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Source: FSB (2025)
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Source: OECD (2024)



Restricted 6

Source: OECD (2024)
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NBFIs and systemic risk
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Macroprudential approaches to capital market activities 
(from BIS Annual Economic Report 2018, Chapter IV, box IV.A)
 As current macroprudential measures focus mainly on banks, they may 

be less effective in dealing with risks arising from NBFIs. 
 How can macroprudential approaches help address systemic risk 

arising from asset management funds and other institutional investors?
 Correlated and procyclical trading by asset management funds could 

destabilise asset markets, resulting in large losses in financial system. 
 Current regulation on the asset management fund industry mainly 

focusing on microprudential/consumer protection objectives
 Macroprudential perspectives should be extended to NBFIs, so as 

to fully incorporate how actions by one player can affect the health 
of others via asset prices, FX, market liq interacting with funding liq. 

 Options to address systemic risks from NBFIs 
 Minimum liquidity requirements for asset management funds
 Liquidity stress tests for asset management funds
 Close cooperation among CBs, bank/insurance/securities regulators 
 The growing importance of NBFIs in cross-border financial activity 

requires monitoring potential systemic risks at global/int’l levels
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Systemic risk from NBFIs
 European Commission consultation launched in May 2024

 Liquidity risks
 MMFs, open-ended funds, insurance companies, other NBFIs and 

markets (eg pension funds, commodity traders)
 Leverage

 Pension funds, insurance companies, OEFs, hedge funds, etc
 Monitoring interconnectedness

 Risk of amplification and herding behaviours embedded in large 
portfolio overlaps among banks and NBFIs

 Balance sheet interconnections between banks and NBFIs
9
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“Leverage-like” behaviour without leverage (H S Shin 2014)
 Longer maturities mitigate rollover risk for borrowers, but at the 

expense of greater duration risk for investors. 
 Although asset managers do not operate with much leverage, their 

duration-related risks could generate leverage-like behaviour if they 
are subject to risk limits, relative performance metrics, or engage in 
dynamic hedging. 
 That is, risk mitigation or hedging techniques elicit behaviour 

similar to leveraged players.
 An internal VaR constraint of asset managers affects their risk-

taking capacity (eg, a model in Hofmann, Shim and Shin (2022)).
 This could disrupt market functioning and spill back to borrowers.

 Convexity mismatches arise because the duration of the liabilities of 
pension funds and life insurance companies is typically more sensitive 
to changes in market yields than the duration of their assets. 
 When yields snap back and long-term rates spike higher, in order 

to match the duration of both sides of their balance sheet, long-
term investors look to reduce the duration of their assets by selling 
long-term bonds, generating perverse demand responses.
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Systemic risk aspects of MFs and 
ETFs investing in EME bonds

12



Restricted 13



Restricted 14



Restricted 15



Restricted 16



Restricted 17

 Top 5 benchmarks took up more than 70% of total net assets of actively 
managed EME bond funds as of mid-2024 according to EPFR data.

 Among EME local currency bond indices, JPM GBI-EM Global Diversified index 
is most widely used among EME bond funds. 

 

 

Source: J Lee (2024)
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 Top 5 benchmarks took up around 70% of total net assets of actively 
managed EME bond funds as of mid-2014 according to EPFR data.

    Source: Miyajima and Shim (2014)
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Measuring the degree of similarity of leading benchmarks

 The comparable global and EM bond indices have more than an 85% 
and 67% overlap in country weight. 

Source: J Lee (2024)
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Source: Miyajima and Shim (2014)
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NBFIs, capital flows to and 
financial conditions in EMEs
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NBFIs and capital flows to and financial conditions in EMEs
 NBFIs have become key players in global capital flows to EMEs. 

 Through local currency bonds, equities and FX bonds (and FX loans). 
 How their incentives/mandates, risk-taking behaviors, funding and 

investment currencies, and regulatory and economic constraints 
influence capital flows to EMEs remains underexplored.

 Different types of NBFIs play distinct roles in these financial sources:
 Mutual funds are crucial in EME local currency bonds and equities, 

driven primarily by short-term return-chasing behavior.
 Insurance companies and pension funds tend to focus on stable long-

term income flows from their investments and play a more important 
role in foreign investments in EME FX bonds.

 Mutual funds are more susceptible to redemption shocks, while insurance 
companies face capital and liquidity requirements. Pension funds are 
typically not subject to liquidity shocks or prudential requirements, but 
more focused on stable income flows, high yield & asset-liability matching. 

 Understanding these differences is critical in predicting how NBFIs could 
respond to changes in global financial conditions, global investor risk 
appetite and major advanced economies’ monetary policy, as well as 
EMDEs’ local macroeconomic and financial market developments.
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Mutual funds were net sellers of EM Asia government bonds during the taper tantrum relative 
to other times. In contrast, insurance companies, annuities and pension funds were net buyers 
of EM Asian government bonds during the taper tantrum relative to other times. 
Mutual funds, which are more subject to outflow pressures, would reduce their bond holdings 
in the relatively risky EM Asian government bond markets, while insurance companies, 
annuities and pension funds, which are not subject to outflow pressures, would increase their 
bond holdings in these markets. 
This confirms institutional fire sale hypothesis: fund outflows drive institutional sale of bonds.
Source: Ng, Shim and Vidal Pastor (2019)
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The differential bond purchase patterns primarily occurred in FX bond markets. 
During the taper tantrum, (i) mutual funds reduced their holdings of EM Asian foreign 
currency government bonds while insurance companies, annuities and pension funds 
increased their holdings of such bonds; and that (ii) mutual funds increased their 
purchases of developed Asia-Pacific corporate bonds, which are considered safer, while 
insurance companies, annuities and pension funds decreased their purchases. 
Source: Ng, Shim and Vidal Pastor (2019)
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Euro area-domiciled investors US-domiciled investors EME government bonds

US- and Europe-domiciled NBFIs in capital flows to EME 
local currency government bonds

Onen et al (2023)
using BIS data

Bertaut et al (2024) 
using FED data

Jansen et al (2024) 
using ECB data



Restricted 26

Source: Gelos, Patelli and Shim (2024)
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Source: Gelos, Patelli and Shim (2024)
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Source: Gelos, Patelli and Shim (2024)
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Source: Gelos, Patelli and Shim (2024)
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Source: Gelos, Patelli and Shim (2024)
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Source: Hofmann, Shim and Shin (2025)



Restricted 32

Source: Hofmann, Shim and Shin (2025)
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Source: Hofmann, Shim and Shin (2025)
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Source: Hofmann, Shim and Shin (2025)
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Source: Hofmann, Shim and Shin (2025)
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Source: Amaral, Guerra, Shim and Tombini (2025)
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Bank-NBFI nexus
 Channels of linkages between banks and NBFIs in the domestic context

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

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

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

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

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

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

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

also the major providers of FX loans to EMEs.
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Bank exposure to NBFIs

Source: IMF (2025)
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Recent discussions on macroprudential policy on NBFIs
 Recent considerations for macroprudential policies on NBFIs

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

 UK: BOE “Contingent NBFI Repo Facility”, Market Notice Jan 2025
- gilt market focus; pricing; scope (insur cos, pension funds, LDIs); collateral (gilts); haircuts

 IE: Central Bank of Ireland (CBI) Discussion Paper “An approach to 
macroprudential policy for investment funds”, July 2024

- CBI adopted a leverage limit for Irish property funds in 2022
- CBI and CSSF (LU market authority) adopted a yield buffer to mitigate 

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

extraordinary/severe market-wide liquidity stress; first activated in 2020
 What areas need more attention? Framework, data and cross-border aspects

 What should be the overarching macroprudential framework for NBFIs?
 Which types of NBFI are critical in each systemic market segment?
 What is the extent of common holdings by NBFIs in an asset class?
 How different NBFIs affect global capital flows & cross-border spillovers?
 How to design policy, considering NBFIs’ reaction to global/local factors?
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Policy implications for NBFIs’ role in capital flows to EMEs
 Overall shift in external financing by EMEs toward local currency flows
 The overall strength of USD is more important for local currency flows
 Need to consider local currency financing share in designing policy mix
 Among NBFIs, mutual funds are more sensitive to USD than other NBFIs.
 During the taper tantrum, insurance companies and pension funds played a 

stabilizing role in EME bond markets, while MFs engaged in fire sales. 
 The share of mutual funds in NBFIs investing in EME local currency bonds 

and equities has generally increased across EMEs over the past decade.
 How can EMEs deal with capital flows and achieve more stable aggregate 

external financing in the context of macro-financial stability framework?
 Conduct FX intervention on both directions, and conduct (temporary) 

domestic asset market intervention in stress times
- Mitigate amplifications between FX, asset prices and capital flows
- May have ex ante insurance value & influence market expectations.

 Develop domestic financial (especially FX and FX derivatives) markets 
and implement FX-related prudential policy on NBFIs and banks during 
normal times to reduce sensitivity to capital flows.
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