europe, Central Asia, and the
Middle East and North Africa regions.

Pillar 1, Pillar 2, and Pillar 3 of Basel II show very low convergence
across most surveyed jurisdictions, such as the Caribbean, Sub-Saharan
Africa, and Latin America, with implementation rates of 15% or lower.
Figure 4.5 shows regional differences in the implementation of Basel 11
standards outside the BCBS and the EU. East Asia and the Pacific (18.2%)
and Europe and Central Asia (15.0%) have higher implementation rates,
especially for Pillar 2, due to stronger financial integration and regu-
latory capacity.

Regions such as Latin America and the Caribbean, the Middle East and
North Africa, Sub-Saharan Africa, and South Asia implemented only about
10% of Basel IT components. This indicates that Basel II implementation
remains fragmented, with more advanced regions adopting more Basel
II components, while most areas meet only the minimum requirements.

On the other side, Basel III enforcement was weak across all regions
(Fig. 4.6).

The highest adoption rates of Basel III components were observed in
East Asia and the Pacific (15.1%) and Europe and Central Asia (11.8%). In
comparison, Latin America and the Caribbean (6.9%), South Asia (3.4%),
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and Sub-Saharan Africa (2.5%) recorded the lowest levels of Basel III
implementation.

These findings support the claim of regulatory convergence with some
exceptions (Lall, 2009). Although the Basel Framework is assumed to be
implemented equally across regions, our cross-regional measurements for
Basel III indicate persistent disparities. This shows that regulatory arbi-
trage persists in the global system and that the drive towards global stan-
dards is a genuine expression of national will.

4.6 STRENGTHENING RESILIENCE: BASEL IV RISK-SENSITIVE
REFORMS

The Basel 111 reforms package, also referred to as Basel IV in its final stage,
presents the next step in the transformation of global banking standards.
The framework aims to strengthen the quality of risk assessment on credit
products, operations, and activities and enhance capital allocation prin-
ciples to avoid future bank failures. Despite the reform’s introduction in
2017, it has never been fully embraced, even in a large economy like the
United States. The proposed rules will be decided on by regulators in
January 2024, during which they will take time to listen to stakeholders
in a public consultation. This is a slow process, and it shows how difficult
it is to align intervention regulations across nations. Though it is not an
casy task to implement, all of this can fit within the main idea of Basel
IV: strengthening the banking sector through more accurate risk assess-
ment and prudential requirements.

The new regulations require banks to perform dynamic loan reclas-
sification based on borrowers’ risk profiles—such as reevaluating loans
to growing businesses—and to adjust risk weights accordingly. Basel IV
refers to the final stage of Basel I1I reforms, comprising two main packages
that cover specific regulatory areas (Schneider et al., 2017).

The first package contains major reforms designed to improve risk man-
agement and financial stability, as follows (Feridun & Oziin, 2020):

FRTB (Fundamental Review of the Trading Book): Improves market risk
standards.

Counterparty Credit Risk: The visk involved in providing credit exposure
to thivd parties.

NSFR (Net Stable Funding Ratio): Establishes o long-term liquidity
standard to ensuve stable funding even under stress.
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Leverage Ratio: Restrains excessive lending by requiring the minimum
capital-to-exposure ratio.

Considerable Exposure: Caps expose clients to concentration risk.

Market Risk: Brings new, better tools for managing price-
fluctuation risks.

The second package emphasizes credit, market, and operational risk
frameworks (BCBS, 2017a):

Credit Risk: Changes in the Standardized Approach SA-CR and tighter
measures for internal credit risk models.

Credit Risk Mitigation: New tools for helping to minimize possible
losses.

Muarket Risk: Greater advances in the practices concerned with risk
assessment.

Operational Risk: New capital requirements based on real losses in
the past.

Output Floors: A minimum threshold with a minimum requirement of
risk-weighted assets not being lower than 72.5% of those used under
the standardized approach.

Sustainability: Long-term measures for the stability of the banking sec-
tor.

Credit valuation adjustment (CVA) risk: New standards for treating
valuation adjustments arising from changes in the market.

Under Basel IV, there are significant reforms to address flaws in earlier
standards, particularly the over-reliance on internal risk models. Key
changes include the following (BCBS, 2017a):

— Tighter restrictions on internal model use.

— Internal models are prohibited for some portfolios (e.g., large firms
with a turnover exceeding €500 million).

— The capital floor on the IRB approach increases the capital require-
ment.

— New capital charges—for overdrafts and unconditionally cancel-
lable loans.

— Increased risk weights on subordinated debt and commercial real
estate.

— Stricter collateral and guarantee rules.
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— Diminished ability to shift assets between banking and trad-
ing books
— The general goal is consistency and transparency and to restore
banks’ trust in regulators.
— Central Regulatory Changes in Basel IV:
e Internal Models (IRB).
e Use of IRB models is now restricted.
e Not allowed for large corporations with a turnover exceeding
€500 million.
e The capital floor is established at 72.5% of the standardized
approach.
e Reduced use of Advanced IRB (A-IRB), especially for real estate.

Real Estate Exposure:

— New methodologies introduced

The standard operating method now relies on the Loan-to-Value
(LTV) ratio.

— Stricter rules on collateral eligibility

Capital Requirements:

4.6.1 EU Response to Basel IV: Regulatory Changes,
ESG Change, and Transition Measures

The idea of reforming Basel III was followed by efforts to develop a new
proposal, commonly referred to as Basel IV. This is a comprehensive pack-
age that aims to (1) improve approaches to measuring credit and opera-
tional risk exposures; (2) revise the credit valuation adjustment (CVA)
approach; (3) set up an output floor that limits the reduction of capi-
tal requirements; (4) update the leverage ratio framework with detailed
requirements relating to global systemically important banks (G-SIBs);
and (5) integrate revised market risk standards that were first consulted on
in January 2016. (Feridun and Oziin, 2020).

Reforming Basel 111, commonly referred to as Basel IV, was planned to
start on January 1, 2022, with a gradual implementation of the floor for
the IRB approach’s input parameters and to finish on January 1, 2027.
However, the implementation was postponed by 12 months because
of the COVID-19 pandemic, with full implementation now set for
January 1, 2028.
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The Basel I11 reforms could have significantly affected the banking sector
in the EU. This new EU legislation established the Capital Requirements
Regulation (CRR3) and the Capital Requirements Directive (CRD6) to
apply Basel IV across all EU banks, not just those operating internation-
ally. One notable point is the proposal to cut capital requirements for low-
risk residential mortgages under internal ratings-based (IRB) methods—a
clear contrast to the calibration of Basel IV, which is more stringent.
The adoption of the Basel III reform as part of the EU banking pack-
age (CRR3 and CRDG6) was initially scheduled to begin at the start of
2023. However, it was delayed until the beginning of 2025 due to the
COVID-19 pandemic, and its implementation will proceed gradually until
2032 (EBA, 2024a).

Within the package of reforms, which go a step further than what was
proposed in Basel III, there are several important measures. First, there
are temporary capital requirements that will apply to exposure to crypto
assets. Next, we have the integration of ESG risks into prudential frame-
works, which includes mandatory disclosures, improved risk-management
procedures, and enhanced supervision. Finally, there is a reformed regu-
latory framework that applies to non-EU bank branches that are estab-
lished in the EU.

The new framework mandates that banks regularly report on ESG risks,
including their identification, measurement, and management (CRR3
Article 87a).

The CRDG6 limits banks’ cross-border operations by establishing firewalls
through strict selection processes, management standards, and reorganiza-
tion requirements. Significant implementation dates will involve ESG risk
standards, which will be in place in January 2026, and third-country com-
pany rules, which will be in place in January 2027. Transitional arrange-
ments are also guided by CRR3, specifically a gradual 10 percent credit
conversion factor for unconditionally canceled liabilities and the removal
of the basis and eligibility criteria for companies to be rated (EBA, 2024Db).

The EU applies the IRB approach input floor on three bases: indi-
vidual bank, consolidated, and sub-consolidated. Under the standardized
approach to unrated corporate exposures, the risk weight is 100%. To
increase comparability between standardized and internal models and to
improve the reliability of RWA, the framework applies new input floors
to banks that use internal models. These floors limit capital calculations
under the Standardized Approach, making it more closely aligned with the
risk-sensitivity objectives of Basel IV.
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4.7 CONCLUSION

From a general perspective, the Basel Capital Accord represented incremen-
tal reforms in setting global banking standards, starting with Basel I and
extending to Basel II and Basel III. It can affect every bank to varying
degrees, depending on type, size, and location. Once fully implemented,
Basel III guidelines will increase capital buffers and require strict recovery
costs for key risks, liquidity, and credit. Adding centralized credit lines and
reducing the coverage of rating agencies are other goals of the Basel III
strategy. The goal is to improve the financial system. Basel III introduced
standards and guidelines to close the gaps identified in Basel I1. With rapidly
evolving global markets, these regulations might need to be revised and
standards expanded over time as the accords are put to work to develop into
a different set of rules to respond to the changes demanded by the markets.

Now, senior management and board members are increasingly aware
of stricter regulations and greater accountability for risk management as
financial innovation continues to emerge. Reforming Basel I1I, commonly
referred to as Basel IV, has the potential to transform international bank-
ing standards by addressing sensitivity to systemic risk, capital buffers, and
financial stability. In any case, it has not been entirely successful, and the
minimal improvement underscores the need to align various regulatory
systems. These priorities of global uniformity and the domestic economy
contradict the European Commission’s model, which incorporates pro-
duction for the covered period and the capital’s local tasks.

As regulators increasingly focus on risk management, reforming Basel I11,
commonly referred to as Basel IV, strengthens risk management, increases
capital buffers, and enhances financial stability, raising banking standards in
financial innovation. However, due to the complexity of ensuring compat-
ibility across multiple regulatory systems, even large organizations, such as
the EU, do not always successfully implement these standards. The EU uses
a tailored approach with short-term pauses and specific capital requirements,
highlighting the conflict between national economic goals and global sta-
bility. The goal is to strike a balance between national standards and local
markets, enabling financial systems to develop and survive.
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CHAPTER 5

The Global Foreign Exchange
Market: Structure, Evolution,
and Currency Dynamics

Abstract This chapter examines the development of the foreign exchange
market (Forex) and analyzes trends across major financial centers world-
wide. This research is descriptive and quantitative, based on detailed data
from the BIS central banks’ surveys conducted from 2001 to 2022. It
examines global trends in exchange rates, currency pairs, and trading in-
struments, including their regional distribution. To identify important
trends, such as the growing influence of currency swaps and the rise of the
Chinese yuan, the analysis also uses CAGR calculations and market share
analysis. After that, comparative regional analysis shows different develop-
ment paths across world regions.

Keywords Foreign exchange market (FOREX) ¢ OTC EX turnover
Currency dynamics ® Currency pairs ® Geographical distribution of FX
trading
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5.1 INTRODUCTION

Exporting companies need to decide whether to maintain their currency
exposure or speculate on currency movements during periods of fluctua-
tion. As a result, derivative markets—such as forwards, futures, options,
and swaps—have developed to both reduce risks and generate returns.
This highlights the importance of accurate exchange rate prediction.
According to Rahmadani (2025), supply and demand in the foreign
exchange market will grow again. Both descriptive and quantitative meth-
ods are used to study long-term trends. The main source of informa-
tion is a series of questionnaires conducted by the Bank for International
Settlements (BIS) over a three-year period (2001-2022), which allows for
a unique assessment of international retail foreign exchange trading.
Exchange rates, financial instruments, and their regional distribution
over 21 years were determined using this data collection. The calculation
includes compound annual growth rate (CAGR) to identify key trends.
Interest rate forecasts and market share costs are also included in the analy-
sis to predict the outcome. During this period, the growing importance of
currency swaps and the rapid rise of the Chinese Yuan (CNY) became evi-
dent. Not surprisingly, these phenomena are of key importance to study.

5.2 DEecLINES AND CHANGES IN FX TURNOVER

The FX market is essential to a country’s financial system, serving as a key
connector and reflecting the growing integration of the national economy
with the global one. Its main functions are to facilitate international pay-
ments and maintain the country’s international liquidity. The FX market
is a global network of buyers and sellers of foreign currency, and it is nei-
ther centralized nor strictly controlled by any institution or country. Also,
the FX market is the most liquid financial market in the world, with daily
turnover exceeding $5 trillion and more than 10 times that of the global
equity market (Cespa et al., 2022). It is a convincingly significant segment
of the financial market, with a marked continuity of growth driven by
the development of international trade and economic activity. This applies
particularly to China and India, as well as to the countries of the former
Soviet Union, which have begun to play an increasingly important role
in world trade.

One of the most exciting aspects of the currency market is that in 2022,
it traded over $7.5 billion per day (BIS, 2022). These transglobal trade
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Table 5.1 Currency shares in OTC FX turnover (2001-2022)

Currvency 2001 Shave 2022 Share A (2001-2022)  Key observations

USD 89.86% 88.45% -1.41 p.p.  2013-2016 recovery (+1.5 p.p.)
EUR 37.91% 30.54% -7.37 p.p. 2010 peak (39.04%)

JPY 23.53% 16.70% -6.83 p.p. 2013 rebound (23.05%)

GBP 13.05% 12.90% -0.15 p.p.  Stable despite Brexit

CNY 0.01% 7.01% +7.00 p.p.  2016-2022 surge (+3.02 p.p.)
AUD 4.32% 6.38% +2.06 p.p. 2013 peak (8.64%)

CAD 4.49% 6.21% +1.72 p.p. 2022 15-year high

CHF 5.98% 5.19% -0.79 p.p. 2007 peak (6.82%)

HKD 2.24% 2.58% +0.34 p.p. 2019 peak (3.54%)

SGD 1.05% 2.43% +1.38 p.p.  Steady ASEAN growth

Note: USD - United States Dollar, EUR - Euro, JPY - Japan Yen, GBP - Great Britain Pound, CAD -
Canadian Dollar, AUD - Australia Dollar, CHF - Swiss Franc, CNY - Chinese Yuan, HKD - Hong Kong
Dollar, SGD - Singapore Dollar (Net basis, percentage shares of average daily turnover in April)

Source: Author’s elaboration on BIS (2022) data, Triennial Central Bank Survey Foreign exchange turn-
over in April 2022

streams have, over the last 20 years, returned money into the limelight.
Table 5.1 presents data on traded currencies from the BIS survey (2022),
which covered 53 central banks and almost 1,300 financial institutions.
The 2001-2022 environment of the global FX market shows striking con-
sistency and significant shifts in currency dominance.

For example, USD reshares increased from 84.9% to 89.9%. Although
it dipped to 84.86% in 2010, growth picked up again by 2022, reach-
ing 88.45%, reaffirming its role as the primary international reserve and
trading currency.

The euro’s highest level was observed in 2010, when it stood at 39.04%,
and dropped to 30.54% (2022), mainly because of Brexit and reduced vol-
atility of EUR /USD (Table 5.1). CNY has seen impressive growth, with
its share rising from 0.01% in 2001 to 7.01% in 2022, a 700-fold increase.
This increase, fueled by the emergence of oftshore CNH markets (Hong
Kong and London); the trade arrangements included in the Belt and Road
Initiative; and its inclusion in the IMF SDR basket (with the weight of
10.9%), has enabled it to replace the Australian and Canadian dollars as
the fifth most traded currency in the world.

On the other hand, the Japanese yen (JPY) experienced the largest
decline among major currencies, falling from 23.53% to 16.70%. The
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main reason for this decline was the decreased attractiveness of carry-trade
yield opportunities relative to their value. Meanwhile, despite the Brexit
controversy, the price remains stable. Notably, the pound accounted for
12.90% in 2022, slightly less than its 13.05% share in 2001.

Traditional currencies like the Japanese yen were still falling (from
23.53% to 16.7%), whereas resource-linked currencies such as the AUD
and CAD exhibit cyclical changes. Therefore, AUD’s share of trade in
OTC foreign exchange instruments was 8.64% (2013), and CAD’s share
was 6.21% (2022), reflecting a difference in the trajectory of the commod-
ity market (Table 5.1).

Among smaller currencies, the Singapore dollar (SGD) has doubled
twice (1% to 2.4%) because financial integration in Asia has proved suc-
cessful, and the Swiss franc’s safe-haven status has kept it at around 5%.

The FX market is a global, decentralized financial market that is tech-
nologically well-equipped and where banks, corporations, governments,
and institutional investors trade currencies. Banks facilitate investment and
trading activities for their corporate and institutional clients and are ready
to offer or exchange a wide range of currencies. Traditionally, money flows
between currencies and is dependent on import and export transactions.
Speculative trading in currencies began to take precedence in the FX mar-
ket, especially after 1973, following the collapse of the Bretton Woods
system, when exchange rates among major currencies became floating
(Chen, 2012). Most national currencies operate under a floating exchange
rate regime, in which exchange rates fluctuate daily in response to mar-
ket forces. The free interaction between demand and supply of foreign
currency in the FX market determines exchange rates. As with all prices,
foreign exchange rates can be expressed in two ways. First, how many
units of the local currency are needed to buy a unit of foreign currency
(direct quotation)? Second, how many units of the foreign currency can
be obtained for one unit of the domestic currency (indirect quotations—
represented in the UK)?

As Table 5.2 demonstrates, there are significant variations in the share
of the currency pair in OTC FX turnover. It is important to note that
most trading in the FX market is in USD against other currencies. As an
illustration, USD /EUR, USD/JPY, and USD/GBP are the most traded
currency pairs in the global FX market, accounting for more than 50% of
total turnover.
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Table 5.2 Comparative trends OTC FX turnover by leading currency pair (2001
vs. 2022)

Currency pair 2001 2022 share /\ Share Turnover — Turnover — Peak

share growth in $B 2022
USD/EUR  30% 22.79% 7.3 pp. 4.6x 1,706 2001 peak (30%)
USD/JPY  20% 13.50% -6.5p.p. 4.1x 1,014 2001 peak (20%)
USD/GBP  10%  9.50% -0.5p.p. 5.76x 714 2004 peak (13%)
USD/CNY - 6.60% +6.6 p.p. 495x (since 495 2022 peak (6.6%)
2004)*
USD/CAD 4% 550% +1.5p.p. 8.2x 410 2022 peak (5.5%)

*A growth of 495x is calculated since 2004, when FX turnover was first recorded (0.1-0.2).

Note: Because two currencies were involved in each transaction, the sum of the percentage shares of
the individual currencies totals 200% rather than 100% (Net basis, daily averages in billions of USD and
percentages)

Source: Author’s elaboration on BIS (2022) data

The development of global FX turnover has shown persistent trends and
dramatic shifts in the dominance of currency pairs over the last 20 years.

The USD /EUR currency pair was the most traded, but its market share
declined from 30% in 2001 to 22.7% in 2022, even as the total daily abso-
lute turnover grew from $372 billion to $1.7 trillion. The decline in FX
market share suggests that the euro’s share in global finance diminished,
although it remains the primary alternative to the USD (Table 5.2).

During this period, the share of the USD /JPY exchange rate fell from
20% (2001) to 13.5% (2022). The decline reflects Japan’s prolonged low-
yield environment or low-interest-rate policy. The USD/GBP exchange
rate remains relatively stable, with the pound maintaining a share of 9-10%
until Brexit-related turbulence. The rise of the USD/CNY exchange rate
to fourth place (accounting for 6.6% or $495 billion) highlights a gradual
shift in the global influence of currencies, with particular emphasis on the
geopolitical dimensions of capital redistribution. Namely, the increasing
use of the yuan in international trade symbolizes this shift.

With a 5.5% share, the USD/CAD exchange rate remained relatively
stable in 2022. (Table 5.2) The massive growth of currency pairs in recent
years has transformed trade around the world. Based on BIS data, the rise
of the USD/CNY exchange rate to fourth place signals the geopolitical
significance of ongoing capital flow redistribution.
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5.3 Dy~amism OF THE GLOBAL OTC FX MARKET

The instruments that are used in the foreign exchange market have varied
over the past few decades. This has been because of changes in regulatory
and risk-management techniques. Table 5.3 presents over-the-counter
(OTC) foreign exchange (FX) trading, by instrument type, around the
world, 2001-22. This is the data provided by the BIS trading analysis.
Brokers demonstrate three trends. These are the further prevalence of cur-
rency swaps, the structural deterioration of spot trading, and the rise in
future contracts due to the pandemic.

FX swaps remain the dominant one, with a 50.8% share and a steady
medium-term outlook, projected to grow at a 21-year compound annual
growth rate (CAGR) of 8.7%. Nevertheless, outright forwards have
increased significantly, resulting in the highest growth with a 6.5% CAGR
over five years, almost double their long-term average of 10.1%, led by
corporate hedging needs during COVID-19.

In fact, there is a structural decline in FX spot transactions. During this
period, their share of turnover fell from approximately 31% to 28%. On
the other hand, their annualized growth rate (2013-2022) decreased by
0.3%, reflecting lower spot trading volumes (Table 5.3).

Over the past two decades, currency swaps have experienced the highest
growth rate, with a 21-year CAGR of 10.82%. Despite this, they account
for only about 1.7% of total OTC FX turnover. FX options, on the other

Table 5.3 OTC EX turnover by instrument (in billions of USD)

Instrument Average turnover Annunlized growth Annualized — 217 CAGR
($B) (2016-2022) growth (2001-2022)
(2013-2022)
FX Swaps 2346.75 8.2% 5.4% 8.73%
Spot Transactions 1412.38 4.1% 0.3% 8.44%
Outright Forwards 551 6.5% 4.4% 10.08%
Currency Swaps 59.5 5.9% 6.1% 10.82%
FX Options 199.75 3% 1.3% 9.22%

Note: The BIS Triennial Survey questions for the years 2001, 2004, 2007, 2010, 2013, 2016, 2019, and
2022 are used to calculate the CAGR. Geometric growth rates are used for periods that do not coincide
with the survey periods (e.g., 2016-2022)

Source: Author’s elaboration on BIS (2022) data. BIS, Triennial Survey of foreign exchange and OTC
derivatives trading, 2001-2022
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hand, have stagnated, with annualized growth rates of 1.3% (2013-2022)
and 3% (2016-2022). These trends became even more evident during the
COVID-19 pandemic from 2019 to 2022. Forwards and swaps recorded
higher growth rates than options, despite market conditions that usually
support options trading (Table 5.3).

Asaresult of the GFC, spot market trading increased approximately 48%
in 2010 compared to 2007 (BIS, 2010; Reserve Bank of Australia, 2010).
Basel III regulations had some implications for derivative markets, par-
ticularly for swaps and forward transactions. COVID-19 has also increased
the frequency of forward trading (see Table 5.3). According to the BIS
Triennial Survey (2022) data, we found that the trend of expanding for-
ward trading activity continues, especially evident from 2019 to 2022.

To facilitate comparison of turnover in the OTC market worldwide, the
countries under study have been grouped into four central regions: America,
Europe, Asia Pacific, and Africa. Table 5.4 shows specific patterns in the
geographical expansion of the OTC FX market from 1992 to 2025.

The OTC EX market experienced significant changes in its geographic
distribution between 1992 and 2025. Combined, the European and
American markets account for over 70% of global OTC foreign exchange
turnover. It contributes to the overall market stability. In the European
market, the largest OTC FX market saw a turnover of $5.8 trillion in
2025, while the second-largest OTC FX market is America, with a turn-
over of $2.6 trillion in 2025.

The Asia-Pacific market is one of the fastest-growing regions and is
projected to reach over $3.4 trillion by 2025, surpassing the Americas and
becoming a key market worldwide. It is registering high growth in both
developed and emerging countries, with a compound annual growth rate
(CAGR) of 7.6%, close to the CAGR of the Americas (7.9%) and Europe
(7.7%). The African region has experienced a steady expansion with a
CAGR of 5.7% despite significant volatility. Between 2019 and 2022, the
region experienced a downturn, followed by consistent growth through
2025 (Table 5.4).

An examination of how the crisis affected the geographical distribution
of the OTC FX market reveals that regions exhibited heterogeneous sen-
sitivity to global economic shocks. The GFC led to a minor
decrease in turnover in the Americas and Europe in 2010 relative to 2007.
However, both had recovered comparatively quickly with the support of
expansionary monetary policies. The RBI (2012) confirms that govern-
ments and central banks have employed unconventional policy measures
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Table 5.4 Geographical distribution of OTC FX by regions (in billions of USD)

Region 1992 2025 Growth (1992— CAGR Peak  The impact of crises
2025 in $B) (1992-2025)  (year)

America 2039 2,645.1 +2,441.2 +7.9% 2019 Slight decline in
2008,/09, recovery
by 2025

Europe  513.3 5,806.6  +5,293.3 +7.7% 2025 Decline in 2016,
recovery by 2025

Asia 296.7 34314 +3,134.7 +7.6% 2025 Stable growth, except

Pacific for a slight decline in
2010.

Africa 3.4 214 +18.0 +5.7% 2025 Oscillations, decline
2019-2022, recovery
2025

Note: America region: Argentina, Brazil, Canada, Chile, Colombia, the United States, and Mexico. Asia-
Pacific region: Australia, China, Hong Kong SAR, India, Japan, South Korea, New Zealand, the Philippines,
and Singapore. Europe region: Austria, Belgium, Bulgaria, Cyprus, the Czech Republic, Denmark, Estonia,
Finland, France, Germany, Greece, Hungary, Ireland, Italy, Luxembourg, the Netherlands, Poland, Portugal,
Romania, Slovenia, the Slovak Republic, Spain, and the UK

Source: Author’s elaboration on BIS (2025b) data. BIS, Triennial Survey of foreign exchange and OTC
derivatives trading, 1992-2025

to correct the situation over the last two years. It is worth noting that such
approaches focus on short-term comparisons between financial markets
and the economy. According to Ebury (2020), the consequences of the
pandemic are dire, and the Federal Reserve System (Fed) has repeatedly
loosened its monetary policy since the start of the crisis. To counter the
effect of the financial crash of 2008,/09, the central bank has reduced
its main policy rate by 100 basis points to an effective lower bound (0-
0.25%). Also, the Fed reintroduced its quantitative easing (QE) program,
initially described as a $700 billion asset purchase program. However, the
Fed has since pledged to purchase unlimited amounts of U.S. Treasury
and mortgage-backed securities (Ebury, 2020).

The Eurozone crisis (2011-2012) further damaged the European
market, which declined in 2013 and again in 2016 before stabilizing
and continuing to grow in 2019. However, the COVID-19 pandemic
caused temporary disruptions across regions. The Americas, Europe,
and the Asia-Pacific region grew, but Africa experienced a decline in FX
market activity from 2019 to 2022 due to lower liquidity and weakened
integration into global financial flows. However, during the most recent
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period, 2022-2025, all regions arc showing renewed growth, with Asia
Pacific and the Americas leading, indicating that the market has consoli-
dated and that confidence lost during the years of disruption is gradually
restored (Table 5.4).

In the context of the OTC FX market’s geographic dispersion, Europe
is the unquestionable worldwide leader, with a turnover still larger than
that of the Americas and the Asia-Pacific region (BIS, 2025a).

Due to the long-standing economic problems and structural shifts in
global markets, the Americas region is lagging behind Asia despite con-
tinued growth. With a share decreasing by only 1%, Africa remains a mar-
ginal market participant. However, it shows steady growth and significant
potential for further expansion, especially with improved financial infra-
structure and stronger links to global economies. Despite this progress,
market concentration remains very high, with three regions (Europe, Asia
Pacific, and the Americas) accounting for more than 99% of global OTC
foreign exchange turnover. This indicates little geographical diversification
and dominance by the world’s leading financial centers.

5.4 THE ImrAacT OF CRISES ON THE GEOGRAPHIC STRUCTURE
oF THE OTC FX MARKET

The geographical developments observed in the OTC FX trading pro-
cess over the last three years have demonstrated varying regional trends in
growth, stability during crises, and growth prospects. Table 5.5 provides
a regional analysis of the development of the OTC FX market between
1992 and 2025, showing key indicators: total turnover, market shares,
average annual growth, and growth during various crises.

According to data, the European market is worth $5.8 trillion by 2025,
accounting for 49.2% of the global market (BIS, 2025a). Europe main-
tained its leading position despite the eurozone being severely affected
by the crisis, which led to a 11.7% decline from 2013 to 2016 (Baba &
Packer, 2009; Melvin & Taylor, 2009). During the COVID-19 pandemic,
the United States recorded a -2.2% decline and remained the second-
largest global market, with a share of 22.2% by 2025 (BIS, 2025a). The
Asia-Pacific region has become the fastest-growing region. Growth was
17.5% during the GFC, 21.4% during the European financial crisis, and
3.7% during the COVID-19 pandemic. In 2025, the region reached a
market level of 28.8%.
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Table 5.5 Regional development of the OTC FX market: Key indicators

Region Sharve 2025  Growth CAGR Impact Impact of  Impact of
1992-2025 1992-2025 of GFC Euro crisis  COVID-19
(x times) (07-10) (13-16) (19-22)
Europe 49.2% 11.3x 7.7% +20.7% -11.7% +6.4%
America 22.4% 13.0x 7.9% +20.3% +1.2% -2.2%
Asia Pacific 29.1% 11.6x 7.6% +17.5% +21.4% +3.7%
Africa 0.2% 6.3x 5.7% +2.9% +1.4% -22.2%
Total 100% 11.7x 7.6% +19.7% +2.7% +2.6%

Source: Author’s elaboration on BIS (2025b) data. BIS, Triennial Survey of foreign exchange and OTC
derivatives trading

It might also be confirmed by similar research by Eichengreen & Kawai
(2015) and McCauley (2018) on the euro crises and by BIS (2025a) on
the COVID-19 pandemic.

Although Africa is registering a decent long-term growth rate of 5.7%,
it remains a marginal market, accounting for 0.2% of total turnover. It
has been the most susceptible to the pandemic, experiencing a 22.5%
drop (Table 5.5).

Overall, global OTC EX turnover has increased 11.7-fold between 1992
and 2025, with an average growth rate of 7.6%, though crises have had varied
effects across regions. The Asia-Pacific region was more resilient, America
experienced mixed performances, and Europe was more vulnerable during
the eurozone crisis. Africa was the most severely aftected by the pandemic
(Table 5.5). Furthermore, Table 5.6 details the concentration and growth
dynamics of the OTC FX market in 2025 for the ten largest countries.

Indicators included in this data cover global long-term trends, growth
dynamics since 1992, and the impact of the COVID-19 pandemic. The
top ten countries account for 94.9% of the global market, amount-
ing to $11.18 trillion (2025), while the remaining countries together
account for 5.1%. This shows a high level of market concentration in the
global OTC FX market.

The United Kingdom remains in the lead with a turnover of $4.74
trillion, representing 42.4% of the global OTC FX market, and has seen
16-fold growth since 1992 at an average annual rate of 8.9%. The second-
largest OTC FX market is the United States, with a share of 20.9% and
turnover of $2.3 trillion. This represents a 12.9-fold increase, though
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Table 5.6 Top 10 countries in the OTC FX market (2025): Concentration
and growth

Rank Country Turnover Share — Turnover Growth — CAGR Change
2025 in 2025 1992 1992— 1992— 2019-2022
(billion (billion 2025 (x 2025 (COVID-19)
USD) USD) times)

1 UK 4742.6 42.4% 2972  16.0x 8.9% +5%

2 uU.s. 2,334.7 209% 181.6 12.9x 7.9% +39.6%

3 Singapore 1,485.3 13.3% 759 19.6x 9.5% +45.3%

4 Hong Kong 8831 79% 609  14.5x 8.5% +9.9%

5 Japan 4402 39% 126.1  3.5x 3.9% +12.2%

6 Germany 386.1 35% 565 6.8x 5.85% +102.4%

7 France 2422 22% 353 69x 5.86%  +44.9%

8 Canada 2327  21% 223 10.4x 7.4% +20%

9 China 2351 2.1% 0.0  intensive >20% +12.3%

growth

10 Australia 2009 1.8% 29.6 6.8x 6.0% 0%

X Top 10 11,182.9 100% 8854  12.6x 8.0% +18.3%

The rest  721.6 5.1% 131.9 5.5x 5.2% 507.5

of the

countries

Note: Baseline year before the pandemic (2019); Peak of the pandemic (2022)
Source: Author’s elaboration on BIS (2025b) data. BIS, Triennial Survey of foreign exchange and OTC
derivatives trading

still below the UK’s 16-fold expansion. The Asian financial centers have
recorded particularly sharp growth in the OTC FX market. For example,
Singapore is third worldwide with a share of 13.3% and the largest rise
among the top countries, at 19.6-fold; Hong Kong registered a
14.5-fold increase.

In 2025, China accounted for 2.1% of the total, with a turnover of
$235 billion. Between 2019 and 2022, growth rates in developed coun-
tries increased notably. For instance, Canada experienced a 57.6% increase,
Germany a 102.4% increase, Singapore a 45.3% increase, France a 44.9%
increase, and the U.S. a 39.6% increase. In contrast, the United Kingdom
experienced a modest 5% increase during the same period (see Table 5.6).

Interestingly, the top ten countries have experienced an average
long-term growth rate of 8% between 1992 and 2025, higher than the
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cross-country average (5.2%) for the remaining countries. This indicates
an increasing level of market concentration and a shift of global FX activity
toward major financial centers at the expense of smaller markets.

5.5 CONCLUSION

The structure of the international FX market was radically revamped,
and this can be condensed into three core tendencies. To begin with, the
current dominance of the United States dollar and its key role in global
finance and in dollar-denominated financial markets. Second, there is a
gradual shift in financial activity to the East, replacing the classic Western
centers with Asian-Pacific ones (Singapore, Tokyo, and Hong Kong),
including the increasing integration of China into global finance. Third,
the unprecedented rise of derivatives as risk-creation tools in FX activity.
While London and New York remain at the forefront of the global
financial world, cities such as Singapore, Hong Kong, and Tokyo are
increasingly growing and strengthening their position, joining China in
the global financial system. Europe continues to hold a dominant posi-
tion amid challenges such as the eurozone crisis, while the Americas and
the Asia-Pacific region are showing resilience and growth through crises
such as COVID-19. At the global level, trade turnover is highly concen-
trated: 10 countries account for 95% of global turnover, led by the UK, the
US, and major Asian financial centers such as Singapore and Hong Kong.
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CHAPTER 6

The Reshaping of Global Corporate
Finance: From West to East

Abstract The chapter centers on a major change in corporate debt world-
wide. It maps the emerging geography of corporate debt, characterized by
a twofold change. The first is an increase in the issuance of international
bonds, and the second is a shift in market power from the West to the
East. The US and Europe now share the stage with the Asia-Pacific region,
whose rapid growth has changed the global center of gravity. The new
landscape offers greater access to capital but is inherently more complex,
characterized by regional segregation, fragmentation in Europe, and high
volatility in emerging markets.

Keywords Debt market expansion ® Corporate debt financing ® Crisis
impact (GFC/COVID-19) e Decoupling ® Market volatility analysis

6.1 INTRODUCTION

A bond is a contract detailing the terms of the debt. It determines when
the issuer will settle its principal liabilities and the date to which interest
will be paid, based on the use of investor funds. The interest rate paid
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on a bond is called the coupon. Bonds are debt securities that are sold
by corporations, governments, and other governmental organizations to
finance their daily commitments and to finance capital projects, includ-
ing schools, hospitals, highways, or infrastructure. Bond buyers are inves-
tors who provide the issuer with funds in exchange for interest payments,
with the principal repaid to them at maturity. Unlike stocks, bonds are
interest-bearing securities that investors can purchase directly from the
issuer (Fabozzi, 2002).

Unlike ordinary shares, which have a permanent life, the bonds have a
limited lifespan. The period during which the issuer has promised to fulfill
the terms of obligations is called maturity. Before the 1970s, the stereo-
types were real, but the bond market has evolved tremendously since then
(Pilbeam, 2010). There are types of bonds issued that do not promise a
fixed income. In contrast, others are associated with a significant number
of risks. The common denominator of most bonds is that they are debt
securities that give the holder defined rights to receive interest over the life
of the bond and to recover the principal without conferring ownership or
management rights in the issuer (Choudhry, 20006).

6.2 BoND MARKET INNOVATIONS

A bond market is part of the financial system and plays an important role
in firms’ financing. Over the past 30 years, many financial innovations have
emerged in the bond market. These innovations have been developed to
benefit both issuers and investors and to reduce potential risks.

Accordingly, several such financial innovations in bond markets are pre-
sented here and explained: convertible bonds, bonds with call and put
options, bonds with variable interest rates, callable bonds, industrial devel-
opment bonds (IDBs), liquid yield option notes, joint bonds, guaranteed
bonds, inverse floaters, catastrophe bonds (CAT), and indexed bonds.

Bonds with call and put options: For bonds with a call option, the
issuer can withdraw the bonds before maturity it funding costs fall, thereby
returning money to investors. The reason for activating the call option is
that it is profitable for the issuer to issue new bonds at a lower interest rate,
thereby reducing financing costs (Neftci & Santos, 2003).

Put bonds: These can be sold back to the issuer at a specified period
before maturity. With a put option, the investor does not have to wait for
the statute of limitations to expire and can repay the debt at any time.
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When interest rates rise, investors can use a put option because it is physi-
cally possible to convert their new capital into higher-yielding stocks.

Convertible bonds: These are bonds issued with an option to replace
them, giving the owner the right to exchange them for other securities,
i.e., to convert them into other property, for a specified future period.
Convertible bonds are usually converted into the company’s ordinary
or preference shares, although they can sometimes be converted into
variable-rate notes (Connolly, 1998; Stowell, 2018).

Eurobonds: These are bonds issued outside the country of issuance.
For example, bonds issued in USD in London or in yen in New York are
considered eurobonds. These bonds can be straight with a fixed interest
rate or involve ongoing bond purchases, among other variations. While
governments issue Eurobonds, corporations do so more frequently.

Bonds with variable interest rate: These are corporate bonds with
variable-rate coupons indexed to a short-term interest rate. They can be
set at predetermined intervals. This type of bond protects the bondholder
from rising inflation. These bonds generate interest payments tied to the
current market interest rate. The interest rate on these bonds is variable
and adjusts with market movements. The most common adjustment is to
bind to a reference rate, such as LIBOR (Levinson, 2010). A coupon is
determined every six months upon payment.

Callable bond: According to the US Securities and Exchange
Commission (2014), callable or redeemable bonds are bonds that the
issuer may redeem before maturity. On the call date, the issuer has the
right, but not the obligation, to abandon the bond and pay the call price
to the bondholder. It is the bond’s nominal value plus the accumulated
interest up to that point (Levinson, 2010).

The main cause of the call is the decline in interest rates. As market
interest rates decrease, issuers seck to refinance their debt at a lower cost,
resulting in the calling of already-issued bonds and the issuance of new
bonds at lower interest rates.

Typically, the interest rate (or coupon) on callable bonds is higher than
that on non-callable bonds because investors face greater risk and the
issuer has the option to call the bond (Chen, Mao & Wang, 2010).

There are three primary types of call features, including the follow-
ing (SEC, 2014):

— Optional Redemption. The issuer has the right, not the obliga-
tion, to redeem the bonds. Many municipal bonds feature optional
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call provisions that issuers may exercise after a certain period, often
10 years.

— Sinking Fund Redemption requires the issuer to regularly set
aside funds to pay off the bonds before their maturity.

— Extraordinary Redemption allows the issuer to call back its bonds
before maturity if specific events occur, such as damage or destruc-
tion of the project financed by the bonds.

Industrial development bonds (IDBs): Industrial development bonds
are a type of income tax-exempt bond. They issue bonds to support pri-
vate business initiatives, such as building or purchasing a factory or acquir-
ing heavy machinery or equipment. The government aims to improve the
economy and labor demand in each region through these financial instru-
ments. The main advantage of these bonds is that they allow private com-
panies to borrow money at a lower-than-market interest rate.

The interest rate on IDBs is typically 2—4 percentage points lower than
taxable alternatives.

The local community where the entity is situated usually benefits eco-
nomically from the positive effect on the local tax base resulting from job
creation and /or job retention associated with the expansion project.

LYON (Liquid Yield Option Note): LYON was introduced by
Merrill Lynch in 1985. It refers to convertible zero-coupon bonds that
are callable by the issuer and putable by the investor. None of these four
features of LYONs (zero-coupon, convertible, callable, and putable) was
new, but their combination makes LYONs innovative in bond markets.
LYON is issued at a large discount on the par value, as it does not pay
interest. It is usually offered by corporations with broad name recognition
but volatile equity (McConnel & Schwartz, 1986).

Guaranteed bonds: Guaranteed bonds are bonds in which a third
party, such as a bank, insurance company, another corporation, or govern-
ment authority (as with municipal bonds), guarantees payment of interest
and principal. It aims to reduce default risk by guaranteeing that a third
party will pay the investor interest and principal in the event of the issuing
company’s insolvency or bankruptcy. In exchange for guaranteeing, the
third party receives fees from the issuing company. Because of lowered
risk, these bonds usually offer lower interest rates. Guaranteed bonds ben-
efit both issuers and guarantors, as issuers have access to debt financing at
a lower cost (due to lower interest rates).
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In contrast, guarantors receive a fee for incurring the risk. Guaranteed
corporate bonds, which comprised approximately 14% of all corporate
bonds issued in the United States between 1993 and 2012, have remained
a sought-after area. With this form of guarantee, also known as a credit
enhancement, the bond guarantor will pay investors if the issuer fails to
make payments (Chen, Huang, Sun & Yu, 2020).

Catastrophe bonds (CAT): The catastrophe in the 1990s taught the
insurance companies a good lesson—they needed to transfer the risk
to all security holders in capital markets (Litzenberger, Beaglehole, and
Reynolds, 1996). One such instrument was developed in 1994. This
instrument is the cat bond. This instrument aims to increase funding and
provide sufficient resources in the event of a catastrophe. Other orga-
nizations, such as pension funds, are the most common buyers of such
bonds. Investors are motivated to invest in this type of security if insur-
ance companies offer favorable, attractive interest rates. These securi-
ties can be designed to experience single or multiple losses. Catastrophe
bonds are high-yield bonds designed to raise funds in the event of a spec-
ified catastrophe (e.g., a hurricane or earthquake). The special condition
states that if the issuer incurs a loss resulting from a predefined catas-
trophe, the payment of interest and principal will be deferred or fully
forgiven. The advantage for investors is that they can obtain a higher
yield for almost the same level of risk. Cat bonds could not be used as
the sole security to hedge risk; therefore, risk swaps entered the hybrid
securities market. Risk swaps function the same way cat bonds do, with
the only difference being that the party issuing the risk swap takes an
equal amount of risk of an adverse event happening as the cat bond does
(Stuart & Kari, 2002).

Inflation-indexed bonds: These are corporate bonds whose coupon
can be adjusted for changes in inflation and is linked to a specific price
index, often the Consumer Price Index. While other bonds have a matu-
rity date (redemption value) fixed in nominal terms and, due to infla-
tion, may suffer a decline in real value, this type of bond is attractive to
risk-averse investors seeking to monetize their expectations about a stock
index’s movement. This type of bond is valuable to investors because its
real value is known at the time of purchase, eliminating uncertainty-related
risk and making it less volatile than nominal bonds (Campbell, Shiller, &
Viceira, 2009).
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6.3 THE TRANSFORMATION IN CORPORATE DEBT FINANCING

Over the past few years, there has been massive growth in the issuance of
corporate bonds in developing countries. This trend has been especially evi-
dent since the start of the global financial crisis, which has given many com-
panies greater access to capital markets while exposing them to new financial
risks. This pattern is particularly evident in conditions where laws are not
firmly established. For example, the absence of clear rules can increase inves-
tor uncertainty, which is especially burdensome for companies.

Like other financial markets, the international corporate bond mar-
ket has undergone significant changes in the last two decades. The aver-
age annual issuance (as a percentage of GDP) In the pre-crisis period,
for all countries included in the sample, it was approximately 1.56% of
GDP (2000-2007).

Despite the growing challenges, bonds have remained an important
tool for raising money in many countries. This trend is linked to the eco-
nomic boom prior to the GFC and can be considered a sustainable level of
corporate borrowing under normal market conditions.

The corporate bond market was significantly affected by the GFC,
resulting in a new phase of structure. Between 2008 and 2023, corpo-
rate bond issuance per annum grew by 0.85 percentage points relative
to the pre-crisis years, reaching 2.41% of GDP. This move can be attrib-
uted to changes in the global financial system driven by low interest rates
and quantitative easing implemented by leading central banks worldwide
(Kashyap & Stein, 2023). In this industry, low-cost debt has become the
rule of the day, and companies are using market debt to finance growth
and refinance existing debt. The international issue is thus ever-growing.

As shown in Table 6.1, average global corporate bond issuance reached
a pandemic-related peak of 2.97% of GDP across the sampled coun-
tries. This was a 0.56 percentage-point increase over 2019. That can be
explained by the extreme liquidity crunch, during which corporations
across the globe turned to bond markets to secure the funds they needed
and stay afloat amid the global economic shutdown.

Corporate bond issuance, however, was short-lived. By 2023, the bond
market had declined to approximately 2.50% of GDP.

This represents a 0.47-percentage-point decrease compared to the peak
of the COVID-19 pandemic. This might be explained by central banks
around the world raising interest rates to curb inflation, a major reason for
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Table 6.1 Analysis of global corporate bond trends across key periods

Period Average Annunl Change vs. the Some Key Markets
Issuance (as o Previous period Developments
Percentage of GDP)

2000-2007 1.56% Pre-crisis expansion

2008-2023 2.41% +0.85 ppt Post-GFC/QE time

Pandemic Peak (2021) 2.97% +0.56 ppt (vs. 2019) Emergency liquidity

2023 2.48% -0.47 ppt (vs. Rate hike cycle and

pandemic peak) normalization

Notes: Americas: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, United States

Asia Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, Philippines
Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovenia, Slo-
vakia, Spain, United Kingdom.

Africa: South Africa, Nigeria, Egypt.

Source: Author’s calculation and elaboration on the Global Financial Database

the decline. Subsequently, bond market activity has declined due to the
shift toward more restrictive policies and the onset of a period of stabiliza-
tion and standardization following the crisis.

Furthermore, comparative analysis of regional corporate bond issuance
(as a percentage of GDP) is displayed in Table 6.2.

Table 6.2 shows significant heterogeneity in growth dynamics and crisis
sensitivity of financial flows across the regions. Africa has experienced the
highest growth rate over the last two decades, at 6.04% annually, but from
a relatively low base. This data shows the region’s dynamic capital mar-
ket. The Americas are also experiencing consistent growth of 4.20%, with
lower growth in the Asia Pacific at 3.09%. Europe registered only a slight
annual growth rate of 1.38% because it has mature, developed financial
markets. This not only indicates its maturity but also the traditional supe-
riority of the banking sector over capital markets and corporate finance.

However, the medium-term indicators show different crisis effects
across regions. For example, we found a negative effect of the GFC on the
Americas and Africa and a positive effect on the Asia Pacific and Europe.
The picture splits when viewed over ten years. To illustrate, Europe (+
2.77%) and Asia Pacific (+1.36%) recorded moderate growth, whereas
the Americas (-2.45%) and Africa (-3.01%) showed declines (Table 6.2).
This shows a sharp decline compared with past decades. As a result of the
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Table 6.2 The impact of the crisis on corporate bond market development

Annualized Peak Value/Country 57 CAGR 10Y GFC COVID-
Growth (%) (%) (2017- CAGR impact 19 Impact
2022) (%) (2008~ (2020 vs.
(2012—- 09 vs. 2019)
2022) 2006-07)
America 4.2% U.S, 7.28% (2020), -0.37 -2.45 -0.61 ppt +0.74 ppt
Canada 4.97%
(2017)
Europe 1.38%  Belgium, 13.57% -2.34 2.77  +0.29 ppt +0.40 ppt
(2016), Netherland

5.41% (2020);
Croatia, 5.29%
(2013); the UK.,
5.04% (2020)

Asia 3.09%  Hong Kong, 7.57% -2.99 1.36 +0.81 ppt +0.43 ppt
Pacific (2012); China,

6.39% (2016); New

Zealand, 4.5 %

Africa 6.04%  South Africa 2.17% -2.94 -3.01 -0.32 ppt +0.86 ppt
(2022)

Notes: Americas: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States

Asia Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the
Philippines

Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Ger-
many, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania,
Slovenia, Slovakia, Spain, and the United Kingdom.

Africa: South Africa, Nigeria, and Egypt.

Source: Author’s calculation and elaboration on the Global Financial Database

COVID-19 pandemic, some regions experienced an unexpected increase
in bond issuance. Africa experienced the largest effect, recording an
increase of +0.86 percent. Increased financing needs and changed liquid-
ity requirements clearly support this surge.

The comparison with key years and the values of the largest outstand-
ing bond issues presents specifics of the financial markets in the regions.
The European region is characterized by a high degree of heterogeneity,
with a few idiosyncratic peaks, including Belgium (13.57% in 2016) and
Croatia (5.29% in 2013), reflecting the unequal integration of regional
capital markets.
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The Americas and Asia-Pacific markets have higher concentration
and relative stability. Major economic centers such as the United States,
Canada, China, and Hong Kong are associated with the largest outstand-
ing amount of bond issues. This implies the existence of more liquid
and developed capital markets in these countries. By comparison, Africa
remains in the early stages of corporate bond market development, with a
relatively low level of 2.17% (South Africa, 2022) (Table 6.2).

Based on the above, it may be concluded that the European market is
more fragmented and volatile than those of America and Asia, indicating
the complexity and unevenness of its internal structure. The response to
the crisis has been mixed across world regions. Asia and the Pacific have
been the most vulnerable to the GFC. The COVID-19 pandemic has led
to a global increase in the outstanding amount of bond issues. The larg-
est increases in the outstanding amount of bond issues were in Africa (+
0.86 p.p.) and the Americas (+0.74 p.p.), indicating that firms world-
wide resorted to bond markets as an important source of liquidity during
large, sudden shocks. Global corporate bond markets exhibit significant
regional differences in risks and opportunities. While resilient and having
successfully coped with COVID-19, Africa remains the most vulnerable
market due to weak bond performances and low market depth. As Europe
has been heterogeneous, the Asia-Pacific region has grown over the past
decade with increasing market depth. The Americas region has seen cycli-
cal market oscillations, periods of strong growth, and several market con-
tractions. Overall, recent developments indicate a global slowdown in
growth dynamics fueled by rising interest rates, posing new challenges for
corporate financing worldwide.

6.4 THE NEW GEOGRAPHY AND DYNAMICS OF CORPORATE
FINANCE

The analysis of long-term concentration in the corporate bond market
reveals significant structural changes in the international financial market.
Between 2000 and 2007, the U.S. market accounted for 49.9% of the
total market share in the Americas. This indicates a high level of regional
concentration. At the same time, China held a modest 9.6% in the Asia-
Pacific region, while Germany, in a highly fragmented Europe, accounted
for 15.8% of the market share (Table 6.3).



94 M. GANIC

Table 6.3 Regional analysis of corporate bond issuance concentration

Region Key Country Period of Period of 2008-23 Pandemic Peak
2000-07

Americas U.s. 49.90% 39.20% 43.10%

Asia Pacific China 9.60% 35.80% 29.60%

Europa Germany 15.8% 13.50% 15.30%

Note: Americas: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States

Asia Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the
Philippines.

Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Ger-
many, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania,
Slovenia, Slovakia, Spain, and the United Kingdom.

Source: Author’s calculation and elaboration on the Global Financial Development Database

After the GFC, concentration patterns have changed and evolved.
Namely, due to diversification and growth in the corporate bond market,
the US share in its region decreased to 39.2% between 2008 and
2023, as markets in other countries in the Americas, especially Brazil and
Canada, grew. With a 35.8% share of the outstanding volume of its corpo-
rate bond issuance between 2008 and 2023, Asia has emerged as a new
center of financial power and an important learner on the global stage.
Nevertheless, Germany holds a stable 13.5% share of the European mar-
ket, indicating that the European capital market remains heterogeneous.
The COVID-19 pandemic is the main reason for the continuous decline
in the capital market. The current capital market downturns are largely
due to the COVID-19 pandemic. For example, the share of the outstand-
ing volume of corporate bond issuance in the United States fell to 43.1%
during COVID-19, while China’s share in Asia remained stable around
29.6% (see Table 6.3). However, Germany has maintained its position,
with a modest increase to 15.3%. These results clearly indicate a shift in the
world’s epicenters of the corporate bond market, as China becomes more
important in Asia. For example, China’s bond market is the second largest
worldwide, with a total of $24.6 trillion in 2024 (U.S. Department of
State, 2025). At the same time, the United States remains a reliable haven
throughout the crisis.

Further, a decoupling analysis was conducted to explore whether indi-
vidual national bond markets have begun to act more independently of
the United States (Table 6.4). To this end, we shall determine the beta
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Table 6.4 Analysis of the decoupling process in the corporate bond market

Region 2001-2008  2011-2022 Chanyge Explanation
Americas 0.85 0.92 +0.07 Less decoupling
Europa 0.62 0.45 -0.17 Decoupling

Asia Pacific 0.78 0.41 -0.37 Strong decoupling
China 0.71 0.28 -0.43 Strongest decoupling

Note: Americas: Argentina, Brazil, Canada, Chile, Costa Rica, and Mexico (excluding the United States)
Asia Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the
Philippines.

Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Ger-
many, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania,
Slovenia, Slovakia, Spain, and the United Kingdom.

Africa: South Africa, Nigeria, and Egypt.

Source: Author’s calculation and elaboration on the Global Financial Development Database

coetficient for the periods prior to the GFC (2001-2008) and after the
GFC (2011-2022).

In this context, the beta coefficient measures how the regional bond
market reacts to changes in the US market. Lower beta values sug-
gest that bonds move less in sync with the U.S. market, indicating
greater decoupling.

In the last 20 years, the process of decoupling or the separation of mar-
ket movements has been observed. More specifically, the global dynamics
of corporate bonds have undergone a fundamental structural change. The
statistics clearly indicate that other national financial markets have gradu-
ally been acting more independently of the U.S. market. China is the most
striking example of such change. Although the Chinese market exhibited
a strong relationship in the pre-GFC crisis period (f = 0.71), in the post-
GFC crisis period, the relationship was much weaker (f = 0.28; Table 6.4).

China is not the only nation to follow this trend. Other countries in
the Asia-Pacific region have followed a similar trend. For example, these
countries have seen dependence drop from 0.71 to 0.41, a decline of
about 42%, while European countries have seen it drop from 0.62 to 0.45,
a decline of about 27%. This suggests that regional capital markets are
becoming increasingly autonomous and developing their own dynamics,
influencing the global reorganization of financial ties.

However, this phenomenon of decoupling does not apply equally to all
countries. The rest of the US remains firmly tied to the American market,
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Table 6.5 Analysis of corporate bond market volatility

Region Average (% GDP) St. Deviation Coefficient of Variation (CV)
Europe 1.9% 0.58% 31.6%

Africa 0.6% 0.34% 58%

Americas 2.13% 0.65% 30.4%

Asia Pacific 1.94% 0.62% 31.6%

Note: Americas: Argentina, Brazil, Canada, Chile, Costa Rica, Mexico, and the United States

Asia Pacific: Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the
Philippines.

Europe: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Finland, France, Ger-
many, Greece, Hungary, Ireland, Italy, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania,
Slovenia, Slovakia, Spain, and the United Kingdom.

Africa: South Africa, Nigeria, and Egypt.

Source: Author’s calculation and elaboration on the Global Financial Development Database

and that connection has grown even stronger. This highlights how impor-
tant geographical proximity and strong economic ties are to maintaining
regional integration. As a result, the global corporate bond market is
undergoing a significant change. The American financial market, which
for decades was at the center of global finance, is now seeing the rise of
independent regional powers. The decoupling is most noticeable in Asia,
where China is emerging as an important player in the global financial
system. The implications of this change for future capital flows, risk man-
agement, and the development of global economic centers are significant
(Witt et al., 2023).

We also conducted an analysis to determine which corporate bond mar-
ket was the most volatile. To do this, we calculated the standard deviation
values for each region over the entire analysis period (Table 6.5).

Corporate bond market volatility analysis shows a major disparity in sta-
bility across regions over the last 20 years. Given the varying initial levels
of capital market development across the globe, we used the coefficient of
variation (CV) to obtain a comparable estimate of financial market volatility.

The African market showed the highest relative volatility with a coeffi-
cient of variation of 58%. Although the average bond issuance is low (0.6%
of GDP), the combination of a small base and sudden jumps in issuance
in individual countries led to a pronounced volatility, typical of markets in
the early stages of development. Europe showed somewhat lower, but still
high volatility (CV = 31.6%).
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In Europe, the corporate bond market is fragmented, where extreme
events in individual countries, such as the recapitalization of Belgian
banks, significantly affect regional averages (CV=31%). Also, the U.S. cor-
porate bond market, with an average issuance-to-GDP ratio of 2.13% and
a coefficient of variation of 30.4%, exhibits a similar level of stability (Table
6.5). Similarly, Asia Pacific (CV = 31.6%) and Europe (CV = 31%) show
comparable stability. These findings highlight that, despite different mar-
ket structures—fragmented Europe versus China-led Asia—both regions
offer similar predictability to investors. This result points to a gradual, dis-
ciplined expansion and deepening integration of regional capital markets.
Overall, the findings clearly confirm that the degree of market develop-
ment and financial integration is directly reflected in its stability.

6.5 CONCLUSION

The global corporate bond market has undergone a profound transforma-
tion since the GFC. This change is evident in a consistent rise in bond
issuance and a shift in financial influence. In pre-GFC crises, there was
a steady trend toward sustainable borrowing worldwide, but the post-
crisis era of low interest rates and quantitative easing has established a new
normal. Corporate bond issuance plays a key role in corporate financing,
with issuance levels steadily increasing. The distribution of corporate debt
varies by region, with the United States being the largest debt issuer, and
Africa remains a peripheral market.

Similarly, the Asia-Pacific region, led by China, is emerging as a new
financial hub with strong growth and increasing financial independence
from the US. Meanwhile, Europe has proven to be a mature yet frag-
mented market, with its stability undermined by uneven integration.
Finally, Africa, despite being the fastest-growing market due to its small
initial base, shows the greatest volatility and remains in the early stages
of development.

Certain developments in financial markets suggest that regional markets
are becoming less reliant on the US financial cycle. For example, China is
building its own financial system. As a result, the corporate bond market
is shifting from a solely American model to a more multipolar structure,
providing companies easier access to global capital. However, this transi-
tion also introduces increased instability, regional division, and heightened
vulnerability to monetary policies and global crises.
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The notable decline in China’s beta (from 0.71 to 0.28) within the
US corporate cycle challenges the notion that the US and China are not
competitors (Winecoft, 2020; Starrs, 2019).

Our assessment indicates that the new duopoly, which controls 55.6% of
global financial assets, is characterized by a shift in financial influence away
from traditional Western centers towards a balanced US-China dynamic.
This differs from the debate about whether China is trying to moderate
or reduce U.S. expansion. Financial centers adapt to current market con-
ditions through diversification, while IFCs maintain their structural role.
Ultimately, this is a realm where tension or instability is not tied to stocks;
instead, the focus is on dominance and capital allocation strategies.
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CHAPTER 7

The Great Rebalancing: A Comparative
Study of Global Capital Market Structures

Abstract This chapter provides a quantitative analysis of global capital
markets for 2000-2023, based on three interconnected dimensions that
enable a comprehensive examination of the structural development and
dynamics of modern financial systems. This chapter explores the structure
and health of capital markets under four pillars, such as depth, efficiency,
breadth, and volatility, with differences between the dynamic Asia Pacific
and the developed markets of Europe, the Americas, and Africa. It then
compares the processes of raising capital: equity issuance is highly sensitive
to the cycle, whereas debt is relatively insensitive and more deterministic
(SIFMA, Refinitiv LSEG, Dealogic). Finally, the global fixed-income mar-
ket is assessed (BIS, IMF), and the US-China duopoly is seen as emerging
at the expense of the US-EU-Japan triumvirate.
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7.1 INTRODUCTION

Financial markets have changed radically since the beginning of the cen-
tury. The GFC crisis highlighted that financial globalization is accelerating
and spreading contagion evenly across economies (Beck et al., 2009). The
COVID-19 pandemic has unsettled investors (Li et al., 2022), with many
fearing that their previously stable investment portfolios may change. This
would have a major impact not only on individual investors’ portfolios
but also on the overall structure of institutional investors’ portfolios (Atri
et al., 2021). It has had far-reaching implications and struck a hard blow
to the global economy and its stock markets, as has been the case in past
crises, which react first. This fall has reminded us of the magnitude of
the GFC (Hassan & Riveros Gavilanes, 2021). The COVID-19 pandemic
has made financial markets much more interconnected than in other cri-
ses (So et al., 2021). Both the first and second waves of the COVID-19
pandemic led to spillover volatility and contagion between the Chinese
and US stock markets. However, in the US, there is a persistent relation-
ship among yield movements, uncertainty, and the course of the pandemic
(Yousfi et al., 2021).

Ali et al.’s (2020) study showed that almost all financial instruments,
except US government bonds, experienced increased volatility and neg-
ative returns. This suggests that investors used risk-free instruments to
reduce their risk appetite during the COVID-19 pandemic. The latest
wave of the global financial crisis was also triggered by the pandemic, lead-
ing to significant capital flows and declines in real estate prices across most
global markets (Adekoya & Oliyide, 2021). As Zhao et al. (2023) have
shown, developed countries have a greater impact on financial markets
due to reduced supply and demand and more stable economies.

The methodology involves a quantitative analysis of global financial
market trends from 2000 to 2022, with a focus on equity and deriva-
tive markets from 2009 to 2023. Financial depth, efficiency, breadth, and
volatility are the four key components of financial market development
that this study focuses on. A CAGR and comparative comparisons of four
world regions (the Americas, Europe, Asia Pacific, and Africa) are used to
measure dynamics and long-term trends in the financial market. Special
focus is given to the impact of two crisis periods, the GFC crisis and the
COVID-19 pandemic, in the period before and after these crises. To
assess the market’s ability to allocate capital and transfer risk, the method
involves analyzing capital issuance activity (equity and debt) and derivative
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markets, using factors such as issuance value, number of transactions, and
regional concentration.

7.2  REGIONAL IMPLICATIONS OF THE FINANCIAL MARKET’S
DEVELOPMENT: DEPTH AND VOLATILITY

This part uses a quantitative approach to examine four major dimensions
of the capital market, including depth, efficiency, breadth, and volatility,
in four different regions around the world during the years 2000 through
2022. A CAGR can be calculated using data from the World Bank’s Global
Financial Development Database. These calculations aim to analyze long-
term trends, including regional differences and year-to-year fluctuations,
and to predict how these figures might behave during a crisis. Market
liquidity and depth depend on the total stock market trading volume and
GDP. The market’s relative activity determines the liquidity and depth of a
financial market. The study of this indicator across 31 countries from 2000
to 2022 shows diverse paths of financial market development and, at the
same time, conflicting responses to the global financial crisis (Table 7.1).
The Asia-Pacific region has become an independent driver of global
liquidity growth. The region’s deepening capital markets, as in Hong
Kong and China, resulted in growth, with trading volume sufficient to

Table 7.1 Regional depth analysis of the stock market

Region Latest 57 10y  Annwalized  Average GFC Impact COVID-

D2 WAN CAGR CAGR Growth (2000-  (2008-09 vs. 19 Impact
(2021-22) (2000-2022) 2022) 2006-2007) (2020 vs.
2019)
America -0.1pp. 642% 4.12% 2.38% 54.20% +11.2 p.p. +16.4 p.p.
Europe -3.6p.p. 291% 2.45% -0.02% 93.80% -2.8p.p. +5.3p.p.
Asia -10.0 p.p. 4.72% 4.68% 5.21% 158.30% -10.5p.p. +27.3 p.p.
Pacific
Africa +1.2pp. 7.28% 6.82% 4.51% 23.50% -42p.p. +52p.p.

Note: The sample includes the following countries: America (Argentina, Brazil, Canada, Chile, Costa
Rica, Mexico, and the United States); Europe (Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom); Asia Pacific
(Australia, China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the Philippines);
Africa (South Africa)

Source: Author’s calculation based on The World Bank’s Global Financial Development Database
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account for 158.3% of regional GDP and an annual growth rate of 5.21%
over 2000-2021. This contrasts with the long-term decline in liquidity in
Europe. In contrast to the Asia-Pacific region, Europe has experienced a
long-term decline in capital market liquidity, with an average decrease of -
0.22% since the dot-com era.

The GFC affected the Americas the most, with an 11.2-percentage-
point reduction in liquidity. In the meantime, the Asia-Pacific region
recorded a 10.5-percentage-point decline during the same period.
Liquidity in Europe decreased to 0.7 from 2.8, while liquidity in Africa
decreased slightly.

The COVID-19 pandemic reversed these trends, increasing liquidity
across all regions. The Asia-Pacific region recorded the largest increase,
growing by an impressive 27.3 percentage points, followed by the United
States (16.4 percentage points), Europe (5.3 percentage points), and
Africa (5.2 percentage points). Africa showed a current annual growth
rate of 7.28% from 2017 to 2022, significantly exceeding growth in the
Americas (6.42%), Asia (4.72%), and Europe (2.91%). Africa maintains
the lead with a CAGR of 6.82% over the tenth period (2012-2022), while
the Americas, Asia Pacific, and Europe are at 4.12%, 4.68%, and 2.45%,
respectively (see Table 7.1).

The United Kingdom has, however, experienced a consistent and
high degree of market depth—above 95% of GDP on average over the
years 2016-2022—and has exhibited a swift and robust recovery fol-
lowing the global financial crisis, with the most dependable outcomes in
Europe by 2022 (underlying data from the World Bank’s Global Financial
Development Database). Overall, Europe has moved from being one of
the world’s most liquid capital markets in 2000 to a mature yet weak mar-
ket that has not yet recovered to the heights of the dot-com days. This
experience shows the European market’s sensitivity to financial shocks
and its slower recovery compared with more agile competitors in Asia
and the Americas.

The Americas’ capital market can be viewed through the lens of two
dominant players. First, the United States remains a reliable anchor in the
region, with the largest and most liquid market, and has demonstrated
great strength in the face of the GFC. The trend, however, over the long
run, indicates a minor decrease in relative liquidity compared to the econ-
omy’s size. Secondly, the key growth engine is Brazil; the value of trade has
grown from 14.35% of GDP in 2000 to 94.82% in 2022 (data from the
World Bank’s Global Financial Development Database), demonstrating



7 THE GREAT REBALANCING: A COMPARATIVE STUDY ... 105

the rapid increase in the country’s integration into global financial flows.
Canada has a mature, stable level of market depth and tends to rank only
second to the US. On the other hand, Mexico and Argentina have expe-
rienced a long-term liquidity squeeze, which is also pushing them out of
regional leadership and global competitiveness.

There have been sharp contrasts between regional responses to the two
major crises of this century. America was the worst hit by the GFC, with
liquidity decreasing by over 11.2 percentage points, while Asia Pacific
recorded a decline of 10.5 percentage points during the same period.
Europe experienced a modest 2.8-percentage-point decline, and Africa
saw a 4.2-percentage-point decline. During COVID-19, the highest
growth in liquidity was 27.3 percentage points in the Asia Pacific. America
was followed by 16.4 percentage points, Europe by 5.3 percentage points,
and Africa by 5.2 percentage points.

Additionally, stock market efficiency, as measured by the turnover ratio,
has been analyzed as a proxy for volatility. The Asia-Pacific region leads
globally, with the highest average turnover of 117.6% between 2000 and
2022, rising to 148.3% since 2015. Trading in China has been a major
driver of this performance, with South Korea and India the other most
efficient markets. Very high trading volumesin China drive this performance,

Table 7.2 Analysis of stock market efficiency (turnover ratio) by region

Region Average Average  Efficiency  Peak 2022 value COVID-
Turnover — Turnover — Year Peak  Efficiency 19 Impact
(All Years) (Post-2015) Value (2020 vs.
2019)
America 51.06 45.22 2008  207.6(U.S) 544 +14 p.p.
Europe 95.82 63.1 2007 163.2 64.1 +2.9 p.p.
(U.K.)
Asia Pacific  117.62 148.3 2015 300 (China) 160.4 +24.9 p.p.
Africa 33.55 30.78 2008 42 (South 32.8 +3 p.p.
Africa)

Note: The sample includes the following countries: America (Argentina, Brazil, Canada, Chile, Costa
Rica, Mexico, and the United States); Europe (Austria, Belgium, Denmark, France, Germany, Greece,
Ireland, Italy, the Netherlands, Portugal, Sweden, and the United Kingdom); Asia Pacific (Australia,
China, Hong Kong, India, Japan, South Korea, New Zealand, Pakistan, and the Philippines); Africa
(South Africa)

Finland and Spain are excluded as outliers.

Source: Author’s calculation based on The World Bank’s Global Financial Development Database
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while South Korea and India are also among the most efficient markets.
Despite the downturn from the record peak of 300% in 2015 (China),
the 103.4% figure in 2022 still shows that the number of stocks in the
area is being turned over annually, indicating a significant culture of active
trading. The region experienced the greatest impact of COVID-19, with
turnover increasing by 24.9 percentage points in 2020. (Table 7.2).

The US capital market is highly efficient but still highly volatile. The
long-term turnover of 51.1% is substantial, and the US and Canada
represent the most liquid and most important markets, but Brazil is
gaining momentum. Crisis responses have been intense: during the
GFC, the U.S. turnover peaked at 207.6%, and the COVID-19 pan-
demic caused a 14.0-percentage-point increase — the second-largest
globally after Asia Pacific. These movements demonstrate that inves-
tors will quickly enter new speculative positions in a panic. The fall to
54.4% in 2022 indicates a cooling market following the real rush seen
in 2020-2021 (Table 7.2).

There is a mix of structural weakness and stability in the European
capital market. The turnover rate since 2015 (63.1%) is significantly lower
than the pre-crisis level (163.2% in 2007), suggesting a shift toward high-
frequency trading rather than long-term buy-and-hold investing.

Africa, represented by South Africa, has relatively low liquidity in its
financial markets. The average turnover ratio is 33.6% over the long term
and 30.8% since 2015. Such developments indicate a more stable and less
volatile market but also reflect lower trading intensity and limited market
activity. The turnover ratio for 2022 was 32.8%, which is roughly in line
with the long-term average for Africa (Table 7.2).

Market volatility, as measured by the turnover ratio, varies significantly
across regions and crises. This shows that greater market efficiency (higher
turnover) or a higher number of transactions usually leads to greater
market volatility, especially in more developed and liquid financial mar-
kets. Conversely, markets that are more stable and less liquid experience
fewer fluctuations.

Next, to measure equity market breadth and accessibility for a popula-
tion, we use the indicator “Number of listed companies per 1,000,000
people” (from the World Bank’s Global Financial Development Database).
The number of listed companies per capita shows a global imbalance: the
Americas, Europe, and Africa have been in steady decline since 2000,
with annualized growth rates of -2.37%, -4.17%, and -2.15%, respectively,
whereas Asia recorded a growth of 3.43% annually over the same period
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Table 7.3 Regional analysis of equity market breadth

Region  Annualized Peak year Peak 57 107 GFC impact COVID-19

Growth value CAGR CAGR (2008-09 vs. impact (2020
(2000-2022) in $B 2006-2007) s, 2019)
Americas -2.37% 2000 14.6 -2.17% -2.43% -0.55 -0.2
Europe -4.17% 2000 27.6 -393% -4.65% -1.7 -0.4
Asia 3.43% 2022 74.7 427%  3.97% 2.8 2.8
Pacific
Africa -2.15% 2000 13.43 -2.15% -2.12% -0.48 -0.19

Source: Author’s calculation based on World Bank (2023): The World Bank’s Global Financial Develop-
ment Database

(Table 7.3). The GFC worldwide exacerbated the shrinkage, especially in
Europe (-1.7 percentage points), whereas COVID-19 has had little effect,
which supports the view that this is a long-term trend rather than a shock.
This process reflects industry concentration, where major players become
more dominant, along with a shift towards market privatization and regu-
latory barriers that hinder new listings.

The Americas have experienced a steady decline in the breadth of capital
markets, with an average annual decline of 2.37% since their high in 2000.
The 5-year CAGR of the region was -2.17 from 2017 to 2022 and -2.43
from 2012 to 2022 (Table 7.3). Although developed economies such as
the US and Canada have high absolute numbers, in others, the number
of listed companies has dropped by half (from 24.5 to 12.6 per million
people in the US). Latin America also scores low relative to the regional
average, with ratios consistently below it and declining. This indicates the
influence of structural forces, including market consolidation, the shift
towards private equity, and regulatory barriers to new listings.

Capital market contraction has been most pronounced in Europe,
where the average annual decline has been -4.17% since 2000, with 5-year
and 10-year CAGR declines of -3.93% and -4.65%, respectively (Table
7.3). Nearly all the largest economies, such as Germany, France, and the
United Kingdom, showed long-term declines, with Spain particularly
notable for its steep decline from extremely high initial levels (underlying
data from the World Bank’s Global Financial Development Database). The
GFC continued this trend, narrowing the market range by 1.7 percentage
points, and COVID-19 caused a slight decrease to -0.4 percent. These
indicators show how structural forces, including industrial concentration,
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corporate privatization, and the regulatory environment, are driving large
incumbent players and new entrants into the market.

The Asia-Pacific region is the exact opposite of global market consol-
idation, with stable growth of +3.43% per year since 2000 and a fast-
growing public capital market. In 2022, there were 74.7 companies per
million people in the region. Over the past five years, growth has been
at a 5-year CAGR of 4.27%, and over the past ten years, at a 10-year
CAGR of 3.97%. For example, Australia has a stable base, and China—the
most dynamic—has been growing exponentially from a low starting point.
These tendencies are associated with robust economic growth, favorable
policies, the growing role of public capital markets as a growth engine, and
greater reputation and openness to investment by the general populace.

The market efficiency analysis using the turnover ratio reveals a
regional difference. However, it is also necessary to consider the perfor-
mance of the leading indices. Table 7.4 illustrates the trend of key global
indices, which validates the technological superiority of the USA (S&P
500 10-year CAGR: 9.9%) and the fragility of European markets outside
Germany and France.

With a 10-year CAGR of -3.1%, Hong Kong’s Hang Seng Index has
declined significantly, with a total loss 0 40% from 2021 to 202 3. Although
general data on the regional market do not indicate obvious geopolitical
risks or a decline in the Chinese economy, this still suggests otherwise.
In contrast, Japan’s Nikkei 225 achieved an impressive 5-year CAGR
of 10.8%, making it the leader in the Asian market, driven by successful

Table 7.4 Major stock market indices of the major global stock markets

Index 2023 level 10T 51 2023 Peak level (Year) — Crisis impact
CAGR CAGR YooY

S&P 500 4,769.83  9.90% 13.70% 24.20% 4,766.18 (2021) -19% (2022)
S&P/TSX 20,958.44 4.40% 7.90% 8.10% 21,222.84 (2021) -9% (2022)
CAC40 7,543.18 5.80% 9.80% 16.50% 7,153.03(2021) -10% (2022)
DAX 16,751.64 5.80% 9.70% 20.30% 15,884.86(2021) -12% (2022)
Hang Seng 17,047.39 -3.10% -8.00% -13.80% 33,154.12 (2018) -40% (2021-2023)
Nikkei 225 33,464.17 7.50% 10.80% 28.20% 33,464.17 (2023) -9% (2022)

FTSE 100 7,733.24 1.40% 2.80% 3.80% 7,903.50(2023) -11% (2022)

Source: Author’s elaboration on SIFMA Capital Markets Fact Book (2024 ), based on data from Refinitiv
LSEG Data & Analytics, Dealogic, Bloomberg, S&P Global, national stock exchanges, and World Bank
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corporate reforms. The indicators in Table 7.4 show that the Asia-Pacific
region had the best market efficiency (166.8% compared to 2015).

Also, global capital markets have experienced strong long-term growth
despite cyclical fluctuations. The US S&P 500 was up front, with an
impressive 10-year CAGR of 9.9%, nearly twice that of the top European
indices, DAX (Germany) and CAC 40 (France; 5.8%), and by far exceed-
ing the FTSE 100 (U.K.) which remained stagnant at 1.4%. Corporate
reforms saw the Nikkei 225 in Japan perform the best in decades in the
Asian market, with a 5-year CAGR of 7.5%.

In comparison, the Hang Seng Index of Hong Kong fell 3.1% over the
5 years (CAGR), with a 13.8% decline in 2023 alone, indicating a decel-
eration in the Chinese economy and geopolitical uncertainty. The US is
leading because of the development of the technology industry, which
reached its highest level in S&P 500 history, at 4,769.83 points in 2023
(+24.2% compared to the previous year).

The European DAX (Germany) and CAC 40 (France) indices recorded
high returns in 2023 (+20.3% and +16.5%) in contrast to the humbler
growth of the commodity markets, including the TSX in Canada (10Y
CAGR of'4.4%) and the FTSE 100 in the U.K. (CAGR of 2.8%), despite
the crisis environment (Table 7.4).

7.3 CAPITAL MARKETS AND DERIVATIVES: ISSUANCE ACTIVITY
AND Risk TRANSFER

This section relies on the quantitative analysis of international equity and
debt issuance activity in 2009-2023 as the methodology. The primary
indicators are the value of issuances per year, the number of issues, the
CAGR over five and ten years, and the year-over-year changes, all cal-
culated from raw data in the SIFMA Capital Markets Fact Book, which
draws on Refinitiv LSEG Data and Analytics and Dealogic.

The statistics in Table 7.5 demonstrate the dynamic transformation
of world capital markets over the last decade. Capital raising is primarily
through debt issuance, averaging 5,300 issues annually, compared with
2,059 equity issues annually. Direct debt accounts for 95% of total debt,
with an average of 5,048 issues annually. Although convertibles have a low
market share, they are very volatile, falling in 2023 by 69.8% following a
post-COVID-19 slump but gaining over 5 and 10 years with high CAGRs
of 7.68% and 8.43%, respectively.
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Table 7.5 Global issuance activity (2009-2023)

($ Billions) — Avg Annual Peak Year 2023 57 107 Crisis Impact
(2009-2023) in $B (Value) in $B Y01 CAGR CAGR (2022)

By Region

United States $215.7 2021 46.20%  8.48% 5.99% =77%
(8376.4)

China $101.1 2021 -29.60% 8.45% -4.28% —-46%
(8172.2)

EU $95.9 2015 32.70%  1.60% 2.17% -50%
(8122.2)

Japan $16.4 2023 324% 11.54% 0.13% -74%
($34.0)

Emerging $118.1 2021 -18.80% 11.03%  3.52% -36%

Markets ($131.1)

Developed  $13.9 2021 -7.80%  6.10% 5.79% -51%

Markets ($20.1)

Global Total $529.0 2021 3.30% 2.09% 0.05% -61%
($1,051)

By Instrument Type

Straight $5,048 2021 6.30%  2.72% 0.27% -27%

Debt ($6,100)

Convertible  $252 2021 -69.8% 7.68%  8.43% -58%

Debt ($444)

Total Debt  $5,300 2021 7.90%  2.87% 0.59% -29%
(86,412)

Common $2,005 2021 6.20% -5.21% -4.40% -39%

Stock ($3,703)

Preferred $54 2017 ($99) -47.80% 29.08% 21.91% -10%

Stock

Total Equity $2,059 2021 5.60% -4.86% -3.91% -39%
(83,740)

Total $7,358 2021 7.10%  0.58% -0.69% -33%

Issuance ($10,152)

Note: China: mainland only
Source: Author’s elaboration on SIFMA Capital Markets Fact Book (2024), based on data from Refinitiv
LSEG Data & Analytics, Dealogic, Bloomberg, S&P Global, national stock exchanges, and World Bank
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Regional trends vary significantly. For example, the US recorded the
highest share of global issuance ($215.7 billion annually) and a 5-year
CAGR of 8.48%. Conversely, China recorded a 5Y CAGR of 8.45%,
though its 10-year CAGR was -4.28%. Nevertheless, issues will arise after
2021, including regulatory and economic challenges. Japan experienced
the largest changes, with a spectacular 324% growth in 2023 and a five-
year CAGR of 11.54%, demonstrating market instability (Table 7.5).

In 2021, global equity issuance reached $1.05 trillion but dropped
sharply by 61% in 2022. The US experienced a 77% decline, and the EU
saw a 50% decrease. In contrast, debt issuance remained relatively stable;
in 2023, total debt increased by 1.54%, whereas equities declined by 9.9%,
indicating a potential shift toward debt financing. Nevertheless, equity
markets remain highly sensitive to cyclical volatility, as the common stock
CAGR over five and ten years stands at -5.21% and -4.40%, respectively.

In Japan and the European Union, capital issuance grew by 324% and
32.7%, respectively, while it decreased by 29.6% in China. These trends
confirm that geopolitical risks and national policies are increasingly
becoming important in shaping capital flows. Emerging markets (EM)
have outperformed developed markets (DM) over the last five years, with
a CAGR of 11.03% compared to 6.10%. However, in 2023, EM issuance
dropped by 3.4% and by 18.8%, suggesting the impact of monetary policy
tightening and regional crises affecting global capital flows.

The apparent 110.5% growth in the issuance of convertible bonds up
to 2023 is interesting. It must be recalled, however, that these amounts
are being discussed in terms of value rather than the number of issuances
(fell by 69.8%). This rise contrasts with the short-term losses experienced
in 2022 and indicates that investors are now more willing to adopt lev-
eraged instruments amid high interest rates. Although total convertible
bond issuance has remained relatively stable over the last decade, with a
10-year CAGR of 0.59%, volatility in the convertible bond market and the
ongoing decline in issuance underscore the market’s high sensitivity to
monetary policy and macroeconomic shifts.

On the other hand, Table 7.6 clearly shows a high concentration in
the global derivatives market. For example, North America accounted for
73.4% of the futures market and 81.1% of the options market (2023), with
10-year compound annual growth rates (CAGR) 0f 9.99% and 10.86% for
financial futures and options, respectively. Europe accounts for 22.9% of
equity futures (i.e., $2.12 trillion) and 17.2% of options (i.c., $385 bil-
lion). However, the European options market remains stagnant over the
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long term (10-year CAGR of -6.14%), with structural problems and a loss
of competitiveness relative to North America.

The CAGR of global futures over the last 10 years is 6.34%, with the
market reaching $9.25 trillion in 2023. The growth of options, on the
other hand, is at a 4.83% CAGR and is expected to reach $2.24 trillion
in 2023. Nevertheless, the trend over the last five years has been down-
ward: global futures declined by 23% (2020), while options fell by 32.5%.
North American options recorded the largest decline of 36.7%, followed
by Asia Pacific at 31.7%, Europe at 23.1%, and other markets at 8.1%.
However, there was a robust recovery in 2023, and futures and options
in the world surged by 14.9% (North America +15.1) and 23.9%, respec-
tively (Table 7.6).

The Asia Pacific is the most paradoxical: the largest growth, yet the least
market. The area has a CAGR of 4.05% for options, while futures con-
tracted at -1.63% over the same period. With these numbers, Asia-Pacific
accounts for only 2.6% of global futures trading and 0.7% of options trad-
ing. This implies that despite the rapid growth of Asian derivatives mar-
kets, they remain relatively shallow in terms of both total volume and
liquidity compared with Western markets. In the meantime, other regions,
such as Latin America, Africa, the Middle East, and Eastern Europe, have
seen a 10-year CAGR of 0.49% in futures and 4.70% in options, with a
global market share of approximately 1%. Understanding how systemic
crises affect commodity markets shows large differences in sensitivity and
strength across regions. The GFC had the greatest impact on commod-
ity markets in Asia (-26.3%) and Central America (-9.3%). In contrast,
during the GFC, European options surged by 66.6%, most likely because
of increased hedging. Meanwhile, the COVID-19 pandemic had a major
impact on both North America (-36.7% for options) and Asia (-32.1% for
futures), with two major disasters occurring in each region.

Options markets in Europe saw a sharp 66.6% rise when the global
financial crisis struck. This unprecedented performance is due to low trad-
ing volume in the run-up to the crisis and the use of options to hedge
against risk in weathering such situations. The American options have
risen by 32.4%, and the Asia-Pacific options have risen by a record 42.9%.

The COVID-19 pandemic affected every region to some degree,
with negative effects. During COVID-19, North American options fell
by 36.7%, other markets by 31.7%, Asia Pacific by 23.1%, and Europe
by 8.1%. Futures markets were down sharply. For example, Asia-Pacific
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futures fell by 32.1% and North American futures by 27.6%, whereas
European futures fell by a relatively small 6.6%.

Other markets (Africa, the Near East, and Latin America) were the only
ones to record growth in GFC options (+99.5%). This unexpected growth
shows that our markets rely less on global financial events and that domes-
tic factors have a greater influence on prices and volumes.

During the first pandemic, global financial markets were protected by
lower levels of integration. However, during the COVID-19 pandemic,
these markets declined by 31.7%, highlighting stronger links among
global financial markets.

7.4 THE SHIFTING LANDSCAPE OF GLOBAL FIXED INCOME

As the relationship between the US and China has become more complex
over time, especially compared to the past century, current fixed-income
markets bear witness to significant changes in the global economy. Over
the past decade, the global fixed income market has grown significantly,
as shown in Table 7.7, from $85.2 trillion in 2013 to $140.7 trillion by
2023. This represents a 65.1% increase, compared to a 73.7% increase in
the equity market in the same period.

The ratio of fixed income to equity has risen modestly to 2.4:1 from
2.3:1. US dominance stands at 39.3% of the global fixed income market
and 42.6% of the equity market in 2023, while emerging markets gain
4 percentage points in both asset classes.

Corporate debt has become the fastest-expanding component of the
fixed-income market, rising by 107% over the last decade, and the gap
between it and the dominant government bonds has narrowed consider-
ably. Simultaneously, the financial sector maintained its 2023 ratios of 32%
of the total fixed-income market and 28% of the equity market (Table 7.7).

Even though turnover in fixed income markets remains three times that
of equity markets ($1.2 trillion vs. $0.4 trillion), liquidity in stocks grew
by 100% (from 20% to 40%), while in fixed income markets it grew by 71%
(from 70% to 120%). This signifies the growing maturity and equilibrium
of international capital markets. Moreover, the ratio of bonds to equity in
the Eurozone increased from 3.3:1 to 3.8:1, reflecting market depth. On
the other hand, in the U.S.; a 0.7:1 ratio indicates a greater reliance on
equity financing (Table 7.7).
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Table 7.7 Comparative analysis: Global fixed income vs. equity markets (in
trillions of USD)

2013 Fixed 2023 Fixed  Growth 2013 Equity 2023 Equity Growth

Income Income (107) (107)
Total $85.2T $140.7T 65.10%  $66.2T $115T 73.70%
outstanding
DM share 86% 82% -4pp.  79% 75% -4 p.p.
EM share 14% 18% +4pp.  21% 25% +4 p.p.

Sector breakdown
Government  $38.1T $56.6T +49%* - - -

debt (53%) (44%)

Corporate debt $14.3T $29.6T +107%* - - -
(20%) (23%)

Financial sector $24.2T $41.2T +70%* $9T (28%) $14.9T *1+66%*
(33%) (32%) (28%)

Regional leaders
United States ~ $32.7T $55.29T 69.00%  $24.03T  $48.97T 103.80%

(38.4%) (39.3%) (36.3%) (42.6%)

Eurozone $22.6T $25.83T 14.00%  $8.61T $12.62T 46.60%
(26.6%) (18.4%) (13.0%) (11.0%)

Japan $11.9T $11.49T -3.40%  $4.54T $6.15T 35.40%
(14.0%) (8.2%) (6.9%) (5.3%)

China $4.9T $22.9T 362% $3.95T $10.93 T 177%
(5.8%) (16.3%) (6.0%) (9.5%)

United $5.5T $5.8T 5.10% $4.43T $3.09T -30.10%

Kingdom (6.5%) (4.2%) (6.7%) (2.7%)

Liquidity metrics

Average daily  70% 120% 71% 20% 40% 100%

turnover

Turnover ratio 1% 1% -0.1pp. 1% 1% +0.2 p.p.

Note: Data for China in this table refers to mainland China only, excluding Hong Kong SAR, to ensure
consistency with WFE equity market data

Source: Author’s calculation on data from the Bank for International Settlements (BIS) for fixed-income
securities and the World Federation of Exchanges (WFE) for equity market capitalization, as presented in
SIFMA Capital Markets Fact Book (2024)
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During the period of low interest rates (2013-2021), the share of cor-
porate debt in total fixed income rose from 20% to 23% as companies
increasingly turned to borrowing in financial markets.

However, equities, due to their rising liquidity and growing role in
emerging markets, are becoming an increasingly important capital-
raising instrument.

Moreover, the US continued to dominate the global fixed-income mar-
kets, accounting for 39.3% of outstanding debt ($55.3 trillion in 2023) and
recording annual long-term growth of 5.2% over the past five years, largely
driven by robust issuance of Treasury and corporate bonds (Table 7.8).

However, the US market declined by 15% in 2022 due to rising interest
rates, yet it still proved the dollar to be a safe-haven currency.

With a share of 18.4% ($25.8 trillion), the European Union is the
second-largest market. However, growth has been modest, at just 1.3%
over the past few years. The region is thus responding to the threat of
market fragmentation. The fastest-growing major market is China, which
now has the third-largest share at 16.3 percent ($22.9 trillion), up from
6% ($5.8 trillion) in 2013. In fact, it represents a phenomenal 16.5 % 10-
year CAGR, driven by rapid domestic growth across the government and
corporate sectors (Table 7.8).

The UK accounts for 4.2% of global fixed income, amounting to $5.8
trillion, with a 10-year compound annual growth rate (CAGR) of 0.5%.
Although the market has been affected by Brexit uncertainty, it remains
one of the most international and liquid bond markets in the world, par-
ticularly for foreign currency-denominated bonds. Canada has steadily
increased its share, now holding 3.1% ($4.3 trillion), with a 10-year CAGR
of 6.8%, driven by strong issuance from both the government and private
sectors. The Canadian market benefits from close integration with US
financial markets and a stable and well-regulated domestic investor base.

Australia accounts for 1.6% of the global fixed income market ($2.3
trillion). It has experienced modest growth, with a 1.3% CAGR, indicating
a stable, mature market supported by a robust banking sector and a devel-
oped pension system. In contrast, Switzerland has a market share of 0.7%
(US$921 billion) and is growing at 7.2%, largely due to its status as a hub
for international capital. Singapore (0.5%, US$752 billion) leads Asia with
a growth rate of 8.5%. Meanwhile, Hong Kong, although smaller (0.2%;
$217 billion), continues to grow solidly at 7.0%, reatfirming its role as a
key link to China and broader Asian capital markets.
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Table 7.8 Comparative analysis of global fixed income markets outstanding
(2009-2023)

Average 2023 Value Y/YA 57 107 Crisis  Share of
Outstanding ($ Billions) (2023) CAGR  CAGR  Impact Global
(2009-2023) (2018~  (2013- (2023)

2023) 2023

United States 38,548.00  55,298.80 6.00% 6.40% 5.40% -15%  39.30%

(2022)
European 21,488.90 25,829.70 9.30% 5.50% 1.30% -12%  18.40%
Union (2022)
China 11,050.60  22,913.50 5.80% 9.20% 16.50% -18%  16.30%
(2011-
12)
Japan 12,668.60  11,495.70 -4.60% -2.1% -0.35% -8% 8.20%
(2015-
16)
United 5,496.00 5,841.00 10.80% -0.4% 0.50% -22%  4.20%
Kingdom (2022)
Canada 2,934.40 4,317.90 5.70% 5.10% 6.80% - 3.10%
Australia 2,055.20 2,258.60  -1.50% 2.90% 1.30% - 1.60%
Switzerland - 921.2 - - 7.20% - 0.70%
Singapore 411.9 751.9 14.50% 8.80% 8.50% - 0.50%
Hong Kong  135.3 217.1 12.20% 7.00% 7.00% - 0.20%
SAR
Developed  1,955.20 3,794.60 1.10% 2.90% 15.70% -22%  2.70%
Markets (2022)
(other)
Emerging 3,159.10 7,035.20 13.20% 5.10% 17.50% -14%  5.00%
Markets (20106)
(other)
Global 100,449.90 140,675.20 5.90% 5.20% 5.10% -12%  100%
Total (2022)

Source: Author’s calculation on Bank for International Settlements (BIS) data, via SIFMA Capital Markets
Fact Book (2024), Table 1-09

Japan’s fixed income market is projected to reach $11.5 trillion in 2023
(8.2% of the global total), accounting for 8% of total growth. The 10-year
CAGR is low at -0.3% due to deflation and currency depreciation.
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7.5  CONCLUSION

Overall, the multifaceted analysis concludes that there is a drastic recon-
figuration of global capital markets. In fact, the Western triumvirate (US-
EU-Japan) leadership has been particularly focused on fixed income and
capital liquidity, while the Asia-Pacific region has led in key growth met-
rics. Regional paths are increasingly diverging. The Asia-Pacific region
stands out as a major growth driver, with great depth, efficiency, and
breadth, propelled by robust economic growth and supportive regional
policies. In fact, the Asia-Pacific region achieved the best financial market
results in market depth (158.3% of GDP), efficiency (148.3% of turn-
over in 2015), and breadth (3.43% compound annual growth rate among
listed companies), with China leading. Europe is becoming more aligned
and recovering more slowly, facing significant problems stemming from
structural weaknesses and market fragmentation. On the other hand, the
Americas remain an important global center but are increasingly vulner-
able to international shocks.

Moreover, capital-raising methods have changed significantly. Corporate
debt has become the dominant source of financing, with an average of
5,048 issues projected annually ($1,048 billion) and minimal to flat growth
(CAGR of 0.27%). On the other hand, changes in monetary policy and
shifts in the current cycle have significantly impacted the equity markets,
with global issuance declining by 61% in 2022 and common stock posting a
negative 10Y CAGR of -4.40%. Meanwhile, the rapid growth of convertible
debt (up 110.5% by 2023) indicates that investors are seeking a combina-
tion of debt and options in a high-interest-rate environment.

In addition, the United States continues to hold significant shares of
global options and futures markets, at over 81% and 73%, respectively.
With a 10-year CAGR of 4.05%, the Asia-Pacific region exhibits the fastest
growth in the options segment. However, its overall market share remains
low, at just 0.7%. This shows that the region remains dependent on devel-
oped Western financial markets and risk-management systems.
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CHAPTER 8

Conclusion: Crises as Catalysts
of Structural Change

Abstract This chapter concludes the book with an analysis of three key
transformations in the global economy. First, the shift to a multipolar
structure in which the United States, Russia, and China collectively hold
global income; second, the rise of debt as the main source of financing,
especially after the dynamic increase in corporate debt; and third, the
increase in the productivity of the financial sector, with a shift from bank
lending to market-based financing. Regional differences in the resilience
of financial systems are now apparent. While the Asia-Pacific region is
very resilient, Europe faces structural problems, and North America
maintains its lead despite growing instability. Overall, the crisis acts as
a catalyst for change and highlights weaknesses in the global financial
system.
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8.1 Crisks As CATALYSTS, NOT INITIATORS OF CHANGE

The central idea of this book is that major financial crises, such as the
GFC, the COVID-19 pandemic, and the 2022 Ukrainian crisis, do not
create new financial hierarchies. Not to mention that they tend to become
more widespread. Understanding current trends in the financial sector is
crucial for policymaking. The book discusses the importance of macropru-
dential measures, particularly the obstacles faced by financial institutions
that have previously relied on funding to support rapid credit growth.
Furthermore, the crisis has shown that traditional balance sheets are not
always sufficient to maintain financial stability. Fiscal or macroeconomic
weaknesses can further weaken investor confidence. Six sections demon-
strate the complexity of this conclusion.

The GEC identified weaknesses in the Western banking system.
Excessive leverage, insufficient regulation, and rapid securitization con-
tributed to the vulnerability of global financial markets. This led to a
quick shift from traditional banking practices to market-based financing
methods. Following COVID-19, digitalization, regional fragmentation,
and the conflict between European stagnation and Asian disruption have
become even more apparent.

Then, as the war in Ukraine unfolded, the geopolitical situation
became unstable, and Moscow was removed from financial responsibility.
New York, Singapore, Paris, and Amsterdam became key beneficiaries. In
summary, crises often appear as the original structural changes, rather than
serving as their causes.

8.2 THREE MAJOR TRANSEORMATIONS
IN THE STRUCTURE OF GLOBAL FINANCE

The research presented in the book shows three key changes in global
finance:

The global financial influence is moving away from Western dominance
toward a more multipolar landscape. At the beginning of the century, the
US, the EU, and Japan dominated global financial markets; however, the
Asia-Pacific region, which was once aligned with both the US and China,
is now gaining prominence. Chapter 2 highlights that the Asia-Pacific
region’s capacity exceeds that of other regions, reaching 158% of GDP and
166% of the stock market turnover ratio. Chapter 6 reports that China’s
corporate bond market has seen its beta coefficient decrease from 0.71 to
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0.28, indicating less dependence on US economic cycles. Chapter 6 also
indicates that the US-China duopoly now controls 55.6% of the global
fixed income market, a sharp increase from 40.9% ten years ago.

Expansion of debt markets is a key source of global capital raising. Debt
has become the dominant form of global capital raising. Chapter 6 shows
a 107% increase in corporate debt and a 78% increase in fixed income since
2013. Chapter 5 shows that, after the crisis, bond issuance stabilized at
2.41% of GDP, or 0.85 percentage points higher than before the GFC.
This cheap debt has become an important part of corporate finance.

Market financialization and the weakening of the traditional bank-
ing model reflect the shift from bank financing to capital markets.
Chapter 1 shows the differences between the market-oriented American
system (74.9% of the debt market) and the bank-centric European system
(80.7%). Chapter 4 discusses how Basel regulations accelerated this shift
by raising the cost of bank loans. Chapter 5 explores how the deriva-
tives market, particularly FX swaps and forwards, has become the primary
tool for currency trading. This reflects a broader focus on market-based
risk management.

8.3 RESISTANCE OF REGIONAL FINANCIAL SYSTEMS

A common theme of resilience runs through all chapters of the book,
highlighting the diversity and adaptability of different financial systems.
The Asia-Pacific region has the strongest resilience profile: the deep-
est market, at 158.81% of regional GDP, and a highly efficient equity
market, with a turnover rate of 166.8. For example, market volatility
rose significantly during the GFC and again during the COVID-19 pan-
demic. This resilience stems from the region’s diverse sources of financ-
ing, including foreign direct investment, equity, and debt, as well as
a cautious approach to external borrowing. In contrast, the Americas
are experiencing greater uncertainty and exhibiting less resilience. The
continued dominance of the USD (88.45% of currency turnover) and
strong stock market performance, with the 10-year S&P 500 growth
rate of 9.9% and the US market’s 21.5% growth in 2023, suggests that
the region’s debt position deepened.

Europe exemplifies weak financial integration. After the GFC, Europe’s
market liquidity declined significantly. Meanwhile, the annual decline in
the number of publicly traded firms and options remains at half of the
2008 level, indicating structural problems that are hard to fix, even if they
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are hidden. Africa, despite a modest annual growth rate of 6.04% in corpo-
rate debt, shows substantial volatility, with a coefficient of variation (CV)
of 58%. The region has shifted from foreign direct investment (FDI) to
debt financing, with the share of debt in external liabilities increasing from
26.46% to 32.67%.
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