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Markets reacted swiftly to tariffs

Performance of stock prices

(Index; October 1, 2024 = 100)



Volatility caught up to uncertainty

Economic uncertainty and financial volatility

(Percentile)



Trade uncertainty has real consequences



Trade uncertainty has real consequences



Detour: Financial stability framework



Financial stability monitoring framework

Second, third round effects



Banking sector solvency stress tests or scenario analysis

Second, third round effects

Specific shock or 

scenario



Investor risk surveys (e.g., Bank of America)

Second, third round effects

Many types of shocks



The GFSR, many central bank FSRs

Second, third round effects



Growth-at-Risk*

Second, third round effects

Looking across past 

shocks



Financial stability assessment



Global financial conditions have tightened

Financial conditions indexes

(Standard deviations over long-term averages)



One year-ahead global growth densities
(Probability density)

Financial stability risk has increased significantly

Growth-at-Risk: 

𝐺𝑙𝑜𝑏𝑎𝑙 𝑟𝑒𝑎𝑙 𝐺𝐷𝑃 𝑔𝑟𝑜𝑤𝑡ℎ𝑡+1, 𝑤𝑖𝑡ℎ 5% 𝑝𝑟𝑜𝑏𝑎𝑏𝑖𝑙𝑖𝑡𝑦

= 𝑓(𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑐𝑜𝑛𝑑𝑖𝑡𝑖𝑜𝑛𝑠𝑡, 𝑐𝑟𝑒𝑑𝑖𝑡 𝑔𝑟𝑜𝑤𝑡ℎ𝑡) 

Corroborated by three forward-looking vulnerabilities:

1) Further asset price corrections—valuations are still high, 

2) Financial institutions could come under strains—

especially highly leveraged ones,

3) Further turbulence in sovereign bond markets—high 

debt levels, market functioning issues.



Further asset price corrections could be ahead…

Equities and corporate bond valuations

(Historical percentiles)



…challenging Emerging Market financial markets

Maturing debt of Frontier economies

(Billions of dollars)

Cross-border fund flows 

(Billions of dollar; cumulative)



Repricing large during geopolitical events, especially for EMs

Response of EM CDS spreads to trading partners’ 

involvement in international military conflicts

(Basis points)

Average response of stocks and CDS spreads to 

domestic geopolitical events

(Percentage points)



Some financial institutions may come under strains—nonbanks?

Hedge fund gross notional exposure to net 

asset value (ratio)

Hedge fund borrowing from dealers by type 

(Trillions of dollars; percent)



Which could spillover to the banking sector

US banks’ credits to nonbanks

(Percent)
Bank borrowings of private credit (BDCs) 

(2015:Q1=1; percent)



High sovereign debt levels and costs

Change in gross financing needs and 

interest expenses (Percent of GDP)

Share of G3 government bonds held by 

private investors (Percent)



Odds of market functioning issues in core bond markets rising

Treasury 

swap 

spreads 

(Basis points)

Speculative 

futures 

positioning 

(Trillions of 

dollars)



Other vulnerabilities documented in the report

1) Corporate credit quality still solid, although trade policy uncertainty is 

challenging firms, especially in Emerging Markets,

2) Private credit borrowers under more pressure, 

3) Household vulnerabilities increasing due to their elevated holdings of 

equities,

4) Sentiment in Commercial Real Estate has stabilized, but headwinds 

remain.



Policies to enhance resilience amid uncertainty
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