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This report leverages Financial Stability Board (FSB) data
(for the year ended Dec. 31,2023, covering 29 jurisdictions
that account for 88% of global GDP) as part of its
monitoring of the nonbank financial intermediation (NBFI)
sector. We focus on the subset of NBFls that are involved in
a form of credit intermediation, corresponding to the FSB’s
defined “narrow measure.”
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Key Takeaways

* As the global financial system continues rebalancing, nonbank actors are expanding faster than banks in almost all
jurisdictions. More financial diversification can be positive for savers and borrowers, but this can also increase risks to
financial stability and create challenges for regulatory authorities.

« NBFIs' resilience will be tested as downside risks to global macro-financial conditions rise. While nonbank credit

providers' overall leverage is not high, those with higher leverage alongside asset and liability or maturity mismatches
pose higher risks as a source of contagion and direct exposure.

» Direct and indirect linkages between banks and nonbanks are a key concern for financial stability. Although banks’
direct NBFI exposures may appear low, the risk of contagion persists. We expect regulatory scrutiny to increase, while
bank supervisors will continue to push for enhancements to banks’ counterparty credit risk frameworks.

« NBFls typically do not have access to central banks’ lending facilities. Even though central banks could still intervene
to address any market fallout from a potential nonbank failure, it is unlikely that they would directly provide liquidity to
the affected nonbank credit provider.



The Market Share Of NBFls Increased Again In 2023

The amount of global financial assets held outside the banking system has increased markedly in the past decade

NBFIs have grown rapidly in the past decade
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The size of the NBFI sector increased by 8.5%
in 2023, after a decrease by 5.5% in 2022.
According to the FSB, NBFIs accounted for
491% of total global financial assets in major
economies. These economies represent
about 80% of global GDP in aggregate.

The increase in 2023 mainly resulted from a
rebound in equity and debt securities prices
after the decline in 2022, as well as investor
inflows.

Lower market valuation impaired the size of
NBFl assets in 2022. NBFlIs tend to account
for such equity and debt securities at fair
value, whereas banks’ assets mainly comprise
loans held at amortized cost.

For 2024, we estimate NBFls have likely
benefited from the rebound in market values
and theirincreasingly important role in the
global financial system.



The NBFI Sector Includes Several Subsectors

Relative size and growth rates of NBFI subsectors in 2023
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AllLNBFI subsectors expanded in 2023 and
the composition of the NBFI sector
remained stable overall.

Despite higher rates, NBFls--including
finance companies, broker-dealers, and
money market funds (MMFs)--recorded
higher lending growth than banks in 2028.

MMF assets mainly increased due to higher
inflows, which resulted from higheryields,

relative to bank deposits, particularly in the
U.S.

Broker-dealers benefited from increasing
intermediation activity among higher rates.



Ratings On NBFIs Vary

Banks’ credit profiles are usually more homogenous and stronger than those of NBFls

Ratings distribution of the selected financial sectors
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Outlooks For NBFI Subsectors In 2025

» Securities firms: Favorable market and interest rate conditions supported underwriting activity, trade volumes, retail investor
participation, growth in asset-based fee revenues, and, thus, profitability for most rated firms. While we see support for these continued
tailwinds, we also note that political, economic, and geopolitical uncertainty could increase market volatility, lead to a correction, or
otherwise cause headwinds for the sector in 2025. Even so, we expect ratings will remain largely stable due to most firms’ solid capital
and liquidity.

+ Alternative investment funds: Slow exits for private equity funds will continue to increase debt across the fund structure this year. In
2025, we expect general partners will ramp up their debt issuance to support continuation funds; enable the establishment of fresh
vintages; and support portfolio companies. Geopolitical uncertainty could affect the private credit market as stubbornly high
international interest rates put pressure on marginal borrowers in 2025. Deteriorating asset quality will test private credit funds’ asset
valuations and liquidity as borrowers seek relief from their interest burdens or broader restructurings of their capital structures.

» Asset managers: The outlook for traditional asset managers has improved as market appreciation over 2023-2024 boosted assets
under management (AUM) and provided some protection against credit metric downsides. Alternative asset managers are best
positioned to weather potential headwinds due to locked-up AUM and growing demand. Yet risks remain as complexity increases.

 Financial companies (fincos): Among the key concerns for the sector are higher U.S. tariffs, which could reignite inflation and slow--or
reverse--the descent in policy interest rates. These could impair NBFIs" business models and credit growth expectations, increase their
operating expenses, and add pressure to the sector over the next 12 months. We expect pressures on asset quality will remain
manageable for fincos, unless they focus on commercial real estate (CRE) and small and midsize enterprise (SME) loans.

S&P Global
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Nonbank Credit Providers Are A Critical Subset of NBFI

With $70.2 trillion in assets globally, nonbank credit providers are a meaningful alternative funding source in several

jurisdictions

Nonbank credit providers represent about 29% of total NBFI
assets, mainly in the form of fixed-income investment funds

Investment Funds,
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Investment funds include money market funds, fixed income funds, mixed funds, credit hedge funds, and real estate
funds. Fincosinclude finance companies, leasing/factoring companies, and consumer credit companies.
SFV--Structured finance vehicles. Sources: FSB, S&P Global Ratings.
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Nonbank credit providers account for about 109 of total
financial assets, with significant differences across geographies
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Nonbank Credit Providers Are Rebounding After A Slight Decline In 2022

Collective investment funds and broker-dealers are largely driving the growth, fueled by improved market valuations
and net inflows

Investment funds represent the bulk of nonbank credit providers' assets L erisenikeredit praviders assers increesed
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Nonbank Credit Providers' Relative Importance And Composition Differ

Across Jurisdictions

Investment funds tend to dominate nonbank credit providers,
especially in advanced economies
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NBFIs account for a significant share of
financial assets in some relatively small
open economies, such as the Cayman
Islands, Luxembourg, and Ireland.

Most of these NBFls have investment funds
in these countries because of tax and other
regulatory reasons.

In Asia-Pacific and Latin America, we see a
more mixed picture. Nonbanks are relatively
important funding sources in Brazil, Mexico,
China, India, and South Korea.

In these countries, investment funds are
less prevalent, while fincos or broker-
dealers play a more significant role.



Private Credit Growth

Fast growth increases funding diversification but also regulatory scrutiny

Private credit growth remains concentrated in the U.S. 0
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Alternative asset managers have become serious
competitors for banks in recent years.

In the U.S., these institutions have increasingly
positioned themselves as alternatives to other
funding sources. Facing limited prudential
regulation, they compete on terms, structure, and
execution and can offer one-stop solutions to many
borrowers.

In Europe, the fast growth in private credit
represents a new wave of financial
disintermediation. European private credit funds
are gradually expanding their lending activities from
mid-market entities to more credit classes and
strengthening their relationships with banks.

A core lesson from the global financial crisis is that
fast growth and financial innovation can create
systemic risks. As such, financial regulators require
more transparency on banks' exposure to private
credit funds.
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Key Risks
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Bank-Like Risks | NBFIs Provide Credit And Maturity Transformation

Credit risk, leverage, and maturity/liquidity transformation are the main bank-like risks to which NBFls are

exposed

Nonbank credit providers have diverse risk profiles
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MMFs--Money market funds. Source: S&P Global Ratings.
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Relative
importance of
credit assets

High

MMFs typically have limited liquidity and leverage risks,
while their exposure to credit risk varies, depending on
their asset allocation between government and non-
government bonds.

At the other extreme, credit hedge funds typically
operate with high leverage (mostly in synthetic form) and
face elevated liquidity risks from their derivative positions
via margin risk.

Between these two extremes, fincos tend to be exposed
to credit and refinancing risks from their financial
leverage.

Investment funds face liquidity risks when they operate
with a structural mismatch between their assets and
liabilities, for instance open-ended funds.

Private credit funds and structured finance vehicles, on
the other hand, are mainly exposed to credit risk while
their funding risks are typically lower, given that their end-
investors tend to be locked in for the life of the fund.
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Bank-Like Risks | Reliance On Short-Term Funding Increases Refinancing Risks

Hedge funds ramp-up in short-term funding is the most noticeable trend

Refinancing risks are higher for broker-dealers and hedge funds S Nembenlkeredt providers meke senlfeat

Short-term wholesale funding against deposits held (%) use of market funding, thus facilitating
w2019 ®2020 W2021 w2022 w2023 maturity/liquidity transformation outside of
600 the banking system. Wholesale funding
represented about 20% of total nonbanks’
500 assets in 2023.
» Short-term funding, including repurchase
400 agreements (repos), can be compared to
deposits held by nonbanks to measure
300 refinancing risk.
» This refinancingrisk is highest for broker-
200 dealers and hedge funds, with a sharp
increase in refinancing risks for the latter, in
100 I II the past few years.
0 mumEN
Broker dealers Hedge funds Fincos Other investment  Structured finance MMFs
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This ratio is calculated by dividing short-term wholesale funding by deposits held by nonbank credit providers. Wholesale funding includes all non-deposit on-
and off-balance sheet funding sources, particularly market funding, but excluding equity. Sources: FSB, S&P Global Ratings.
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Bank-Like Risks | Financial Leverage Can Amplify Shocks

Leverage can also be synthetic via derivatives, which is more difficult to measure

NBFI indebtedness
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» Less stringent regulations allow nonbanks
to boost returns through financial leverage,
defined as on-balance-sheet borrowings,
such as loans, bonds, or repos.

» Despite higher rates, NBFIs' indebtedness
increased faster than that of banks in 2023
(4% versus 3.4%,).

* Broker-dealers and fincos are the main
users of financial leverage.

* Even if some nonbank credit providers,
(such as hedge funds) do not carry
significant financial leverage, they may be
significantly levered via their derivatives
position. This form of synthetic leverage can
lead to significant stress in case of market
shocks due to margin calls.
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Mexican Nonbanks

Declining rates are easing pressure, but economic uncertainty is rising

Mexican non-regulated NBFls, which primarily serve SMEs and
low-income individuals, face challenges in accessing
competitive financing due to limited central bank access and
competition from banks.

For 2025, we anticipate a gradual recovery in credit from non-
regulated NBFls, projected to account for approximately 12% of
total credit in Mexico, supported by declining interest rates.

For years, the sector has struggled to improve funding
diversification while lowering costs. A successful joint
securitization issuance in 2024 has sparked optimism, while the
new securities market law could professionalize the SME sector
and improve governance. This could enhance investor appeal for
SMEs, ultimately supporting NBFls over the medium term.

In our view, NBFls can capitalize on government support for
SMEs and nearshoring opportunities, leveraging their regional
focus and experience to meet emerging financing needs as the
sector evolves.

We believe that the banking sector's overall exposure to
vulnerable NBFls is marginal, indicating a low level of systemic
risk for the sector.

S&P Global
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Interconnectedness | Linkages Appear Deceptively Low

Even though transparency on banks’ exposures to nonbanks is limited, traditional lenders mainly seem to be net recipients of
funding from nonbank credit providers

Global banks' asset exposure, relative to total banking assets Global banks' funding exposure, relative to total banking assets
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Interconnectedness | Meaningful Cross-Exposures Only In Selected Countries

Funding from nonbank credit providers is meaningful in the Exposures to nonbank credit providers are typically smaller
Cayman Islands, Brazil, Argentina, and Luxembourg or concentrated on less risky fincos
Bank funding from nonbanks relative to total assets at end-2023 Bank exposures to nonbanks relative to total assets at end-2023
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Interconnectedness | U.S. Banks Exposure To Nonbanks Increases Quickly

We believe, however, that collateral and good diversification by borrower type have helped mitigate risks for banks

U.S. banks’ loans to nonbanks, which account for 7% of total loans, have increased by more than 509 since 2020
U.S. banks’ loans to non-depository financial institutions (NDFls)
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Interconnectedness | Contagion Risks Remain Prominent

Interconnectedness among NBFls and between these nonbanks and banks can enable risk-sharing, but also lead to risk propagation in
case of market shocks

The recognition of these contagion risks for the broader
financial system has triggered a series of regulatory initiatives
in the past decade.

Contagion risks could materialize in multiple ways

Financial market
losses due to direct Perceived Our key expectations:
balance sheet interconnectedness
linkages and risk of loss of » Banks will continue to improve their counterparty credit risk

confidence management, partly on stricter regulatory probing. This risk
is most prominent for a handful of global investment banks
with prime brokerage activities, which are particularly in the
focus of supervisors.

Shared exposures
to end-clients or
similar portfolios

* Nonbank credit providers do not typically have access to
central bank funding and will not receive taxpayer funds in
case of failure.

Contagion
risks

* That said, authorities could intervene in the financial
markets if a large nonbank were to fail--in order to avoid
contagion to key funding markets. Yet the bar to be met for

Counterparty risk such an intervention to occuris very high.

Central bank actions
management

Downside risks:
Potential mitigants » Further geopolitical shocks and market fragilities could

trigger market shocks and test the resilience of banks and

S&P Global nonbanks.
Ratings




Financial Stability Risks | Geopolitical Shocks Are Potential Triggers

Geopolitical shocks can impair NBFls, banks, and broader financial stability—with financial markets and the real economy
as the main transmission channels

Nonbanks’ and banks’

Macro-financial shocks Key transmission channels - Rt
financial risks
Real economy — Credit risk
Confidence
shock « Disruption to trade and supply chains
« Lower investments and consumption — Profitability risk

* Higherinflation

—> Market risk
Geopolitical Commodity
ice shock i i ,
shock price shoc Financial markets Counterparty credit
» Disorderly re-pricing of new risks risk
* Liquidity shocks
Cyber and . Disrup"tion to financial markets > Funding risk
N ohysical operations
attacks : :
Operational risk
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Financial Stability Risks | Market Fragilities Could Trigger Instability

Shocks could stem from political or policy interventions, and be amplified by structural market changes

Known vulnerabilities in
the financial system

create potential for
disorderly asset repricing

What to look out forin
2025

Decreased liquidity in some key
markets, amplified by banks’ reduced
market intermediation capacity.
Margining requirements that
transform counterparty credit risk
into potential liquidity risk.

Fast markets, fragile confidence.
Potential “herd” (dis)investment
patterns.

Ongoing QT in large developed
economies removes large buyers from
bond markets and cuts bank reserves.
Policy rate changes could be
unpredictable and unaligned.
Geopolitical risks are high.

Some deregulatory political agenda
could facilitate more risk-taking.
Market concentration and pyramid of
investment in new technologies could
deepen, or investment thesis break.

Central bank intervention to
avoid disorderly markets.
Central banks cooperation
globally (foreign exchange
swap lines).
Anti-procyclicality reduces
volatility in CCP margins.
Switch to T+1 cash equity
clearing cuts required margin.

Reform of U.S. treasury market to
expand central clearing.
Expansion of central bank repo
access to some nonbanks.
Regulatory monitoring of NBFlI
risks via banks could evolve into
direct oversight.

Collateral mobilization/reuse
capacity will continue to rise.

Drawdown of liquidity by bank
clients and to meet own
obligations.

Materialization of market tail
risks.

Possible counterparty default
events among troubled clearing
clients and trading counterparts
(incl. some nonbanks).

Margin spikes increase banks’
liquidity consumption.
Sustained bank provision of
liquidity/credit to core clients
versus reduced lines to marginal
clients.

Some nonbanks could be among
these marginal clients and face
refinancing risks.

CCP--Central counterparty/clearinghouses. Fl--Financial institution. IRRBB--Interest rate risk in the banking book. NBFI--Nonbank financial institution. QT--Quantitative tightening. Source: S&P Global Ratings.

Possible mitigants Potential consequences
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Regulatory Response | Scrutiny On NBFIs Set To Increase

Recent stress resulted in new regulatory proposals on nonbank finance globally, but their implementation could take
time and lead to significant divergences

Topic

Resilience of
MMFs

Liquidity risks in
open-ended
funds (OEFs)

Margining
practices on
cleared and non-
cleared
derivatives

Non-bank
leverage

S&P Global
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Main policy proposals from the FSB

Imposing cost of redemption on investors redeeming MMF

shares via anti-dilution liquidity management tools (LMTs) such

as swing pricing.
Reducing liquidity transformation by MMF.
Improving the MMF’s ability to absorb losses.

OEF design: Mapping the liquidity of OEFs’ holdings to the
redemption terms offered to investors, via a categorization
approach.

Reducing investors’ redemption incentives (via LMTs).

Increasing transparency on margin requirements in centrally
cleared markets.

Reinforcement of anti-procyclicality requirements for CCP
margin models.

Enhancing the liquidity preparedness of market participants
(stress testing, liquidity risk management, and governance).

Improving data and transparency on leverage.
Activity-based measures: broader margining requirements,
central clearing mandate.

Entity-based measures: limit on leverage, counterparty risk
governance.

Status

Policy recommendation in 2021. Progress report in 2024.

Uneven progress across jurisdictions with some introducing new policy tools
(e.g., China, India, Japan, U.S.) while others are still in process (EU, U.K.).
Main progress is on redemption risk, with anti-dilution LMTs reported in
many jurisdictions.

Next step: Assessment of policy effectiveness by 2026.

Proposals published in 2023.
Next step: Progress report expected in 2026.

Consultation reports in 2024 on liquidity preparedness of market
participants, and on the functioning of initial margining models in both
cleared and non-cleared markets.

Consultation reportin 2024 following the findings report in 2023.
Next step: Policy recommendations should follow in 2025 and a progress
report at a later stage.
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Regulatory Response | Banks Need To Manage Counterparty Credit Risk Better

Supervisors aim to address the deficiencies in some banks’ management of counterparty credit risk
revealed by the Archegos failure, which caused over $10 billion of losses across numerous banks

» Counterparty credit risk (CCR) is not a novel risk. The failure of LTCM in 1998 launched a first wave of regulatory initiatives to avoid stress
stemming from highly-leveraged nonbanks (for example, hedge funds) to propagate losses through the banking system. Recent
episodes, such as the Archegos failure, have intensified bank supervisors’ efforts globally.

* In 2024, the Basel Committee for Banking Supervision (BCBS) issued new guidelines, emphasizing the need for banks to improve due
diligence and the monitoring of their counterparties. Banks must use risk mitigation tools, including a margining framework, and
quantify their CCR exposure daily by using multiple metrics, including the potential future exposures.

* The European Central Bank also published guidelines on CCR management in 2023, following a targeted review that revealed some
shortcomings. Recommendations were broadly similar to those of the BCBS and require banks to have adequate CCR stress testing
frameworks that take into account wrong-way risk (WWR). WWR is the risk that the size of a bank’s exposure to a counterparty could
increase mechanically as the credit quality of this counterparty deteriorates.

« CCRis ameaningfulrisk for the largest investment banks, which tend to be exposed to financial counterparties with the highest
leverage (that is, hedge funds) through prime brokerage activities.

S&P Global
Ratings 24
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