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Abstract

To understand international business and the risks an organisation faces in the global economy,
investigates and analyses the different risks that exist in the banking and financial sector of the
world.

Discussion World Bank Global Financial Development Report, EIU Banking Industry Insights
& News, McKinsey's Global Banking Annual Review, IMF Global Financial Stability Report,
October 2022 of the primary risks that the banking and financial industry face in their
interaction with laws, cultures and regulations of the various countries they operate in. Looks
at a few different real-world examples of how different financial institutions around the world
reacted to various risks they faced and how they managed to overcome those risks.
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1. Introduction

The International Monetary Fund's Global Financial Stability Report, Addresses the crucial
role that private finance plays in attaining these goals and emphasizes the necessity for major
climate financing to both mitigate and adapt to climate change. Risks to financial stability and
the steps being taken to alleviate those threats.

There are many different ideas and points of view on the elements of risk management, how
they are carried out, and how they are employed, and the field of risk management is one that
is rapidly expanding. The financial sector has to undergo a comprehensive risk management
reform as a result of the global financial crisis, according to authorities and financial industry
leaders. This research intends to critically assess the many dangers that the global financial
sector faces and to analyze how financial institutions have responded to those risks in the global
economy using examples from the actual world.

2. Literature review

Given their complexity and potential effect, global financial risks have grown to be a major
source of worry for the banking and finance industry. This theoretical literature review seeks
to offer a thorough examination of these hazards, concentrating on the difficulties the banking
and financial industry faces. Information about this subject has been gathered from the sources
listed below:
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World Bank Global Financial Development Report, EIU Banking Industry Insights & News,
McKinsey's Global Banking Annual Review, and (IMF) Global Financial Stability Report,
October 2022

Risks to Global Financial Stability

In its Global Financial Stability Report, the IMF highlighted the growing threats to financial
stability throughout the world brought on by a number of cascading shocks, such as rising
inflation and fallout from Russia's conflict in Ukraine. Instability may be exacerbated by a lack
of market liquidity, the potential for an abrupt, disorderly tightening of financial conditions,
and prior vulnerabilities.Rising interest rates, shaky economic fundamentals, and significant
capital flight have increased borrowing costs in developing markets, especially for frontier
nations, increasing the likelihood of further defaults. The property crisis in China has worsened
as a result of dramatic drops in house sales, which have increased developer pressure and raised
the possibility of banking sector spillovers.

Risk management for the banking and finance sector

Profits are often the reward for taking risks, and this is true in the case of the banking sector.
Banks are extremely susceptible to a wide range of threats and intrusions. Good financial
institutions can consistently manage these risks while still providing shareholders with sizeable
rewards (Juneja, 2020). Identification of the dangers, their origins, and the potential harm they
may cause is the first step in risk reduction.

Due to the scale of some banks, excessive risk-taking can cause financial institutions to fail,
harming millions of people. By acknowledging the dangers that banks confront, governments
can better regulate them (CFI, 2019). This would encourage thoughtful planning and decision-
making. Furthermore, a bank's capacity for managing risk affects investors' choices. Even if a
bank makes substantial profits, inadequate risk management will cause loan losses, which will
diminish profitability. A bank that will generate revenue while offering no risk of losing money
will be one that quality purchasers are most likely to invest their resources in. assess the
numerous hazards that the financial sector is exposed to below.

1. Political Risks

Political issues are crucial in the banking and financial services sector. These financial
organizations have historically possessed a great deal of influence, and as a result, they are
subject to strict governmental control and inspection (Yalgnkaya, 2017). Most governments
have set up central banks to oversee and control all other public and private financial
organizations in their nations. For instance, in response to the 2008 financial crisis, the Obama
administration passed the Dodd-Frank Wall Street Reform and Consumer Protection Act. In a
variety of ways, the provisions of this legislation were intended to reduce uncertainty in the
financial system.

This act was intended to reduce financial system uncertainty in a variety of ways. To enforce
enforcement, several new government departments were established (Pratap, 2019).

The Dodd-Frank Act has drawn criticism for being too cautious and harming the
competitiveness of US businesses in comparison to their competitors abroad. Due to
government rules that directly affected their operations at the time, the US banking and
financial sector was exposed to this danger.
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2. Socio-Cultural Risks

Like all other organizations, banks have had to adopt a more transparent and open culture over
time. The many stakeholders in these financial institutions are often requesting it. There are
now five generations in the workforce, and while each has its own norms and ideals, they are
all in favour of increased responsibility and exposing wrongdoing.

The financial sector faces a danger from this trend of organizations being more transparent
since these institutions may not be quick enough to react when instances of malpractice or
falsely reported malpractice occur in organizations. The Charity Commission has criticized
Oxfam for how it handled many accusations of sexual assault by its Haitian employees, using
Oxfam as an example. According to claims initially published in The Times last year, Oxfam

employees, including former country director Roland van Hauwermeiren, allegedly exploited
young women while stationed in Haiti following the earthquake (BBC, 2019). Four people
were fired and three others left their positions in 2011 as a result of a continuing Oxfam.
However, research by Oxfam that was made public during the investigation did not address
sexual harassment. This inaccurate reporting caused Oxfam to face a lot of criticism and
opposition from its many stakeholders and had a bad financial impact on them as well.

3. Financial Risks

The potential for customer operations to be interfered with as a result of environmental and
societal concerns exposes a financial institution to financial risk. If not handled effectively,
these problems might make it more difficult for a customer to fulfil their financial obligations
to the institution or even lower the value of their collateral in a transaction (First, 2019). The
transaction's commercial activities and the financial institution behind it will be in jeopardy if
a customer fails to adequately address environmental and social concerns.

Collateral-related environmental and societal problems may potentially put the financial
institution's liquidity at risk.

4. Commercial Risk

Regardless of how much money financial organizations invest in risk management, whether it
is for political, operational, or investment risk, there is one area that receives very little attention
or discussion: reputational risk (Buccella, 2021). Reputation is essential to a company's
success, whether it be in terms of customer or staff loyalty. Financial companies that motivate
both their staff and customers succeed greatly in today's society.

Risks responses to Banking Industry

Modifying regulations as per political consequences: The Dodd Frank Act was criticized for
being overly strict and reducing the competitiveness of US corporations in contrast to their US
peers, as was indicated under the political concerns discussed above.

The American government was expected to loosen banking rules in 2017. It was anticipated
that the regulatory framework would be less punitive and more methodical when it came to
imposing fines. Such modifications would encourage banks to focus more on operations that
interact with customers.These modifications may lower the significant compliance costs that
banks have been forced to pay. It is clearly evident that the laws have benefited the American
banking sector over time. The growth of US banks has outpaced that of their European rivals.
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(Hayes, 2021) . The financial sector in the United States is in fantastic health compared to a
decade ago. Since the financial crisis, its situation has improved.

The banking system in China has also been impacted by the trade disputes between the US and
China. Chinese banks saw amazing growth for many years, but they are currently dealing with
increasingly challenging circumstances.

Opportunities and Challenges in the Banking Sector

The EIU offers pertinent analyses and comprehensive views on central banks, the dangers of a
world financial catastrophe, and the banking industry as a whole. The problems and
possibilities the banking and finance industry is facing may be learned about via this website.
The worldwide banking sector is thoroughly examined in McKinsey's worldwide Banking
Annual Review, which focuses on a number of themes and trends. While the 2021 edition
looked at the idea of the big divergence, the 2022 edition focused on the significance of
sustainable finance. The industry's resilience during a test of resilience is examined in the 2020
edition, while the necessity for audacious late-cycle movements is covered in the 2019 edition.

The necessity for efficient regulation and supervision in the banking and finance industry is
highlighted in the World Bank's Global Financial Development Report. The need of utilizing
market discipline to prevent excessive risk-taking by private parties is emphasized in this paper.
It also implies that fewer complicated legislation could result in greater stakeholder monitoring
and more efficient supervisory enforcement. Important developments like globalization and
technological advancement make it harder than ever to effectively supervise banks. In order to
reduce risks, developing nations have raised their minimum capital requirements; nonetheless,
enhanced information disclosure and supervisory capabilities are still required.

Adapting to changing customer expectations:

Investment in financial technology start-ups has surged, as has innovation within the industry.
Attackers in the financial and technological industries prefer to dominate direct customer
relationships and benefit from the most lucrative parts of the value chain, such as development,
distribution, business sales, and marketing, rather than to become banks. 2019 (Harle, Havas,
& Havas). For banks to prevail in the conflict for their clientele, a number of things need to
take place. Customers would probably demand simple interfaces, 24/7 access to services
through any device, individualized recommendations, and quick selections.

Banks will probably need to restructure their whole organization from a customer-experience
perspective and digitize at scale in order to fulfil customers' expectations.

¢ Instant decision-making that is automated: * Banks must use highly tailored procedures
to respond in real time to consumer requests (such as loan applications and account
opening). Banks must use significantly updated procedures to respond to consumer
needs in real time, such as loan applications and account opening. Risk management
departments will undoubtedly need to develop strategies to assist banks in assessing
risks and making decisions without the need for human intervention. This frequently
calls for a large, zero-based process revamp in addition to the utilization of increasingly
unusual data.

e An example is Kabbage, a small-business financing service offered in the US and the
UK. It provides a quick and simple online loan application procedure that does not
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require candidates to submit extensive paperwork. Kabbage, in contrast, assesses
several data sources. (e.g., Pay Pal, Amazon and eBay information, and UPS shipment
volume). (Groenfeldt, 2020) .

3. Conclusion

Due to their growing complexity and possible consequences, the banking and finance sector is
extremely concerned about the global financial dangers that it faces. This theoretical literature
review's sources give light on various important facets of these dangers.

The banking and finance industry is exposed to a broad range of complicated and changing
financial hazards, from economic shocks to regulatory difficulties. To preserve stability and
encourage sustainable growth in the sector, stakeholders must be alert and flexible in the face
of these difficulties. gives a critical assessment of the hazards affecting the global financial
system and uses examples from real-world situations to examine how financial institutions
handle these difficulties. Since hazards have the potential to cause major financial instability,
risk management is understood to be essential in the aftermath of the global financial crisis.
The paper examines a number of risk categories, such as political, sociocultural, financial, and
commercial threats, each of which poses particular difficulties for financial institutions.
modifying rules to account for political ramifications and addressing changing customer
expectations through technical innovation and customer-centric strategies. It is clear that risk
management and dynamic adaptation are essential for the long- term stability and performance
of the banking and financial industry.
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