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solutions. 
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No longer bank on banks,
use corporates for stability
• Global financial system is centered
increasingly around markets
Marc Rubinstein

Back in the 20th
century, banks
formed the
foundation of the
global financial

system. No more.
If there were any doubts

about the shifts that have taken
place in finance in the past
several decades, recent events
in the UK should dispel them.

The Bank of England made
two important interventions in
the past two weeks to support
financial stability; neither of
them directly involved banks. In
response to violent moves in
long-dated gilts — following the
go v e r n me nt ’s since discarded
proposal to cut income taxes for
the highest earners — the central
bank hastily rolled out a
programme to buy up to £65bn
of the government bonds. And,
in partnership with the UK
Treasury, it announced £40bn
of emergency funding for
energy companies struggling to
meet margin calls.

Together, they reflect the
evolution at the heart of the
global financial order: no longer
is the system based around
banks; rather, it is increasingly
centered on markets. It is an
important distinction, with
wide-ranging implications.

When banks served as
gatekeepers, central bankers
had a simpler life. To fulfill their

obligation to ensure financial
stability, they served as lenders
of last resort to banks — a role
they fulfilled extensively during
the global financial crisis. By
restricting the number of
banking licences, they
maintained control over the
sector and by extension the
financial system.

But over the years, lenders
ceded market share to a diverse
roster of financial institutions.
Twenty years ago, banks held
46% of global financial assets,
according to data from the
Financial Stability Board; that is
now down to 38%.

In contrast, nonbank
financial institutions —
comprising insurance
companies, pension funds and
others — make up 48%, up from
41% in 2002. While the trend
was reversed briefly during the
global financial crisis of 2008, it
resumed its prior course at an
accelerated rate shortly
afterwards.

To fund their operations,
nonbank institutions rely on
wholesale markets and, in
particular, government bonds,
which serve as collateral
allowing them to borrow. Many
also use the same collateral to
support hedging programmes.

The system has many merits,
providing institutions ready
access to financing and hedging
solutions using the security of a
safe, liquid asset. But it does

have an unfortunate tendency
towards procyclicality: periods
of market turbulence can drive
sharply higher collateral
requirements, which can
prompt more turbulence if that
leads to forced selling — as we
saw in the UK last week.

In the past, banks may have
stepped in to manage the fallout,
but due largely to tighter post-
crisis rules on trading and
capital, their balance sheets
have been left very small
relative to the size of collateral

markets. In the UK, for example,
the assets of UK government-
bond market makers have fallen
by 25% since 2008 at the same

time as the stock of UK
government bonds outstanding
has increased 2.7 times.

So, when the gilt market
wobbled last week, there was
no one left other than the Bank
of England with the firepower to
i nt e r v e ne .

Fortunately, the Bank of
England had already laid the
groundwork. In January 2021,
its executive director for
markets, Andrew Hauser, made
a speech in London outlining a
case for its role as “m a r ket

maker of last resort.”
Central banks had already

broadened their focus from
backstopping banks to
backstopping markets. But
given the shifting sands under
the overall system, he warned
that the pace may increase:

“There is every reason to
believe that, absent further
action, we will see more
frequent periods of dysfunction
in the very markets increasingly
relied on by households
and firms.”

When it came, that
dysfunction did not show up
only in gilt markets but in
energy markets, too, where
greater volatility strained
funding among participating
companies. Here, the bank had a
ready-made solution borrowed
from its traditional playbook:
any energy company “in sound
financial health” would be able
to approach the bank as a
lender of last resort.

All the features of Walter
Ba ge ho t ’s famous dictum are
evident in the scheme: the bank
will lend freely, to sound
institutions, against good
collateral, at rates materially
higher than those prevailing in
normal conditions. The only
difference is that banks will not
be the ultimate beneficiary of
the funding (even though they
may be used as conduits) —
rather, it will be firms that
“make a material contribution to
the liquidity of UK energy
m a r ket s ”.

While central banks have
adapted to the new reality of

markets, other participants
remain fixated by the old
paradigm, where the
vulnerability lies with
intermediaries rather than
markets themselves.

The widening of Credit
Suisse credit spreads and the
plunge in its stock price are not
great news for its investors, but
they are unlikely to presage a
“Lehman moment”.

Similarly, the sell-off in UK
life insurance stocks when the
UK government bond market
sold off last week reflected their
role as intermediaries.
BlackRock, one of the largest
managers of pension funds
under pressure, put out a media
release reminding investors that
“we are not a trading
counterparty to these risk-
mitigation strategies”.

For years, we got used to the
concept of moral hazard in
banking — the lack of incentive
for banks to guard against
financial risk given their
protection from potential
consequences. Postcrisis reform
may have tamed that hazard
among banks, but it could be
spreading elsewhere. A recent
regulatory review of the policy
response to market turmoil in
March 2020 concluded that
clients “varied in their level of
preparedness for margin calls”.

In the event, even the ill-
prepared benefited from central
bank actions. If that is the lesson
others take away, it will have
the effect of incentivising risk
not just in the UK, but
everywhere. /Bl o o m b e rg

DEATH IN CUSTODY

Ir a n
s u m mo n s
UK envoy
over
‘me dd l i ng
in unrest’
Parisa Hafezi
Du b a i

Iran summoned Britain’s
ambassador for the second time
since nationwide protests erupt-
ed in September, Iranian media
reported on Wednesday, step-
ping up accusations of Western
meddling in persistent unrest
sparked by a woman’s death in
police custody.

Iran has accused foes includ-
ing the US of orchestrating the
unrest, which marks the biggest
challenge to the country’s cleri-
cal rulers in years, with
protesters calling for the down-
fall of the Islamic Republic.

People across Iran have
joined protests since 22-year-
old Mahsa Amini died in the cus-
tody of morality police who
detained her in Tehran on
September 13 for “i n a p p r o p r i at e
at t i r e”.

Videos shared on social
media on Wednesday showed
high school girls in Tehran tak-
ing off their headscarves and
chanting “death to [Supreme
Leader Ayatollah Ali] Khamenei”.
Reuters could not independently
verify the videos.

The authorities are waging a
deadly crackdown to suppress
the unrest, suggesting concern at
the scope of the protests even if
observers do not believe the
government is close to being
toppled. Witnesses told Reuters
that riot police were deployed
in several cities, particularly
around universities, a focal point
of protests.

“There are lots of security
forces around Tehran Universi-
ty. I am even scared to leave the
campus. Lots of police vans are
waiting outside to arrest stu-
de nt s ,” a Tehran student said.

The British envoy, previously
called in on September 24, was
summoned again on Tuesday in
reaction to “interventionist com-
me nt s ” from the British foreign
ministry, the semi-official news
agency Tasnim reported.

A senior foreign ministry
official said “unilateral state-
me nt s ” by Britain showed it had
“a role in the belligerent scenar-
ios of terrorists active against the
Islamic Republic”, Tasnim said.
The agency did not elaborate on
the accusations, but the official
said Tehran would consider
possible options in response to
unusual actions from Britain.

Br it a i n ’s foreign ministry said
on Monday it had summoned
Ir a n ’s charge d’affaires over the
crackdown, during which rights
groups say thousands have been
arrested and hundreds injured,
and the death toll came to
more than 150. The Basij, a vol-
unteer militia, has played a big
role in the crackdown alongside
the police.

Authorities have reported
numerous deaths among the
security forces.

Iran has accused Washington
of seeking to use the unrest to
destabilise the country, blaming
armed dissident groups —
among others — for violence. But
many Iranians, including
celebrities, have taken part or
offered support for the protests.

In footage said to be filmed at
a school in Shiraz on Tuesday,
about 50 female pupils sur-
rounded a member of the Basij
who had been invited to give a
speech, shouting “Basij get lost”
and “death to Khamenei”.

Appearing to justify curbs on
social media used to share
videos, Iran’s chief prosecutor
said WhatsApp and Instagram
are being used for classes in
how to “commit crimes, inde-
cency and promiscuity”. He also
criticised the Aminis’ f a m i ly
lawyer for making statements
“without evidence”, after he was
quoted as saying that
“respectable doctors” b e l iev e
she was hit in custody.

President Ebrahim Raisi has
ordered an investigation into her
death. Amini died after falling
into a coma. The police have said
she suffered a heart attack, but
her father has held the police
responsible and denied she had
heart problems. /Reu ters

CAPITAL CONTROLS

Lebanese MP leaves bank
with savings after sit-in

DUE LARGELY TO
TIGHTER POST-CRISIS
RULES ON TRADING
AND CAPITAL, THE
BALANCE SHEETS OF
BANKS HAVE BEEN
LEFT VERY SMALL

Maya Gebeil

Lebanese MP Cynthia Zarazir
ended a protest at a bank on
Wednesday after obtaining the
funds she needed from her
frozen savings to pay for
surgery, her lawyer said, in the
latest in a series of standoffs
between individuals and
le nde r s .

Zarazir, who was elected in
May to represent Beirut, entered
the Antelias branch of Byblos
Bank unarmed on Wednesday
morning with two lawyers, and
staged a sit-in for four hours as
a “last resort” to access her mon-
ey, her lawyer said.

Fouad Debs, one of the
lawyers, confirmed to Reuters
that Zarazir got access to the
$8,500 she needed.

Cases of bank holdups and
protests have snowballed across
Lebanon recently as depositors
have grown exasperated over
informal capital controls that
banks have imposed since an
economic downturn began
in 2019.

Depositors can only with-

draw limited amounts in dollars
or the Lebanese pound, which
has lost more than 95% of its
value since the crisis began.

Most withdrawals of foreign
currency are carried out at an
exchange rate unfavourable to
depositors, amounting to a
roughly 80% haircut on their
v a lu e .

“We ’ve spent a few days
going back and forth to the bank
and bringing my [medical]
reports and they don’t answer
us. I came to take my money,”
Zarazir said.

“I came as a regular citizen,
not as an MP,” she added.

A spokesperson for Byblos
Bank was not immediately
available for comment.

Za r a z i r ’s sit-in coincided
with a separate holdup in a
suburb of Beirut, where a man
identified as Hussein Shukr
demanded $48,000 from his
a cco u nt .

“I’ll stay here forever — a day,
two days, three days ... I want my
r ig ht ,” said Shukr in a video pub-
lished by the Depositors’ Ou t c r y
Association, an advocacy group.

Dep o s it o r s ’ Outcry also organ-
ised a protest outside Lebanon’s
Central Bank, where dozens of
protesters briefly lit tyres and
threw bottles over metal barri-
cades at the building.

Further north in the town of
Jbeil, an unidentified assailant
fired shots at a Beirut Bank
branch on Wednesday and then
fled, a security source said.

The tension on Wednesday
came after four holdups across
the country the previous day,
two of them involving armed
men demanding their deposits,
and another on Monday.

Le b a no n ’s banking associa-
tion has expressed outrage over
the holdups. A similar spree in
September prompted banks to
close for about a week.

The Depositors’ Ou t c r y
Association on Wednesday
threatened more holdups.

“Either find a solution to the
issue of depositors and start
paying a portion of the deposits
without a haircut, or we con-
tinue our open war against you,
t h iev e s ,” it said in a statement.
/Reu ters

AU INVITATION

Et h io p i a —Tigray talks in question
Giulia Paravicini
Na i ro b i

Et h io p i a’s government has
accepted an invitation by the AU
to participate in peace talks
aimed at ending a two-year con-
flict with rival Tigray forces, the
prime minister’s national securi-
ty adviser said on Wednesday.

Tigray forces have yet to
respond to the invitation for talks
this weekend in SA, which
would be the first formal negoti-
ations between the two sides
since the outbreak of war in
November 2020, two diplomat-
ic sources said.

The conflict has killed thou-
sands of civilians and uprooted
millions. Both sides have previ-
ously said they were prepared to
participate in AU-mediated talks

but intense fighting has contin-
ued to rage across Tigray.

The Ethiopian government
“has accepted this invitation
which is in line with our princi-
pled position regarding the
peaceful resolution of the con-
flict and the need to have talks
without preconditions”, Redwan
Hussein, national security advis-
er to Prime Minister Abiy
Ahmed, said on Twitter.

AU Commission chair Mous-
sa Faki also invited Debretsion
Gebremichael, who leads
Tig r ay ’s ruling political party, to
the talks in a letter seen by
Reuters. The letter was dated
October 1, but Getachew Reda, a
spokesperson for Debretsion’s
Tigray People’s Liberation Front
(TPLF), said on Tuesday he was
not aware of any talks.

Getachew did not immedi-
ately respond to a request for
comment on Wednesday about
the Ethiopian government
accepting the AU invitation.

The TPLF said in September
it was ready for a ceasefire and
would accept an AU-led peace
process after previously raising
objections to AU proposals.

Olusegun Obasanjo, the AU
high representative for the Horn
of Africa, will lead the negotia-
tions with support from former
Kenyan president Uhuru Keny-
atta and former SA deputy pres-
ident Phumzile Mlambo-Ngcu-
ka, according to the AU letter.

No formal talks between the
two sides were held during a
five-month ceasefire from
March to August. Fighting
resumed on August 24. /Reu ters

White Knight: The Bank of England in the London, UK. In order to help support stability it exte n d e d
£40bn of emergency funding for energy companies struggling to meet margin calls. /Bl o o m b e rg
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