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		Abstract

		The paper has three broad objectives:  

- To better understand the factors that have transformed the relatively simple traditional banking model into one that is increasingly global and market-based.  

- To develop an analytical framework to help us appreciate market-based financeâ€™s (MBF) contribution to consumer welfare and identify its potential risks.  

- To gather information from various sources on recent developments and discuss their significance for the FCA as a securities markets and conduct regulator.  

The paper concludes that:  

Market-based finance (MBF) is a system of financial services provision that exploits new ideas and technology.  

- MBF has grown in response to advances in financial engineering and the globalisation of funding and capital markets, enhancing efficiency through specialisation, giving it comparative advantages over the traditional (bank-based) model of finance. Specifically, it has achieved diversification of the types of funding available to loan-making institutions, geographical diversification of the investor base, and has contributed to the development of new products and services for risk distribution and management.  

- Regulatory arbitrage is not a major contributor to the growth of MBF, though it did lead to the emergence of a number of entities and activities that played a role in the development of the financial crisis.  

- The MBF ecosystem is still evolving, so new products and services which are currently not part of it can, over time, move inside the MBF perimeter if they become sufficiently large and interconnected.  

Market-based finance has many benefitsâ€¦  

- It can provide a â€˜spare tyreâ€™ for the economy in cases when traditional banks are unwilling or unable to lend, thereby reducing the impact of economic shocks.  

- It provides a competitive constraint on traditional banking by making alternative forms of finance available to firms and investors, thereby improving the efficiency of the system.  

- It provides access to larger markets for those products that prove successful in smaller niches because it can draw on a diverse pool of investors.  

â€¦but there are some risks which should not be overlooked.  

- The system is complex, still not very well understood and can at times be unstable. This is particularly true for some areas in which regulators have not yet gained access to data to assess the risks.  

- For some products, unsolved market failures are present.  

The risks and potential market failures, including those that may lead to systemic instability, illustrate that regulatory authorities need better data to assess whether policy intervention is warranted. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: shadow banking, money view

	
	

	
    

    
	

	
	
		JEL Classification: B26, E42, E44, G18, G23, G28

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Aquilina,  Matteo and Kraus,  Wladimir, Market-Based Finance: Its Contributions and Emerging Issues (May 5, 2016). FCA Occasional Paper No. 18,  Available at SSRN: https://ssrn.com/abstract=2848161
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Matteo Aquilina (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bank for International Settlements  ( email )

			

			
			
				
				
				
					Basel
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Wladimir Kraus

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Financial Conduct Authority  ( email )

			

			
			
				
				
				
					25 The North Colonnade
Canary Wharf
London, E14 5HS
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      156

			

		
		
		
			Abstract Views

			    1,095

		

		
		 
		
			Rank

			  340,248

		

		
	


	

	
		
			
				      122 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,779

                                    

                                    
                                        PAPERS

                                           31,678

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    European Economics: Macroeconomics & Monetary Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Economics: Macroeconomics & Monetary Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,136

                                    

                                    
                                        PAPERS

                                           16,199

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marco Da Rin at Tilburg University, Department of Finance, Francesco Giavazzi at University of Bocconi - Innocenzo Gasparini Institute for Economic Research (IGIER)National Bureau of Economic Research (NBER)

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Monetary Economics: Financial System & Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Monetary Economics: Financial System & Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              514

                                    

                                    
                                        PAPERS

                                           11,242

                                    

                                

                                
                            

                        

                    

                
	
                    International Political Economy: Investment & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Political Economy: Investment & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               73

                                    

                                    
                                        PAPERS

                                           12,121

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	

