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IMPACT OF GLOBALISATION ON BANKING AND FINANCE: AN OVERVIEW
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ABSTRACT

Globalisation has significantly transformed the banking and financial sectors by integrating
economies, increasing capital flow, and enhancing financial intermediation. This paper examines the
impact of globalisation on banking and finance, considering both opportunities and challenges. It explores
financial liberalisation, technological advancements, regulatory frameworks, and risk management
strategies that have emerged due to global integration. Furthermore, it analyses how globalisation has
influenced financial stability, cross-border banking, and financial crises. The paper also includes
graphical representations and tables to provide empirical evidence on the evolving trends in global
finance.
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Introduction

Globalisation has transformed economies, industries, and financial markets across the globe,
with banking and finance experiencing some of the most dramatic changes. The growing
interconnectedness of financial institutions, technology, deregulation, and liberalisation of markets have
contributed to profound changes in the way banks operate and how financial transactions are made
around the world. This introduction offers an overview of the definition of financial globalisation, its
applicability in today's economy, and the main drivers of its development.

The Concept of Globalisation in Finance and Banking

Globalisation of finance and banking means the interconnectedness of financial markets across
countries, allowing free movement of banks, financial institutions, and capital, as well as financial
services. It has allowed access to foreign markets, fostered innovation in finance, and promoted
economic growth. Yet, it has created new challenges in the form of financial instability, systemic risks,
and complexity in regulation.

Financial globalisation occurs in several ways, including:

. Cross-Border Investments and Banking: Multinational banking expansion and growth of
foreign direct investment in banking industries.

. Financial Liberalisation: Elimination of controls on capital flows, interest rates, and foreign
exchange dealings.

. Technological Developments: Financial transaction revolution through innovations like digital
banking, blockchain, and real-time payment systems.

) Regulatory Infrastructure: Global regulation like the Basel Accords that oversee financial
stability and risk management among global banking.

Historical Background of Financial Globalisation

Financial globalisation has been in process for centuries, with important milestones determining
its status today.

. Pre-20th Century: Colonial trade led to early stages of financial integration, the Bank of
England, and the gold standard system that supported cross-border settlement of trade.

* M.Com, UGC NET Qualified and Independent Researcher.



192 International Journal of Innovations & Research Analysis (IJIRA)- January - March, 2025

. Post-Second World War (Bretton Woods System, 1944-1971): Instated a system of fixed
exchange rates, centering on the U.S. dollar, aimed at ensuring international finance stability.
. 1970s-1990s (Financial Liberalisation and Deregulation): A disintegration of the Bretton

Woods system resulting in floating exchange rates, deregulation, and growth of the international
financial institutions. The decade of the 1990s experienced growth of capital markets, cross-
border credits, and transnational banking systems.

. 2000s-Present (Technological Disruption and Financial Crises): Developments in financial
technology (FinTech), the 2008 global financial crisis, and heightened regulatory initiatives like
Basel 11l have defined the contemporary world financial environment.

Theoretical Framework

Theoretical framework offers a basis for comprehension of the effect of globalisation on finance
and banking. It involves different economic and financial theories that describe how cross-border capital
flows, market liberalisation, and financial integration influence the international financial system. This
section discusses some of the major theoretical perspectives that form the basis of financial globalisation
dynamics.

Definition of Financial Globalisation

Financial globalisation is the growing interconnectedness of financial markets, enabling capital,
investments, and financial services to flow freely across borders. It leads to increased economic
integration, foreign investment access, and financial innovations but also subjects economies to systemic
risks and regulatory issues.

Financial globalisation, as argued by Obstfeld and Taylor (2004), encompasses three main
dimensions:

o Financial Liberalisation: The elimination of capital movement and financial transaction
restrictions.

o Market Integration: The heightened interdependence of world financial markets.

o Regulatory Convergence: The harmonization of financial policy and risk management
systems.

Historical Context and Development of Financial Globalisation

Theories of financial globalisation have developed in line with economic evolution, technological
change, and financial crises. Some of the important historical developments are:

. Gold Standard Era (1870s-1914): Financial integration relied on the gold standard,
guaranteeing currency stability and international trade.
) Bretton Woods System (1944-1971): Enforced fixed exchange rates and set up institutions

such as the International Monetary Fund (IMF) and World Bank to manage financial stability
across the world.

) Post-Bretton Woods Era (1971-1990s): Fixed exchange rates collapsed, causing floating
currencies and more capital mobility.
) Contemporary Financial Globalisation (2000s-To Date): Defined by electronic banking,

cross-border capital flows, and global financial crises, which necessitated regulatory actions
such as Basel Ill.

Impact of Globalisation on Banking

. Expansion of Multinational Banks

. Technological Innovations in Banking

. Increased Competition and Market Efficiency

. Regulatory Challenges and Risk Exposure
Table 1: Growth of Cross-Border Banking Transactions (2000-2023)
Year Cross-Border Transactions (in USD Trillion)
2000 4.2
2010 8.7
2020 15.4
2023 18.9
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Impact of Globalisation on Financial Markets

Globalisation has had a profound impact on financial markets, restructuring the allocation of
capital, trading of financial instruments, and management of risks across borders. The interdependence
of global economies has created opportunities as well as challenges in the financial sector, influencing
capital flows, market efficiency, volatility, financial stability, and regulatory regimes. This section presents
a detailed examination of these effects with supporting data, tables, and graphical illustrations.

Increased Flows of Capital and Foreign Investments

Perhaps the most dramatic effect of globalisation on financial markets is the increased
movement of capital across borders. Capital flows can be in the form of:

. Foreign Direct Investment (FDI): Long-term investments in physical assets like infrastructure,
manufacturing facilities, and services.

. Foreign Portfolio Investment (FPI): Short-term investments in equities, bonds, and other
financial instruments.

. Remittances: Transfers of money by expatriates to their home countries, ensuring financial

stability and economic growth.

Worldwide FDI inflows stood at around $1.58 trillion, as indicated by the World Bank (2022),
showing the further growth of international investments. Capital flows, though, are unstable, with
emerging economies frequently subject to sudden inflows and outflows based on the global economic
situation.

Table 1: Global Capital Flows (2015-2022)

Year Global FDI (Trillion $) | Global FPI (Trillion $) Total Capital Flows (Trillion $)
2015 $1.3 $0.9 $2.2
2017 $1.5 $1.2 $2.7
2019 $1.7 $1.5 $3.2
2021 $1.9 $1.7 $3.6
2022 $1.58 $1.6 $3.18

Source: World Bank (2022)
Financial Market Integration and Efficiency

Internationalisation of capital and trade liberalisation have produced a more integrated global
financial system, facilitating investment by institutions and individuals in each other's home markets. It
has resulted in:
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. Lower Costs of Transactions: Improved technology reduced trading costs so that investors
are able to do business across national frontiers at reduced costs.

. Diversification Possibilities: Investors are able to diversify their risks through investments in
different markets.

. Enhanced Price Discovery: International financial markets allow better asset valuation by
providing greater transparency and competition.

The Efficient Market Hypothesis (EMH) posits that financial globalisation increases the efficiency
of the market by providing asset prices with all available information. Globalisation has also facilitated the
quick propagation of financial shocks across economies.

Financial Volatility and Systemic Risks on the Rise

Although globalisation enhanced financial integration, it also reinforced financial volatility. A

number of factors lead to heightened market oscillations:

o Speculative Trading: Hedge funds and algorithmic trades have made the markets more volatile
in the short term.

. Financial Contagion: Financial crises occurring in a location can spread easily around the
world.

. Exchange Rate Fluctuations: The use of floating exchange rates added volatility to global
investments.

Challenges and Risks of Globalisation in Banking and Finance

Although globalisation has opened up new vistas for banking and finance, it also brought about
some risks and challenges. These risks and challenges arise from greater financial integration, market
volatility, inconsistencies in the regulatory environment, technology disruption, and economic
interdependencies. This section discusses the major financial globalisation risks and their implications on
banks, financial institutions, and policymakers.

Systemic Financial Risks and Global Contagion

Financial globalisation created an interlinked system in which economic shocks in one nation
are able to transmit quickly throughout the world's financial markets. Such a phenomenon has been
witnessed across several crises:

. 1997 Asian Financial Crisis: A Thai currency collapse initiated sweeping economic instability
in Asia.

. 2008 Global Financial Crisis: Collapses of US mortgage-backed securities led to a shortage of
liquidity in European and Asian banks.

. 2020 COVID-19 Pandemic: Global supply chain disruptions caused financial instability and

market crashes across the world.

The high level of financial integration implies that any major economic happening in a large
financial hub can have spillover effects on the global economy.

Table 2: Large Financial Crises and Their Impact on the Global Economy

Crisis Year Crisis Name Primary Cause Global Impact
1997 Asian Financial Crisis ;ﬁ;rhrtency devaluation, capital Economic downturn in Asia
2008 Global Financial Crisis | Subprime mortgage collapse Recession, bank failures
2020 gr?c}(/:ll?'lg Financial ;?gg;;gg lockdowns, liquidity Stock market crash, inflation

Exchange Rate Volatility and Currency Risks

The financial globalisation has resulted in increased use of floating exchange rates, subjecting
businesses, investors, and governments to currency volatility. Exchange rate volatility impacts:

. International Trade and Investment: Volatile currency values can cause uncertainty in cross-
border transactions.

. Emerging Economies' Debt Repayment: Most developing countries borrow in dollars,
exposing them to exchange rate fluctuations.
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. Inflationary Pressures: Depreciation of the currency can make imports more expensive,
causing inflation.

The 2015 Chinese Yuan Devaluation shocked financial markets worldwide, illustrating the
dangers of abrupt currency movements.
Regulatory Arbitrage and Compliance Issues

One of the higgest problems with global finance is the disparity in regulatory regimes among

nations. Financial institutions and banks tend to take advantage of regulatory arbitrage and move
operations to countries with lighter financial regulation. Some of the main challenges are:

. Differing Bank Regulations: The Basel Il framework provides international banking
guidelines, but their implementation differs from country to country.

. Money Laundering and Financial Crimes: International banks have to abide by anti-money
laundering (AML) and counter-terrorist financing (CTF) regulations, which are different in
different regions.

o Tax Evasion and Offshore Banking: Tax havens are utilized by multinational businesses and
high net-worth individuals to escape financial oversight.
The Panama Papers leak in 2016 revealed how financial institutions around the world enabled
tax evasion and money laundering.
Cybersecurity Threats and Financial Fraud
The online revolution in banking and finance, although making processes more efficient, has
brought with it enormous cybersecurity threats. With financial transactions going online, the risk of
cyberattacks has increased manifold. The main concerns are:

. Hacking of Financial Institutions: Banks and payment systems are easy targets for
cybercriminals.

o Data Breaches: Customer data with sensitive information can be stolen or misused.

o Cryptocurrency Fraud: The advent of digital currencies has introduced new types of financial

fraud and hacking attacks.

According to a 2021 report by the World Economic Forum, global financial losses due to
cybercrime were estimated at over $6 trillion every year.

Table 3: Significant Cyberattacks on Financial Institutions

Year Institution Type of Attack Estimated Loss ($)
2016 Bangladesh Bank SWIFT Fraud 81 million
2017 Equifax Data Breach 147 million
2022 Crypto.com Cryptocurrency Hack 30 million

Shadow Banking and Unregulated Financial Activities

Shadow banking are alternative financial intermediaries that are not traditional and do not fall
under formal regulatory structures. Though they are an alternative source of funds, shadow banks pose
the risks of:

. Lack of Transparency: Most shadow banking players do not operate under strict regulation.
. High Leverage and Credit Risks: These players tend to undertake more risky lending.
. Potential for Financial Instability: A meltdown of the shadow banking system can set off

larger market disruption.

Lehman Brothers' collapse (2008) underscored the risks of an unregulated monetary system
based on excessive borrowing.

Interest Rate Risks and Inflationary Pressures

Increased financial integration has exposed nations to risks of interest rate movements. Major
issues include:

) Increasing Interest Rates in Developed Economies: The Federal Reserve's interest rate
increases tend to cause the outflow of capital from emerging markets.
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. Risk of Inflation: Supply chain disruptions and energy crises across the globe can trigger
inflation, lowering purchasing power.

. Difficulty in Debt Servicing: Economies with high external debt find it difficult to service loans
when interest rates increase.

The 2022 Global Inflation Wave witnessed central banks globally increasing interest rates
aggressively, impacting economic growth and financial stability.

Social and Economic Inequality

Financial globalisation has increased wealth creation but widened the rich-poor gap. The major
issues are:

. Capital Concentration: A small number of individuals and corporations hold a large share of
global wealth.
) Job Displacement: Automation and offshoring have led to employment shifts, particularly in

developing nations.

o Financial Exclusion: Millions of people, particularly in low-income regions, still lack access to
formal banking services.

The Oxfam Report (2022) indicated that the wealthiest 1% of the global population owns more
wealth than the bottom 50%.

Climate Change and Sustainable Finance Risks

Climate change has emerged as a growing concern for the world financial system. Banks and
investors are confronted with the following challenges:

. Transition Risks: Transitioning to a low-carbon economy entails significant financial
transformation.

o Physical Risks: Climate disasters can destroy assets and interfere with economic activity.

o Greenwashing Concerns: Certain financial institutions misrepresent themselves as being

environmentally friendly to entice investors.

The rise of ESG (Environmental, Social, and Governance) investing highlights the need for
sustainable financial strategies.

Policy Implications and Risk Mitigation Strategies

The fast pace of financial globalisation has called for forward-looking policies and regulatory
mechanisms to counter risks and provide stability in banking and finance. Policymakers, financial
institutions, and global regulatory authorities need to work together to counter systemic risks, currency
fluctuations, cybersecurity threats, and economic disparities. This section discusses important policy
actions and strategies that can assist in countering the challenges of financial globalisation.

Strengthening International Financial Regulations

One of the most important elements of risk mitigation is the creation of strong international
regulatory frameworks. Global financial institutions are required to be regulated by standardised banking
rules to avoid financial crises and systemic risks.

Basel Il and Basel IV implementation:
. Basel lll emphasizes capital adequacy, risk management, and liquidity standards.
) Basel IV, based on Basel lll, increases the sensitivity of risk in banking rules.

Imposing stringent reserve capital requirements will curtail excessive leverage and augment
financial stability.

Global Financial Institutions' Coordination:

. Financial Stability Board (FSB) and the International Monetary Fund (IMF) play key roles in the
achievement of cross-border financial stability.

. G20 Summit helps negotiate financial reform discussions and synchronization of policy.



Sonali Raj: Impact of Globalisation on Banking and Finance: An Overview 197

Table 5: Significant Basel lll Requirements

Regulation Focus Description Expected Impact
Minimum Capital The minimum requirement of 8% CAR (capital Minimizes the likelihood
Requirements adequacy ratio) needs to be held by banks of insolvency.

Liquidity Coverage Banks have to maintain enough liquid assets that Increases financial

Ratio (LCR) can meet their short-term obligations. stability.

Net Stable Funding | Sees to it that banks have stable funding on a one- | Lowers long-term liquidity
Ratio (NSFR) year time horizon. risk.

Managing Exchange Rate and Currency Risks

To reduce exchange rate volatility and currency risks, sound monetary policies and foreign
exchange intervention should be initiated by governments and central banks.

o Monetary Policy Coordination

Central banks must use inflation targeting, interest rate adjustments, and foreign exchange
reserves to stabilise currency fluctuations.

The U.S. Federal Reserve, European Central Bank (ECB), and Bank of Japan should
communicate interest rate policies effectively to prevent capital flight from emerging markets.

. Use of Currency Hedging Strategies

Financial institutions and multinational corporations should utilise derivatives such as forward
contracts, options, and swaps to hedge against currency risks.

Sovereign wealth funds can diversify foreign reserves to reduce currency depreciation shocks.
. Expansion of Currency Swap Arrangements

Central bank bilateral and multilateral currency swaps (e.g., China's swap arrangements with
emerging markets) stabilise exchange rate fluctuations.

Enhancing Cybersecurity Measures in Financial Systems

With growing digitalisation, cybersecurity threats are a major risk to financial institutions.
Governments, banks, and fintech firms need to strengthen security frameworks.

. Adoption of Robust Cybersecurity Regulations

Implementation of the National Institute of Standards and Technology (NIST) framework for
cybersecurity of financial institutions.

Compliance with General Data Protection Regulation (GDPR) and ISO/IEC 27001 standards.
. Investments in Artificial Intelligence (Al) and Blockchain
Artificial Intelligence-based fraud detection tools can detect fraudulent transactions in real time.

Financial transactions based on Blockchain increase security through decentralised and tamper-
proof ledgers.

. Enhancing Incident Response Mechanisms

Cybersecurity response teams should be set up in banks to counter cyber threats at a rapid
pace.

Cross-border cooperation on cybersecurity among Interpol, Europol, and financial regulators is
critical to help avert transnational financial crimes.

Increasing Financial Transparency and Anti-Money Laundering (AML) Rules

Regulatory mechanisms need to be strengthened in order to help avert money laundering, tax
evasion, and financial fraud.

. Strengthening AML and Counter-Terrorism Financing (CTF) Regulations
Implementation of Know Your Customer (KYC) policies to authenticate financial transactions.
Adherence to Financial Action Task Force (FATF) standards to monitor illegal financial flows.

. Regulation of Offshore Banking and Tax Havens

Tougher enforcement of cross-border tax laws under the OECD's Common Reporting Standard
(CRS).
Blacklisting of tax havens that fail to comply to end international tax evasion.
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. Introduction of Central Bank Digital Currencies (CBDCs)

CBDCs can enhance transparency in transactions and minimize the use of anonymous offshore
accounts.

China (Digital Yuan) and the European Union (Digital Euro) are at the forefront of CBDC efforts.
Table 6: Global AML Compliance Standards

Standard Governing Body Key Objective

FATF AML/CTF Guidelines | Financial Action Task Force (FATF) Prevents money laundering and
terrorist financing

OECD Tax Transparency Organisation for Economic Co- Prevents tax evasion and
Rules operation and Development (OECD) | offshore banking abuses
KYC and Customer Due International Banking Standards Ensures customer identity
Diligence (CDD) verification

Reducing Global Financial Inequality and Promoting Inclusive Banking

One of the greatest challenges of globalisation is the increasing economic divide between high-
income and low-income groups. Policy interventions have to be centered on financial inclusion.

o Microfinance and Digital Banking Expansion

Microfinance institutions (MFIs) like Grameen Bank have been successful in offering financial
access to poor segments.

Fintech innovations (e.g., mobile banking and digital payment platforms like M-Pesa) can
enhance financial accessibility.
) Government-Sponsored Financial Literacy Programs

Governments must encourage financial literacy education so that people can become
empowered to make financial choices that are based on a sound understanding.

The World Bank's Financial Inclusion Strategies (FIS) focus on bringing banking to the
unbanked.
. Regulation of Concentration of Wealth in Financial Markets
Wealth and inheritance tax reforms redistribute economic gains.
Measures like universal basic income (UBI) and progressive taxation decrease financial
inequalities.
Climate-Related Financial Risk Management
The climate change risks need to be managed by the financial sector through the inclusion of
sustainable finance policies.
) Green Finance Regulations Implementation
Incorporation of Environmental, Social, and Governance (ESG) factors in investment choices.
Forced carbon reporting by companies to reduce climate-change-related financial risks.
) Green Bonds and Sustainable Investments Promotion

Governments and financial institutions must encourage green bonds to be used for renewable
energy initiatives.

Investment in low-carbon technology can foster sustainable economic growth.
) Climate Risk Stress Testing for Banks

Banks have to carry out climate-related financial stress tests to evaluate the influence of
extreme weather on financial stability.
Conclusion

Globalisation has qualitatively reformed the business environment of finance and banking,
contributing to financial deepening, technology, and enhanced access to capital markets. Financial
institutions and economies' integration has promoted economic development, augmented liquidity, and
made banking more efficient. At the same time, it brought immense challenges to the financial world in
the form of financial instability, regulatory arbitrage, and threats of cybercrime, together with widening
income disparities.
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This paper has discussed the theoretical underpinnings of globalisation in finance and banking,
structural transformation of financial institutions, and the effects of globalisation on financial markets. It
has also pointed out the key challenges arising from global financial integration, including currency
volatility, systemic risk, and money laundering. In addition, the debate on policy implications and risk
mitigation measures has highlighted the significance of strong regulatory mechanisms, technological
advancements, and financial inclusion in preventing the negative consequences of globalisation.

The main findings of this research are:

. Financial Globalisation Enhances Efficiency but Raises Risk: Even though globalisation
has promoted efficiency and access to financial services, it has further increased risks,
especially during financial crises, as was observed during the 2008 Global Financial Crisis.

. Technology and Cybersecurity Are Essentical to Financial Stability: The development of
fintech, digital banking, and blockchain-based financial systems has revolutionised the banking
industry but has also brought about major cybersecurity threats.

. Regulatory Coordination for Stability: Global banking and financial institutions, central banks,
and regulators have to work in tandem to attain financial stability through regulations like Basel
Ill, anti-money laundering provisions, and climate finance-based financial stress tests.

o Financial Inclusion is a Global Priority: In spite of the advantages of globalisation, there are
still vast parts of populations without bank accounts or underbanked. Enlarging digital banking
and microfinance initiatives can close this gap.

As global financialisation develops, emerging trends including the development of decentralised
finance (DeFi), banking by artificial intelligence, central bank issued digital currencies (CBDCs), and
environmental finance programmes will increasingly determine the sector's destiny. Financial regulators
and institutions should be able to keep pace with swift development whilst protecting financial security
and facilitating enduring economic expansion.

Finally, financial globalisation holds unprecedented opportunities, but it calls for prudent
governance, active risk management, and multilateral cooperation to make its rewards universal and
dampen its associated risks.
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