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Introduction 

Thank you for inviting me to discuss the international monetary and financial system (IMFS) at this 
engaging conference. The design of international arrangements suitable for the global economy is a 
long-standing issue in economics. The global financial crisis has put this issue back on the policy agenda.  

In my panel remarks, I would like to concentrate on an important blind spot in the system. The 
current IMFS consists of domestically focused policies in a world of global firms, currencies and capital 
flows – but are local rules adequate for a global game? I shall argue that liquidity conditions often spill 
over across borders and can amplify domestic imbalances to the point of instability. In other words, the 
IMFS as we know it today not only does not constrain the build-up of financial imbalances, it also does 
not make it easy for national authorities to see these imbalances coming.  

Certainly, some actions have been taken to address this weakness in the system: the regulatory 
agenda has made significant progress in strengthening the resilience of the financial system. But we also 
know that risks and leverage will morph and migrate, and that the regulatory response by itself will not 
be enough. Other policies also have an important role to play. In particular, I shall argue that, in order to 
address this blind spot, central banks should take international spillovers and feedbacks – or spillbacks, 
as some may call them – into account, not least out of enlightened self-interest. 

Local rules in a global game 

Let me briefly characterise the present-day IMFS, before describing the spillover channels. In contrast to 
the Bretton Woods system or the gold standard, the IMFS today no longer has a single commodity or 
currency as nominal anchor. I am not proposing to go back to these former systems; rather, I will argue 
in favour of better anchoring domestic policies by taking financial stability considerations into account, 
internalising the interactions among policy regimes, and strengthening international cooperation so that 
we can establish better rules of the game. 

So what are the rules of the game today? If there are any rules to speak of, they are mainly 
local. Most central banks target domestic inflation and let their currencies float, or follow policies 
consistent with managed or fixed exchange rates in line with domestic policy goals. Most central banks 
interpret their mandate exclusively in domestic terms. Moreover, the search for a framework that can 
satisfactorily integrate the links between financial stability and monetary policy is still work in progress 
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with some way to go. The development and adoption of such a framework represent one of the most 
significant and difficult challenges for the central bank community over the next few years. 

When one looks at the international policy discussions, the main focus there is to contain 
balance of payments imbalances, with most attention paid to the current account (ie net flows) and not 
enough attention to gross flows and stocks – ie stocks of debt.  

This policy design does not help us see – much less constrain – the build-up of financial 
imbalances within and across countries. This, in my view, is a blind spot that is central to this debate. 
Global finance matters – and the game is undeniably global even if the rules that central banks play by 
are mostly local! 

International spillover channels 

Monetary regimes and financial conditions interact globally and reinforce each other. The strength and 
relevance of the spillovers and feedbacks tend to be underestimated. Let me briefly sketch four channels 
through which this happens.1 

The first works through the conduct of monetary policy: easy monetary conditions in the major 
advanced economies spread to the rest of the world via policy reactions in the other economies  
(eg easing to resist currency appreciation and maintain competitiveness). This pattern goes beyond 
emerging market economies: many central banks have been keeping policy interest rates below those 
implied by traditional domestic benchmarks, as proxied by Taylor rules.2  

The second channel involves the international use of currencies: most notably, the domains of 
the US dollar and the euro extend so broadly beyond their respective domestic jurisdictions that US and 
euro area monetary policies immediately affect financial conditions in the rest of the world. The US 
dollar, followed by the euro, plays an outsize role in trade invoicing, foreign exchange turnover, official 
reserves and the denomination of bonds and loans. A key observation in this context is that US dollar 
credit to non-bank borrowers outside the United States has reached $9.2 trillion, and this stock expands 
on US monetary easing.3  In fact, under this monetary policy for the United States, US dollar credit has 
been expanding much faster abroad than at home (Graph 1, top right-hand panel).  

Third, the integration of financial markets allows global common factors to move bond and 
equity prices. Uncertainty and risk aversion, as reflected in indicators such as the VIX index, affect asset 
markets and credit flows everywhere.4  In the new phase of global liquidity, where capital markets are 
gaining prominence and the search for yield is a driving force, risk premia and term premia in bond 

                                                      

1  The ensuing discussion focuses on international monetary and financial spillovers and is based on the BIS works referenced 
below. For a broader discussion of spillovers, see International Monetary Fund, “IMF Multilateral policy issues report: 2014 
Spillover Report”, IMF Policy Paper, July 2014. 

2  See B Hofmann and B Bogdanova, “Taylor rules and monetary policy: a global ‘Great Deviation’?”, BIS Quarterly Review, 
September 2012, pp 37–49. 

3  See R McCauley, P McGuire and V Sushko, “Global dollar credit: links to US monetary policy and leverage”, Economic Policy,  
April 2015. 

4  See H Rey, “Dilemma not trilemma: the global financial cycle and monetary policy independence“, Jackson Hole Symposium 
Proceedings, August 2013. 
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markets play an important role in the transmission of financial conditions across markets.5  This role has 
strengthened in the wake of central bank large-scale asset purchases. The Federal Reserve’s large-scale 
asset purchases compressed not only the US bond term premium, but also long-term yields in many 
other bond markets. More recently, the new programme of bond purchases in the euro area put 
downward pressure not only on European bond yields but apparently also on US bond yields, even amid 
expectations of US policy tightening. 

A fourth channel works through the availability of external finance in general, regardless of 
currency: capital flows provide a source of funding that can amplify domestic credit booms and busts. 
The leverage and equity of global banks jointly drive gross cross-border lending, and domestic currency 
appreciation can accelerate those inflows as it strengthens the balance sheets of local firms that have 
financed local currency assets with US dollar borrowing.6  In the run-up to the global financial crisis, for 
instance, cross-border bank lending contributed to raising credit-to-GDP ratios in a number of 
economies.7  

Through these channels, monetary and financial regimes can interact with and reinforce each 
other, sometimes amplifying domestic imbalances to the point of instability. Global liquidity surges and 
collapses as a result.  

What I have just described is the spillovers and feedbacks – and the tendency to create a global 
easing bias – with monetary accommodation at the centre. But these channels can also work in the 
opposite direction, amplifying financial tightening when policy rates in the centre begin to rise, or even 
seem ready to rise – as suggested by the taper tantrum of 2013. Nevertheless, it is an open question 
whether the effect of the IMFS is symmetric in this regard, creating as much of a tightening bias as it 
does an easing bias. In both cases, it is important to try to eliminate the blind spot and keep an eye on 
the dynamics of global liquidity.  

Policy implications: from the house to the neighbourhood 

This leads to my second point, that central banks should take the international effects of their own 
actions into account in setting monetary policy. This takes more than just keeping one’s own house in 
order; it will also require contributing to keeping the neighbourhood in order. 

An important precondition in this regard is the need to continue the work of incorporating 
financial factors into macroeconomics. If policymakers can better manage the broader financial cycle, 
that would in itself already help constrain excesses and reduce spillovers from one country to another.  

But policymakers should also give more weight to international interactions, including 
spillovers, feedbacks and collective action problems, with a view to keeping the neighbourhood in order. 
How to start broadening one’s view from house to neighbourhood? One useful step would be to reach a 
common diagnosis, a consensus in our understanding of how international spillovers and spillbacks 

                                                      

5  See H S Shin, “The second phase of global liquidity and its impact on emerging economies”, proceedings of the Federal 
Reserve Bank of San Francisco Asia Economic Policy Conference, November 2013, pp 215–24. 

6  See V Bruno and H S Shin, “Cross-border banking and global liquidity”, Review of Economic Studies, vol 82(2), April 2015,  
pp 535–64. 

7  See S Avdjiev, R McCauley and P McGuire, “Rapid credit growth and international credit: challenges for Asia”, BIS Working 
Papers, no 377, April 2012; and P Lane and P McQuade, “Domestic credit growth and international capital flows”, 
Scandinavian Journal of Economics, vol 116(1), 2014. 
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work. The widely held view that the IMFS should focus on large current account imbalances, for instance, 
does not fully capture the multitude of spillover channels that are relevant in this regard.8  

An array of possibilities then presents itself in terms of the depth of international policy 
cooperation, ranging from extended local rules to new global rules of the game.  

To extend local rules, major central banks could internalise spillovers so as to contain the risk of 
financial imbalances building up to the point of blowing back on their domestic economies. 
Incorporating spillovers in monetary policy setting may improve performance over the medium term. 
This approach is thus fully consistent with enlightened self-interest. The need for policymakers to pay 
attention to global effects can be seen clearly in the major bond markets. Official reserve managers and 
major central banks hold large portions of outstanding government debt (Graph 2). If investors treat 
bonds denominated in different currencies as close substitutes, central bank purchases that lower yields 
in one bond market also weigh on yields in other markets. For many years, changes in US bond yields 
have been thought to move yields abroad; in the last year, many observers have ascribed lower global 
bond yields to the ECB’s consideration of and implementation of large-scale bond purchases. Central 
banks ought to take account of these effects when setting monetary policy. 

However, even if countries do optimise their own domestic policies with full information, a 
global optimum cannot be reached when there are externalities and strategic complementarities as in 
today’s era of global liquidity. This means that we will also need more international cooperation. This 
could mean taking ad hoc joint action, or perhaps even developing new global rules of the game to help 
instil additional discipline in national policies.9  Given the pre-eminence of the key international 
currencies, the major central banks have a special responsibility to conduct policy in a way that supports 
global financial stability – a way that keeps the neighbourhood in order.  

Importantly, the domestic focus of central bank mandates need not preclude progress in this 
direction. After all, national mandates in bank regulation and supervision have also permitted extensive 
international cooperation and the development of global principles and standards in this area.  

Conclusion 

To conclude, the current environment offers us a good opportunity to revisit the various issues regarding 
the IMFS. Addressing the blind spot in the system will require us to take a global view. We need to better 
anchor domestic policies by taking financial factors into account. We also need to understand and 
internalise the international spillovers and interactions of policies. This new approach will pose 
challenges. We have yet to develop an analytical framework that allows us to properly integrate financial 
factors – including international spillovers – into monetary policy. And there is work to be done to 
enhance international cooperation. All these elements together would help establish better global rules 
of the game.  

The global financial crisis has demonstrated that international cooperation in crisis 
management can be effective. For instance, the establishment of international central bank swap lines 
can be seen as an example of enlightened self-interest. However, we must also recognise that there are 

                                                      

8  See C Borio, H James and H S Shin (2014), “The international monetary and financial system: a capital account historical 
perspective”, BIS Working Papers, no 457, September 2014. 

9  Related arguments are elaborated by R Rajan, “Concerns about competitive monetary easing”, Reserve Bank of India Monthly 
Bulletin, June 2014. 
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limits to how far and how fast the global safety nets can be extended to mitigate future strains. This puts 
a premium on crisis prevention. Each country will need to do its part and contribute to making the 
global financial system more resilient – and I would add here that reinforcing the capacity of the IMF is 
one element in this regard. And taking international spillovers and financial stability issues into account 
in setting monetary policy is a useful step in this direction. 

 

 

Global credit in US dollars and euros to the non-financial sector Graph 1

Stocks, in trillions of US dollars   Year-on-year growth, in per cent  

US dollar credit  

  

Euro credit1  

  

1  At constant end-Q3 2014 exchange rates.    2  Credit to the non-financial sector in the United States/euro area from financial accounts, 
excluding identified credit to borrowers in non-domestic currencies (ie cross-border and locally extended loans and outstanding 
international bonds in non-domestic currencies).    3  Cross-border and locally extended loans to non-banks outside the United States/euro 
area. For China and Hong Kong SAR, locally extended loans are derived from national data on total local lending in foreign currencies on 
the assumption that 80% are denominated in US dollars. For other non-BIS reporting countries, local US dollar/euro loans to non-banks are 
proxied by all BIS reporting banks’ gross cross-border US dollar/euro loans to banks in the country, on the assumption that these funds are 
then extended to non-banks. 

Sources: IMF, International Financial Statistics; Datastream; BIS international debt statistics and locational banking statistics by residence. 
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Official holdings of US Treasury securities 

In trillions of US dollars Graph 2

 
Sources: Board of Governors of the Federal Reserve System; US Department of the Treasury; Datastream; BIS 
calculations. 

 

 

 

 

  

0

3

6

9

12

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Total US Treasury securities outstanding Foreign official holdings Federal Reserve holdings



  

 

  7/7 
 
 

Related BIS works 

Avdjiev, S, M Chui and H S Shin (2014): “Non-financial corporations from emerging market economies 
and capital flows”, BIS Quarterly Review, December, pp 67–77, www.bis.org/publ/qtrpdf/r_qt1412h.htm. 

Avdjiev, S, R McCauley and P McGuire (2012): “Rapid credit growth and international credit: challenges 
for Asia”, BIS Working Papers, no 377, April, www.bis.org/publ/work377.htm. 

Bank for International Settlements (2014): 84th Annual Report, June, 
www.bis.org/publ/arpdf/ar2014e.htm?m=5%7C24. 

——— (2015): “Highlights of global financing flows”, BIS Quarterly Review, March, pp 13–29. Data 
available at www.bis.org/statistics/gli.htm. 

Borio, C (2014): “The international monetary and financial system: its Achilles heel and what to do about 
it”, BIS Working Papers, no 456, September, www.bis.org/publ/work456.htm. 

Borio, C and P Disyatat (2011): “Global imbalances and the financial crisis: link or no link?”, BIS Working 
Papers, no 346, May, www.bis.org/publ/work346.htm. 

Borio, C, H James and H S Shin (2014): “The international monetary and financial system: a capital 
account historical perspective”, BIS Working Papers, no 457, September, www.bis.org/publ/work457.htm. 

Bruno, V and H S Shin (2015): “Cross-border banking and global liquidity”, Review of Economic Studies, 
vol 82(2), April, pp 535–64. 

Caruana, J (2013): “Ebbing global liquidity and monetary policy interactions”, speech at the Central Bank 
of Chile Fifth Summit Meeting of Central Banks, Santiago, November, 
www.bis.org/speeches/sp131118a.htm. 

Chen, Q, A Filardo, D He and F Zhu (2015): “Financial crisis, US unconventional monetary policy and 
international spillovers”, BIS Working Papers, no 494, March, www.bis.org/publ/work494.htm. 

Gerlach-Kristen, P, R McCauley and K Ueda (2012): “Currency intervention and the global portfolio 
balance effect: Japanese lessons”, BIS Working Papers, no 389, October, www.bis.org/publ/work389.htm. 

Hofmann, B and B Bogdanova (2012): “Taylor rules and monetary policy: a global ‘Great Deviation’?”, BIS 
Quarterly Review, September, pp 37–49, www.bis.org/publ/qtrpdf/r_qt1209f.htm. 

McCauley, R, P McGuire and V Sushko (2015): “Global dollar credit: links to US monetary policy and 
leverage”, Economic Policy, April, pp 187–229. 

McCauley, R and T Chan (2014): “Currency movements drive reserve composition”, BIS Quarterly Review, 
December, pp 23–36, www.bis.org/publ/qtrpdf/r_qt1412e.htm. 

McGuire, P and G von Peter (2012): “The US dollar shortage in global banking and the international 
policy response”, International Finance, vol 15(2), August, pp 155–78. 

Miyajima, K, M Mohanty and J Yetman (2014): “Spillovers of US unconventional monetary policy to Asia: 
the role of long-term interest rates”, BIS Working Papers, no 478, December, 
www.bis.org/publ/work478.htm. 

Shin, H S (2013): “The second phase of global liquidity and its impact on emerging economies”, 
proceedings of the Federal Reserve Bank of San Francisco Asia Economic Policy Conference, November, 
pp 215–24. 

http://www.bis.org/publ/work478.htm
http://www.bis.org/publ/qtrpdf/r_qt1412e.htm
http://www.bis.org/publ/qtrpdf/r_qt1209f.htm
http://www.bis.org/publ/work389.htm
http://www.bis.org/publ/work494.htm
http://www.bis.org/speeches/sp131118a.htm
http://www.bis.org/publ/work346.htm
http://www.bis.org/publ/work456.htm
http://www.bis.org/statistics/gli.htm
http://www.bis.org/publ/arpdf/ar2014e.htm?m=5%7C24
http://www.bis.org/publ/work377.htm
http://www.bis.org/publ/qtrpdf/r_qt1412h.htm

	The international monetary and financial system: eliminating the blind spot
	Introduction
	Local rules in a global game
	International spillover channels
	Policy implications: from the house to the neighbourhood
	Conclusion
	Related BIS works



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /SymbolMT
    /Wingdings-Regular
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<


    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>



    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>


    /SKY <>

    /SUO <>
    /SVE <>
    /TUR <>

    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


