
New Approaches to Economic Challenges [A3]
The role of the financial system in the crisis and 
reforms required to promote sustainable growth

Theme of The projecT

Improving framework conditions for strength-
ening the global financial  

The rising weight of emerging economies in 
international capital markets and increased 
global financial integration makes it important 
to deal with distortions affecting international 
capital flows. In the long run, dealing with the 
resulting global investment-savings imbalanc-
es could benefit not only developed countries, 
but also emerging markets.

The banking system was at the core of the 
global financial crisis that was spurred by un-
der-pricing of risk, poor micro-prudential reg-
ulation, excessive leverage and too-big-to-fail 
business models. Appropriate calibration of 
banks’ leverage requirements and structural 
banks reforms are essential in addressing these 
problems. 

Non-bank financial intermediaries, especial-
ly institutional investors, are playing, and will 
have to play, an increasingly important role in 
financing high-risk or long-term projects and 
in meeting the challenges of financing the 
needs of ageing populations. This calls for a 
strong framework that is supportive of non-
bank financial intermediaries’ contribution to 
economic performance. 

 Designing and building institutions
Post-crisis financial sector institution build-
ing includes structural bank reforms that take 
in to account the riskiness of banks’ business 
models, creating central clearing counterpar-
ties (CCPs) with adequate risk management 
and capitalisation to face the high risks asso-
ciated with large-scale derivative trading, and 
strengthening stock market infrastructures in 
a way that they provide finance to support 
the long-run growth of companies, especially 
small caps, and help to reverse the trend away 
from equities. 

Improving price discovery in financial markets
 
Accurate price signals are essential for finan-
cial markets to mobilise savings and allocate 
credit efficiently across the economy. Work for 
NAEC has focused on two issues in particular, 
pricing longevity risk and price discovery in 
capital markets. Regarding the former, suita-
ble instruments and government support to 
improve standardisation, liquidity and trans-
parency, and regulation will be required. Re-
garding capital markets, an efficient and fair 
price discovery formation is seen as a prereq-
uisite for investors’ confidence in the integrity 
of the markets and their incentives to identi-
fy and support long-term performance. This 
has been undermined by some fundamental 
changes in the structure of secondary market 
over the last decades. The impact has been 
more pronounced for equity markets where 
electronic trading is more prevalent. However, 
the increasing use of corporate bond markets 
by non-financial companies in the aftermath 
of the financial crisis makes it also important 
for policy makers and regulators to have access 
to a comprehensive analysis of the secondary 
market structure for corporate bonds. Better 
and internationally-coordinated market con-
duct rules and regulations, where appropriate, 
are needed to improve price discovery and fair-
ness in both trading and hedging markets. 

New approaches

New work streams that will deepen work on the 
trade-offs and complementarities that NAEC 
has identified

 Work to improve financial intermediation 
and make the financial sector more resilient 
and supportive of growth will continue with 
a focus on enhancing long-term investment 
finance (including SME finance), improving 
banks’ business models, and enhancing the role 
and functioning of capital markets as a chan-
nel for financing growth. A review of the OECD 
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Codes of Liberalisation will be an opportuni-
ty to clarify treatment of capital flow restric-
tions with a declared “macro-prudential” in-
tent and to update it in light of present day’s 
requirements for capital flow management.

The revised Principles of Corporate Govern-
ance will contain a new chapter on institu-
tional investors, stock markets and other in-
termediaries, which aims to address issues like 
corporate access to finance, the complexity of 
the investment chain and the functioning of 
stock exchanges. Addressing risks stemming 
from potential financial institution miscon-
duct revealed in the aftermath of the glob-
al financial crisis. The new OECD Trust and 
Business Project will take a multi-stakeholder, 
multidisciplinary approach to analysing new 
ways to bridge the implementation gap in 
the application of international standards for 
business conduct, levelling the playing field 
for business. 

Finally, a new OECD Business and Finance 
Outlook will improve monitoring of upcom-
ing issues, relevant data collection and foster 
dissemination and raise awareness of issues 
at stake across a wider audience.

Utilising new databases
 
 New databases in a variety of areas, including 
macro-prudential capital controls, corporate 
bond markets and bank distance-to-default 
indicators, have been developed. 

policy implicaTioNs

Need for a comprehensive approach … 

There is a need for a comprehensive approach 
to improve the resilience, stability and trans-
parency of financial systems. This includes 
appropriately calibrating financial regulation 
to strengthen the banking sector and foster 
the use of capital markets for financing the 
real economy, developing and supporting the 
improvement of market infrastructure, raising 
financial literacy and awareness of investors 
and financial consumers and enhancing their 
protection, improving regulatory oversight, 
and closing data gaps. 

… and the design of a well-balanced the regu-
latory framework     

However, in designing the regulatory frame-
work of the new financial landscape, policy 
makers need to balance stability and growth. 
Financial regulation needs to be carefully de-
signed and critically evaluated with a view to 
allowing useful financial innovations while 
avoiding undue risk-taking.  

… while developing new sources of finance 

Going forward, policy makers need to take a 
three-pronged approach to develop a sound 
and comprehensive system that serves the 
need of the real economy: restoring banks’ 
health to improve bank lending, supporting 
the development of capital market finance, 
and preserving open and orderly capital 
movements regimes. 


