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Introduction

Each major central bank has for some years published a financial stability report to inform policy and shape bank
examination. Those reports seek to forecast emerging financial stability risks. In this note, we use an artificial
intelligence engine to conduct a historical review of reports from the Federal Reserve, European Central Bank and
Bank of England to determine their forecasting ability; we then compare those forecasts to current market
expectations as reported in the financial press concurrently or before those forecasts were made — effectively,
forecasting the central bank's forecasting alpha.

Our results show that the financial stability reports produce zero or negative alpha — that is, they consistently fail
to identify subsequent financial stability problems that are not already recognized by the market.

We note (with some surprise) that this effort is the first of which we are aware that attempts to assess the value of
these reports. While central banks describe their reports as monitoring and assessing vulnerabilities, they are in
fact forecasting risks, and using those forecasts in their supervision. When a bank assesses its risk, it examines risk
measures such as value at risk or changes in credit ratings, because these assessments are relevant in predicting
the likelihood of adverse events. Central banks similarly look at risk measures such as the level of asset prices
relative to economic fundamentals or leverage within the financial sector to gauge financial stability risk.
Supervisors expect banks to review and validate the predictive utility of their risk reports, but central banks have
not — publicly at least — appraised their own financial stability reports.

We publish our methodology, which involves a series of prompts that involve the use of judgment and are open to
question. We hope that others in both academia and the public sector will replicate and vary this methodology to
determine whether the same conclusion is reached.

If further analysis validates the findings of this maiden effort, then central banks should consider discontinuing
production of these financial stability reports and instead use Al/ML methods to reflect market sentiment, and
they should discontinue entirely the use of financial stability projections to inform the focus of bank examination.
If regulators wish to gauge market sentiment on financial stability risk, Al should be an efficient tool. However,
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until it demonstrates some predictive ability, we believe the central focus of bank examination should be ensuring
the adequacy of capital and liquidity and the firm's ability to manage interest rate and major operational risks,
rather than achieving some "macroprudential goal."

Building a Simple Risk Management AI Methodology

In order for an LLM to analyze a financial stability report’s effectiveness, it is necessary to compare and contrast
dozens of reports and read millions of words. However, the amount of text an LLM can analyze is limited by the
size of its context window, and even the most advanced models are currently limited to approximately 750,000
words.! For an LLM to analyze all the reports at once, those reports must simultaneously fit in the LLM’s context
window. As Table 1 makes clear, none of the central banks’ financial stability reports can fit into current LLMs’
context windows.

Table 1
Central Bank |# Reports |Years # Total Words (mil) |# Summary Words (thousands)
ECB 44/2004 - present 3.68 180
BOE 108|1996 - present 6.21 260
FED 32|2018 - present 0.76 71

One simpler strategy is to have the LLM read each report one by one, taking notes on the most important points.
Then, a summary of all the reports is created. That summary, which is an order of magnitude smaller than the
original reports as shown in Table 1, can be loaded into the LLM’s context window and analyzed. Thus, we develop
a two-step process for each central bank’s reports. In the first step, we download each report, either in PDF or
HTML form. We then upload each report to the ChatGPT 5.4 APl and have it create a thorough summary of the
report, guided by a custom prompt that focuses the model on the issues we seek to analyze. We repeat that
process for each report until we have a note file for each report. For the ECB, for example, we would have 44 note
files corresponding to the 44 financial stability reports.

In the second step, we combine the note files into a single file that contains notes for all the reports. We then
check if the note file is too large for the LLM’s context window. If it is, we summarize it further. Finally, we upload
the cumulative note file to ChatGPT 5.4% and have the model analyze all the reports, guided by a custom prompt.
Figure 1lillustrates the process.

1 GPT 5.4’s context window is 1.05 million tokens. A token is a word or part of a word. Using the rule of thumb that a word is % of a token, the
context window is approximately 750,000 words.

2 We chose to use GPT 5.4 since it was the cheapest model that could accomplish the task. We do not need the most recent frontier model,
such as GPT 5.5 or Claude Opus 4.8, for a summarization task. GPT 5.4 and Claude Sonnet 4.6 have similar capabilities. GPT 5.4 costs $2.50 per
million input tokens and $15 per million output tokens; Claude Sonnet 4.6 costs $3 per million input tokens and $15 per million output tokens.
The analysis is dominated by input tokens and GPT 5.4 is cheaper.
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Figure 1
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We must provide a prompt to the LLM to guide it at the note-taking stage. Once the reports are properly
summarized, we must create a report effectiveness prompt to synthesize the summary notes into an overall view
of the reports across time. The prompts contain the criteria we used to judge the effectiveness of the series of
financial stability reports.

In constructing the note-taking prompt, we asked the LLM to do the following:

e first, record any discussion of risks rising or falling so we understand what risks were emphasized and de-
emphasized in each report;

e second, for each risk view, identify the justification for its conclusion and the strength of the evidence
offered;

e third, identify any relative ranking of the risks, in the view of the central bank staff;

e fourth, identify any predictions that risks would rise or fall, or whether certain market events would occur,
to measure each report’s ability to “see around the corner”; and

e fifth, identify any acknowledgment that risks that the report raised were already being managed by
financial institutions.

We also added the requirement that the LLM support its points with actual quotes from the report along with the
page numbers on which the quotes could be found. Although LLMs hallucinate less than they used to, verification
of an LLM’s output is still an extremely important step in using them. The requirement for quotes and page
numbers forces the model to focus on objective evidence that can be found in the reports rather than what it
memorized in its training. Quotes and page numbers also allow independent verification of the model’s analysis.
The note-taking prompt can be viewed in Appendix A.
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Once the notes are taken for each report, the notes are combined into a file that contains relevant data on all the
reports from their inception to the present. As Table 1 shows, the note-taking step reduced the size of the
information considerably. For example, the over six million words in the BOE reports were reduced to a 260,000-
word set of notes that was uploaded to ChatGPT 5.4 for further analysis. We then formulated a report
effectiveness prompt that asks for all cases in which 1) the central bank made a prediction about a risk that was
realized; 2) the central bank made a prediction about a risk that was not realized; and 3) the central bank failed to
anticipate a risk that turned out to be important. The prompt was motivated by the observation that risk managers
will assess the effectiveness of risk reports that predict the likelihood of events by examining whether in fact the
events actually occurred or not, and, very importantly, whether adverse events materialized that were not
highlighted sufficiently. The prompt we used to analyze the reports can be examined in Appendix A.

LLM Analysis of All Financial Stability Reports

The model gave an extensive report for each central bank. Appendix B reports tables that summarize the results of
the final LLM analysis that combined the notes for each central bank. In the tables, we note that in every case a
central bank’s forecast of a risk was correct, that risk was already a widespread expectation discussed by the
financial press, analysts or economists. In other words, the financial stability reports forecast successfully only very
high probability events. For example, in late 2008, the ECB highlighted bank funding costs and their potential to
worsen the financial stress on banks. But the bank funding cost issue was a well-known high probability risk since
borrowing costs for all borrowers had skyrocketed, as, for example, covered by the Wall Street Journal in
September 2008.3 The ECB and the BOE also predicted in late 2011 that sovereign stress could exacerbate bank
stress, but that risk was reported by CNBC in early 2011.* The Fed frequently highlighted the risks from commercial
real estate after Covid in its financial stability reports, but that risk was already widely known and reported — for
example, by the Financial Times in August 2020.° Risk management alpha would be shown if the reports
highlighted a risk as being significant or higher probability when it was not already widely expected to be by the
market. The financial stability reports did not show any evidence of alpha.

The second category in the tables are risks that were forecast to be significant but did not turn out to be significant
— at least not yet. The central banks tend to follow a consistent pattern in this category. Risks highlighted tend to
be macroeconomic imbalances, assets that appear to be overvalued relative to some posited level of economic
fundamentals, and new and emerging risks, such as Y2K, climate risk and Al. These risks are generally also widely
understood by financial institutions and markets.

The third category in the tables — risks that were not highlighted to be significant but turned out to be — provide
evidence of zero or negative alpha in the risk reports. For example, neither the ECB nor BOE reports appreciated
the risks of structured credit and subprime contagion prior to the Global Financial Crisis. The Fed financial stability
reports missed the acceleration of inflation after COVID as well as the vulnerabilities leading to collapse of Silicon
Valley Bank.

3 “Mounting Fears Shake World Markets As Banking Giants Rush to Raise Capital,” Wall Street Journal, September 18, 2008 available at
https://s.wsj.net/public/resources/documents/Crisis.091808.A1. pdf

4 “European Sovereign Debt: The Crisis that Isn’t Going Away,” CNBC, January 8, 2011, available at
https://www.cnbc.com/2011/01/08/european-sovereign-debt-crisis-that-isnt-going-away.html|

5 “Covid-crippled property markets ring the alarm for banks,” Financial Times, August 2020 available at https://www.ft.com/content/aaf192ac-
dc94-4509-8f24-5831a32e7aa2
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Conclusions

The results indicate that the financial stability of the major Western central banks reports produce zero or negative
alpha — that is, they consistently fail to identify subsequent financial stability problems that are not already
recognized by the market, and they miss important risks that are also missed by the market.

It should not be surprising that the central bank financial stability reports historically miss the most important
market risks faced by financial institutions. The efficient markets hypothesis, one of the most well-tested theories
in financial economics, shows that to a close approximation all information available to the market is very rapidly
incorporated into market prices, making predictions about future market events very difficult.

Assuming this assessment of their track record is confirmed, financial stability reports should not be an input into
bank supervision, and they should be discontinued and replaced by Al and machine learning techniques that assess
market expectations and sentiment to inform policymakers.

Indeed, the methodology we have developed could more generally be used by regulatory supervisors and bank risk
management departments to analyze and improve their processes. For example, an agency could analyze how
effective regulation of banks has been over time by having an LLM read and analyze the body of examination
reports. The LLM could help surface biases and blind spots and uncover examiner mandates that produced a
misallocation of bank risk management resources. We would strongly urge that any such effort be done with as
much transparency as possible, redacting individual firm information, but allowing outsiders to validate the
methodology.

The use of Al in the financial services industry has opened up exciting new risk management opportunities for
regulators and banks. The ability to audit a process that has a substantial written record is just one example.
However, the use of this new technology must be carefully managed to avoid misleading results. The result of any
LLM analysis is highly dependent on the prompts given to the model. Small changes in prompts could substantially
affect the conclusions. The prompting process itself must be carefully controlled, if not risk managed. Moreover,
the results of any LLM analysis must be capable of being independently validated and must in fact be validated.
New prompt risk management and validation techniques will need to be developed for that purpose.

Appendix A:

Take concise but detailed notes on this Financial Stability Review.
Please include:
1. Summary of any discussion of risks rising or falling with short quotes illustrating the discussion.

2. Any reasons or analysis supporting the inclusion of the risk as rising or falling along with short quotes illustrating
the point.

3. Any discussion ranking the risks in terms of relative importance and reasons for doing so. Include short quotes
where the discussion occurred.

4. Any predictions of risks occurring over some future horizon along with short quotes illustrating those
predictions.

5. Any analysis of whether the risks were already controlled by financial institutions and short quotes supporting
the points.

6. Anything that could be useful later when synthesizing across documents.

7. Include page numbers where each quote occurred.
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8. Name the set of notes after the file name of the pdf appended with “notes.”

Return structured notes in markdown format.

Read the notes that | have uploaded and make a list of all cases in which 1. A risk was predicted or forecast to be
significant for the banking system and the prediction later turned out to be correct; 2) a risk was predicted or
forecast to be significant for the banking system and subsequently did not turn out to be correct; and 3) a risk that
was not predicted or forecast to be significant but subsequently turned out to be significant for the banking

system.

Appendix B:

Category Forecast or note basis Subsequent outcome m

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

Bank funding
stress, liquidity
stress, and adverse
feedback loops

Sovereign-bank-
growth contagion /
euro-area
sovereign-bank
doom loop

Renewed sovereign
debt crisis as a
continuing banking-
system risk

Loss of market
liquidity and
banking-system
vulnerability

Structured credit /
CRT opacity and
market-functioning
risk

Non-bank financial-
sector amplification

December 2008 warned that
prolonged high bank funding costs
could create an adverse feedback
loop. June 2009 stated that risks to
financial stability remained high
because the credit cycle had not
reached a trough.

December 2011 identified sovereign-
public finance-financial-growth
contagion as the first and arguably
most important key risk. December
2012 said a renewed flare-up in the
sovereign debt crisis remained the
most pressing risk.

December 2012 warned that renewed
sovereign debt stress remained the
most pressing financial-stability risk.

June 2007 noted that vulnerability to
an abrupt and unexpected loss of
market liquidity appeared to be
increasing.

December 2006 noted that very little
was known about how credit-risk-
transfer markets would function
under stress, and that available data
were insufficient for a sound
assessment.

November 2019 listed increased risk-
taking in the non-bank financial sector
among key vulnerabilities. May 2020
and November 2020 later emphasized
that non-bank weaknesses had
become evident.

Bank funding pressures,
deleveraging, and macro-
financial feedback loops
became central features of
the euro-area banking stress
during and after the Global
Financial Crisis.

Sovereign stress directly
impaired bank funding, asset
values, confidence and
lending conditions in several
euro-area countries.

Euro-area banks remained
exposed to sovereign-risk
repricing, fragmentation, and
funding stress as the crisis
evolved.

The Global Financial Crisis
produced exactly this type of
market-liquidity and funding-
liquidity stress, affecting
banks directly.

Opaque structured-credit
exposures, valuation
uncertainty, and market
illiquidity later became
important amplifiers of the
banking crisis.

Non-bank liquidity mismatch,
fund outflows, and market
amplification became clear
during the March 2020
market turmoil.

Discussed extensively in
the financial press at the
time. See for example
Martin Wolf, “U.S. Risks
Mother of all Meltdowns,”
Financial Times, Feb 2008

Discussed extensively in
the financial press at the
time. See for example,
“The Crisis That Isn’t
Going Away,” NYT,
January 2011

Discussed extensively in
financial press

Correct although the
report stated: “The
likelihood that the euro
area financial

system could be
significantly challenged by
adverse scenarios related
to these vulnerabilities

is not judged to be high at
present.”

Correctas a warning
about opacity and stress-
market functioning,
although the ECB did not
fully convert this concern
into a strong systemic-
crisis forecast.

Discussed in the press.
See for example, “A $1.6
trillion credit market could
batter the global
economy. And you will
take the hit if it implodes,
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Category Forecast or note basis Subsequent outcome m

1. Forecasted
as significant
and later
correct

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correct asa
banking-

Duration, liquidity,
and credit risks in
non-banks

Global imbalances /
disorderly
unwinding

Re-emergence of
global imbalances
after the crisis

U.S. bond-yield
spike from U.S.
fiscal deficits

Broad search-for-
yield / compressed
risk premia / abrupt
repricing

Search-for-yield
warnings despite
weak valuation
evidence

Hedge-fund
crowding as a
standalone
systemic banking
threat

Crypto-assets as a
future financial-
stability threat

May 2021 identified further increases
in duration, liquidity, and credit risks
of non-banks as a top vulnerability.

December 2004, June 2005,
December 2005 and June 2006
repeatedly warned that global
imbalances and their disorderly
unwinding posed medium-term risks.
June 2006 called this the greatest
medium-term risk for global financial
stability.

December 2010 again warned that
global imbalances and their disorderly
unwinding were an important source
of risk.

December 2010 warned that large
U.S. deficits and debt heightened the
risk of an increase in U.S. bond yields.
June 2011 repeated that the risk of
higher U.S. government bond yields
had increased.

From roughly 2013 onward, the ECB
repeatedly warned about search for
yield, compressed risk premia, and
abrupt repricing, while also
acknowledging limited evidence of
broad-based valuation stretch.

May 2015 said broad-based euro-area
asset valuation stretch was not
evident. November 2015 said signs of
broad-based stretched valuations
were not evident. May 2016 said
there were few signs that asset prices
had generally become stretched.

December 2006 noted insufficient
data to assess hedge funds and
related risks, and June 2007 repeated
concerns about hedge-fund crowding
and CRT functioning.

May 2022 warned that if growth and
market integration trends persisted,
crypto-assets would pose a financial-
stability risk. November 2022 said
crypto risks had been increasing over
time.

Higher-rate and market-
volatility episodes made
these non-bank
vulnerabilities more relevant,
with potential spillovers to
banks and markets.

The Global Financial Crisis did

occur, but not primarily
through a disorderly
unwinding of global
imbalances. The main euro-
area banking channels were
structured credit, funding
liquidity, leverage, and later
sovereign-bank contagion.

The dominant euro-area
banking risk in 2010-2012
was the sovereign-bank
doom loop, not a renewed
global-imbalance unwinding.

U.S. bond-yield risk did not
become the main source of
euro-area banking-system

stress. Euro-area sovereign

risk and bank funding fragility

were much more important.

Repricing episodes occurred,
but these warnings did not
translate into a broad euro-
area banking-system crisis in
the way implied by the
repeated headline emphasis.

The ECB continued to elevate
repricing/search-for-yield
risk, but broad valuation

excess did not clearly become

a systemic banking event.

Structured-credit and
market-liquidity issues
mattered, but the narrower
hedge-fund-crowding risk did
not clearly become a
standalone euro-area
banking-system event.

Crypto stress occurred, but
the notes do not show that
crypto became a systemic
euro-area banking risk by
May 2026.

not Wall Street.” Business
Insider, March 2019

Discussed in financial
press.

Not correct as the main
banking-system forecast.
The risk was over-ranked
relative to the channels
that actually damaged
banks.

Not correct as a banking-
system forecast over the
relevant horizon.

Not correct as a euro-area
banking-system forecast.

Partly plausible, but not
correct as a major realized
banking-system forecast
over the observed
horizon.

Not correct as a systemic
banking forecast; the
warning was stronger
than the evidence in the
notes.

Mixed. Correct about
opacity and potential
amplification, but not
clearly correct as a distinct
banking-system forecast.

Not correct as a realized
banking-system forecast
over the observed
horizon; still a conditional
forward-looking risk.
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Category Forecast or note basis Subsequent outcome m

system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-
system
forecast

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant

Political reform
fatigue / fiscal-
governance
slippage after the
acute crisis

Policy-exit / cliff-
edge risks

Geopolitical conflict
escalation

Population aging /
structural
demography

Climate transition /
physical risk with
unresolved
measurement gaps

Pre-2007 banking-
system fragility as a
systemic crisis

Severity of the
sovereign-bank
doom loop before it
fully crystallized

Weakness of 2010
stress-test
reassurance

November 2014 warned that reform
fatigue or complacency could lead to
a reassessment of sentiment toward
euro-area sovereigns.

December 2009 warned that exit
decisions had to balance exiting too
early against exiting too late.
November 2020 warned that policy
exit needed to avoid cliff edges.

May 2024 described Russia’s war
against Ukraine and the Middle East
conflict as key tail risks. May 2026
discussed the war in the Middle East
and closure of the Strait of Hormuz.

November 2025 warned that
financial-stability vulnerabilities
would continue to build without
remedial policy action.

May 2019 said key measurement gaps
remained. May 2021 said data and
methodological gaps still needed to
be addressed.

The ECB identified vulnerabilities
before the crisis, including
underpriced risk, leverage, CRT
opacity, LBO excesses and household
vulnerabilities, but the notes show
repeated resilience language.
December 2006 said the banking-
sector outlook remained bright. June
2007 said financial-system stability
was the most likely prospect and that
a significant challenge was not judged
likely.

June 2010 correctly identified
sovereign risk, but also said systemic
risks had dissipated to some extent
and that the largest euro-area banks
were in a good position to withstand
adverse macroeconomic
developments.

December 2010 said EU-wide stress-
test results suggested large and other
euro-area banks had sufficient loss-

Political and fiscal risks
remained relevant, but this
did not become a discrete
renewed banking-system
crisis in the period covered.

Policy-exit risk was real, but
no broad euro-area banking-
system cliff-edge event is
identified in the notes.

These risks affected
macroeconomic and market
conditions, but the notes do
not show a systemic euro-
area banking event arising
from them by May 2026.

There is not enough
subsequent horizon to
evaluate this as a realized
banking-system risk, and no
event is identified in the
notes.

Climate risk may be
important over a longer
horizon, but the notes do not
show a realized systemic
euro-area banking event
from climate risk by May
2026.

The Global Financial Crisis
severely affected euro-area
banks through losses, funding
stress, liquidity stress,
deleveraging, and public-
sector support.

The sovereign crisis escalated
into a severe sovereign-bank
feedback loop affecting
funding, capital, confidence,
and lending.

The 2011-2012 crisis showed
that stress-test comfort and
large-bank resilience

Not correct as a realized
banking-system forecast.

Not correct as a realized
banking-system forecast,
though it was a
reasonable policy-risk
scenario.

Not correct as a realized
banking-system forecast
over the observed
horizon.

Not validated as a
banking-system forecast
by May 2026.

Not yet correct as a
realized banking-system
forecast; better viewed as
a long-horizon
vulnerability.

Major missed or under-
forecast risk. The ECB saw
pieces of the vulnerability
but did not forecast the
systemic severity.

Under-forecast severity.
The risk was identified,
but the banking-system
impact was not fully
anticipated.

Missed vulnerability. The
risk was not forecast as
significant because the
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Category Forecast or note basis Subsequent outcome m

but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

Non-bank finance
as a central
systemic amplifier
before later
recognition

Fund liquidity
mismatch and
margin dynamics

Inadequacy of
macroprudential
tools for non-banks

absorption capacity to withstand
further shocks.

The notes say non-banks were flagged
before 2014-2016 but were not
always treated as central systemic
amplifiers. Later reports, especially
May 2020, November 2020 and May
2021, acknowledged weaknesses in
the non-bank policy framework.

Early reports did not consistently treat
fund liquidity mismatch, leverage, and
margin dynamics as central risks; later
reports emphasized these issues more
strongly.

May 2021 said a comprehensive
macroprudential approach for non-
banks remained a key missing
element in the policy framework.

assessments were too
reassuring.

March 2020 showed that
non-bank liquidity mismatch
and market amplification
could become systemically
important.

These mechanisms became
important in later episodes of
market stress and in the
ECB’s later policy framework
for non-banks.

The need for non-bank
macroprudential tools
became more evident after
market-stress episodes
showed that bank-focused
regulation did not cover all
systemic amplification
channels.

reports leaned on stress-
test reassurance.

Partly missed early, later
corrected.

Under-forecast as a
systemic amplification
channel.

Missed or
underdeveloped policy-
framework risk before
later recognition.

Category Forecast or note basis Subsequent outcome m

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

1. Forecasted
as significant
and later
correct

The notes cite repeated warnings

Covered by the press.

Treasury-market liquidity
/ dealer-intermediation
fragility

Commercial real estate,
especially office CRE

Consumer-credit
deterioration among
weaker borrowers

Higher-for-longer
inflation / restrictive
monetary policy

that Treasury liquidity was below
normal, dealer balance-sheet
capacity could constrain
intermediation, and hedge-fund
Treasury positions could amplify
shocks. Examples include May
2020, November 2022, October
2023, November 2024, and
November 2025.

The notes say the Fed eventually
sharpened office CRE risk,
especially by October 2023, when
office-sector valuations were
described as elevated and
fundamentals especially weak.

The notes identify stress among
low-credit-score borrowers, rising
credit-card delinquencies, and
elevated auto and credit-card
delinquencies by May 2026.

The notes cite October 2023 and
April 2024 warnings about
persistent inflation leading to a
more restrictive monetary policy
stance.

Treasury-market dysfunction
became a recurring market-
plumbing problem, especially
during March 2020, and
continued to be a focus
because liquidity conditions
and leveraged positions
could amplify shocks.

Office CRE weakness later
affected bank credit risk,
market concerns, supervision
and provisioning, especially
for banks with CRE
concentrations.

Consumer credit stress
increased credit costs and
provisioning pressure,
especially in credit-card and
auto portfolios.

Higher rates pressured bank
funding costs, deposit
competition, unrealized
securities losses, CRE
refinancing and borrower
repayment capacity.

See for example,
“Rising Treasury
market illiquidity
could pose financial
market risk -BofA,”
Reuters, November
2021

Discussed in the
financial press. See for
example, “Covid-
crippled property
markets ring the
alarm for banks,”
Financial Times,
August 2020

Covered by press and
analysts

Correctas an ongoing
pressure on banks,
though not a clean
forecast of the March
2023 failures because
those failures had
already occurred.
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Category Forecast or note basis Subsequent outcome m

1. Forecasted
as significant
and later
correct

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correct asa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

Business debt / corporate
credit vulnerability under

tighter conditions

Broad risky-asset
valuation risk

Housing valuation risk as

a systemic amplifier

Stablecoin run risk as a
banking-system risk

Farmland valuation risk

Fiscal debt sustainability
as a near-term financial-

stability risk

Election / policy

uncertainty / trade-policy

uncertainty

Geopolitical conflict / oil

shock

Systemic cyberattack on

market infrastructure

The notes repeatedly discuss
business debt, risky credit,
refinancing pressure, and tighter
financial conditions as
vulnerabilities.

The notes cite repeated warnings
that risky-asset valuations were
high or stretched, including May
2021, April 2024 and April 2025,
while also noting mitigants such as
mixed valuation signals, orderly
trading, and average excess bond
premia.

The notes cite high house-price-to-
rent ratios, but also note the Fed’s
caveat that a house-price shock
was unlikely to be amplified by the
financial system because
underwriting and borrower
leverage were not comparable to
the 2000s.

The notes cite repeated warnings
that stablecoins were vulnerable to
runs, while also noting that their
market size was small relative to
broader funding markets and they
were not widely used as cash-
management vehicles.

The notes cite April 2024 and
November 2024 warnings that
farmland valuations were high
relative to farm income or rents.

The notes cite November 2024 and
April 2025 survey prominence for
U.S. fiscal debt sustainability.

The notes cite April 2024, April
2025, November 2025 and
November 2019 examples where
policy or trade uncertainty was
ranked prominently.

The notes cite Russia/Ukraine,
Middle East conflict, and oil-shock
concerns, including May 2022 and
May 2026.

The notes cite severe cyber
scenarios involving payments,
funding, fire sales, clearing and
settlement.

Higher rates and refinancing
pressure increased stress in
parts of corporate credit,
with possible implications for
bank credit quality and
leveraged lending.

Asset prices corrected at
times, but broad equity or
corporate-bond valuation
risk did not generate a
systemic banking event.

Housing valuations remained
elevated, but the episode did
not become a 2008-style
banking-system event.

Stablecoins remained
structurally run-prone, but
stablecoin stress did not
produce a broad U.S.
banking-system event in the
period covered.

Farmland valuations did not
become a material banking-
system event.

Fiscal concerns mattered
indirectly through rates,
issuance, and volatility, but
did not become a discrete
banking-system event by
June 2026.

These risks created
uncertainty and market
volatility, but did not cause a
clear bank funding, solvency
or credit-loss event.

These shocks affected
inflation, commodity prices,
and markets, but did not
produce a systemic U.S.
banking event in the period
covered.

No systemic cyber event of
that kind had occurred in the
banking system by June
2026.

Covered by financial
press and analysts

Not correct as a
banking-system
forecast.

Not correct as a
systemic banking
forecast.

Plausible structurally,
but not realized as a
banking-system
forecast.

Not correct as a
systemic banking
forecast.

Not correct as a
banking-system
forecast over the
observed horizon.

Not correct as a
banking-system
forecast.

Not correct as a
realized banking-
system forecast.

Not realized; still a
plausible tail risk.
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Category Forecast or note basis Subsequent outcome m

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

2. Forecasted
as significant
but later not
correctasa
banking-system
forecast

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

3. Not forecast
as significant
but later
significant

Al as a near-term
financial-stability risk

Bank—NBFI
interconnectedness as a
major bank liquidity-risk
channel

Private credit / semi-
liquid investment vehicles

Bank interest-rate risk
plus uninsured-de posit
run dynamics before
March 2023

Speed of digital/social-
media-enabled deposit
runs

Interaction of unrealized
securities losses, HTM
accounting, uninsured
deposits, and confidence
sensitivity

Office CRE as a distinct
post-pandemic banking
exposure before the risk
was sharpened

Consumer-credit stress in
lower-score borrowers
under sustained high
rates

Treasury basis-trade and
leveraged-fund
amplification as a front-
rank risk

The notes cite May 2026, where Al
was a top-cited risk.

The notes cite May 2022 warnings
that NBFI drawdowns could be
material relative to banks’ HQLA
buffers, and later growth in bank
credit commitments to other
financial entities.

The notes discuss private credit and
semi-liquid vehicles as growing
vulnerabilities, including liquidity
mismatch and valuation opacity.

The notes say pre-2023 reports
described bank funding risk as low
and financial-sector leverage as
moderate. The May 2023 FSR then
acknowledged that SVB, Signature
and First Republic failed after
substantial deposit outflows linked
to poor interest-rate and liquidity-
risk management.

The notes treat this as part of the
post-2023 explanation rather than
as a prior major forecast. Earlier
framing emphasized wholesale
funding and liquid assets more than
the speed of concentrated
uninsured-deposit outflows.

The notes say unrealized losses and
funding risk were treated as

manageable before 2023, while the
later FSR emphasized poor interest-
rate and liquidity-risk management.

The notes say the Fed eventually
sharpened office CRE, but earlier
and middle reports used broader
CRE language that under-
differentiated office, industrial, and
multifamily.

The notes say aggregate household
debt was often described as
moderate, which underplayed
deterioration in subprime auto,
subprime credit cards, and weaker-
borrower pockets.

The notes say Treasury liquidity and
hedge-fund leverage were
recognized, but often not ranked
near the top of the broad narrative.

There was too little
subsequent horizon, and no
realized banking-system
event had occurred by June
2026.

The channel remained
plausible and important for
monitoring, but the notes do
not identify a realized
systemic bank event from
NBFI credit lines or
commitments.

These remained important
monitoring issues, but the
notes do not show a broad
realized banking-system
event from private credit
during the covered period.

SVB, Signature and First
Republic failed. The episode
revealed the vulnerability
created by duration losses,
concentrated uninsured
deposits, and confidence-
sensitive funding.

Deposit runs in 2023
occurred much faster than
traditional bank-run
assumptions, materially
affecting liquidity-risk
management and
supervisory expectations.

The interaction of duration
losses, accounting treatment,
uninsured funding and
confidence sensitivity
became central to the
regional-bank stress episode.

Office CRE became one of
the clearest bank credit-
quality concerns after the
pandemic and rate increases,
especially for banks with
concentrated CRE exposure.

Lower-score borrower stress
became significant for bank
credit costs and provisioning,
though not systemic.

Treasury-market fragility and
basis-trade leverage
remained recurring concerns,
with the potential to force
deleveraging and amplify
market disruptions.

Not validated yet;
appears over-ranked
relative to evidence in
the notes.

Not yet correct as a
realized banking-
system forecast.

Not yet correct as a
realized systemic
banking forecast.

Major missed
forecast.

Missed or under-
forecast amplification
mechanism.

Missed combined
vulnerability.

Partly missed early;
later corrected.

Under-forecast as a
distributional credit
problem.

Under-ranked rather
than wholly missed.
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Category Forecast or note basis Subsequent outcome m

3. Not forecast
as significant
but later
significant

Risk migration after
regulatory reforms

The notes say reforms reduced
vulnerabilities in some areas, but
risks migrated to other money-like
or cash-management vehicles.

Substitution effects limited
the degree to which reforms
eliminated run risk;
vulnerabilities moved rather
than disappearing.

Under-forecast in
practical magnitude,
even though the
reports recognized
the issue.

Category Forecast or note basis Subsequent outcome m

1. Forecasted as
significant and
later correct

1. Forecasted as
significant and
later correct

1. Forecasted as
significant and
later correct

1. Forecasted as
significant and
later correct

1. Forecasted as
significant and
later correct

1. Forecasted as
significant and
later correct

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct

Euro-area sovereign
and banking risk

Renewed economic
downturn and
borrower defaults

UK housing-market
vulnerability and high
loan-to-income lending

Market-liquidity
fragility and
underpricing of
liquidity risk

Brexit legal and
regulatory continuity
risk

Sovereign-debt and
fiscal-risk pressures

April 2008 market-
implied subprime / ABS
losses

Geopolitical risk as a
top banking-system
threat

December 2011 described the
deteriorating euro-area situation
as “the most significant and
immediate threat to UK financial
stability.”

December 2009 identified
renewed economic downturn
and borrower defaults as among
the main threats. December 2010
survey rankings also put
“economic downturn” at the top.

November 2013 noted evidence
of rising risks in the UK housing
market. June 2014 highlighted a
marked rise in mortgages at high
loan-to-income multiples.

December 2014 warned that
compensation for liquidity risk
was below long-term averages
and that markets could become
impaired after modest shocks.

June 2018 and December 2019
warned that some disruption to
cross-border financial services
was possible absent further
action by authorities, and that
firms could not fully mitigate the
risks alone.

November 2012, November
2024, July 2025 and December
2025 emphasized high or rising
public debt and fiscal pressures
from defense, demographics, and
climate.

April 2008 elevated high risk
premia as a top vulnerability but
also acknowledged that market
prices likely overstated ultimate
losses relative to credit
fundamentals.

November 2024, July 2025 and
December 2025 emphasized
geopolitical risks as top systemic

Euro-area sovereign-bank
stress remained a major threat
to UK financial stability through
funding channels, market
confidence, sovereign
exposures, and cross-border
banking links.

Weak economic conditions and
borrower stress remained
central banking-system risks
after the Global Financial Crisis.

Housing risk became an
important macroprudential
focus and was followed by
concrete policy action. It did
not become a banking crisis,
but the vulnerability was real
and actionable.

Later market-stress episodes
confirmed that market liquidity
could deteriorate sharply and
amplify shocks.

Brexit created real legal and
operational continuity risks,
but public-sector action and
firm preparation limited
systemic disruption.

Sovereign-risk concerns
remained important for banks
through gilt yields, collateral
values, funding costs, and
confidence.

The banking crisis was severe,
but the specific market-price-
implied loss estimates appear
to have overstated eventual

credit losses in some markets.

Geopolitical shocks affected
markets and macro conditions,
but the notes do not show a

Discussed extensively
in the financial press at
the time. See for
example, “The Crisis
That Isn’t Going Away,”
NYT, January 2011

Extensively discussed
by financial press,
analysts and
economists

Discussed by analysts
at the time. See for
example, “UK Housing
Market Forecast Q4
2013 edition,” Knight
Frank

Directionally correct,
although the evidence
in the original report
was partly inferential.

Risk already widely
understood by the
financial sector

Sovereign debt and
fiscal risk extensively
covered by press and
analysts

ABS losses and risks
going forward already
well-known in financial
markets by April 2008

Not correctas a
realized banking-
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Category Forecast or note basis Subsequent outcome m

as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

2. Forecasted as
significant but
later not correct
as a banking-
system forecast

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

Cyberattack as a top
systemic threat

Al-related financial-
stability risk

Private-equity / life-
insurance linkages

Recent U.S. risky-credit
defaults as a broader
systemic signal

Global trade-policy
shifts / sanctions

Y2K external
infrastructure
dependency

Long-run sovereign
debt trajectories from
fiscal, demographic,
defense and climate
pressures

Pre-2007 structured-
credit and systemic
funding fragility

Subprime contagion as
an imminent systemic
threat

threats, often based on survey or
scenario evidence.

November 2024 and 2025 notes
elevated cyberattacks as among
the most frequently cited or
severe risks.

July 2025 and December 2025
raised concerns about Al equity
concentration, Al infrastructure
spending and increasing debt
financing links.

November 2024 warned that PE-
related insurance activity was
small but could threaten UK
financial stability if it continued
to grow rapidly.

December 2025 noted that two
high-profile U.S. corporate
defaults had intensified focus on
risky credit markets, while also
saying credit markets had not
responded materially and viewed
the defaults as idiosyncratic.

December 2019 and July 2025
warned that trade-war escalation
or trade-policy shocks could
fragment growth and trigger
valuation falls.

Spring 1998 warned that
compliant systems could be
brought down by non-compliant
systems and that infrastructure
failure would affect many users.

November 2024, July 2025 and
December 2025 emphasized
public-debt pressures and
structural fiscal burdens.

December 2003-July 2006 reports
noted search for yield, risk
underpricing, weakening
discipline, structured-credit
expansion and wholesale funding
dependence, but usually
described near-term risks as low
or subdued.

April 2007 treated subprime asa
warning template and said risk
managers should examine
lessons from the episode, while
also saying the UK financial
system remained highly resilient
and vulnerabilities had only
edged up.

realized UK banking-system
crisis caused by these risks.

No systemic cyber event
disrupting the UK banking
system is identified in the
notes.

The notes show limited
evidence of actual banking-
system stress from Al by the
end of the period.

The notes do not show that
this became a material UK
banking-system event.

The defaults did not, in the
notes, develop into a broader
banking-system event.

Trade-policy uncertainty
affected valuations and macro
risk, but the notes do not show
a systemic UK banking event
caused by it.

Y2K did not become a systemic
banking disruption, partly
because of extensive
remediation.

These remained relevant
background vulnerabilities, but
the notes do not show a
discrete banking-system event
caused by these long-run debt
dynamics.

The Global Financial Crisis
revealed that these
vulnerabilities were central to
banking-system stress.

Subprime and structured-credit
contagion soon became a
major systemic banking crisis.

system forecast over
the observed horizon.

Not realized. Still a
plausible tail risk, but
not correct as an
observed banking-
system forecast.

Not yet validated. This
appears more like
horizon-scanning than
a realized banking-
system risk.

Not correct as a
realized banking-
system forecast; still an
emerging-risk
hypothesis.

Not correct as a
banking-system
forecast over the
observed horizon.

Not correct as a
realized banking-
system forecast.

Forecasted risk did not
materialize asa
banking-system event,
although mitigation
may explain the
absence of damage.

Not correctas a
realized banking-
system forecast within
the covered horizon.

Major missed or under-
forecast risk. The BOE
saw many ingredients
but under-ranked their
cumulative systemic
severity.

Under-forecast. The
BOE recognized
warning signs but did
not treat them as an
imminent banking-
system threat.
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Category Forecast or note basis Subsequent outcome m

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

3. Not forecast
as significant but
later significant

Institutional distress
and funding collapse
after Bear Stearns

Cumulative search-for-
yield, leverage,
covenant erosion and
illiquid-product risk
before 2007-08

Inflation and interest-
rate regime shift after
2021

Market-based finance
as a major amplifier
before it became
central

Margin dynamics and
liquidity spirals in
nonbank/market
channels

Operational
dependence on public
authorities for legal
continuity

April 2008 noted Bear Stearns’
funding failure and the danger of
negative sentiment toward
banks, but still described the
probability of institutional
distress as only a “slight
increase.”

December 2004 warned that the
search for yield was continuing
and that risk might be
underpriced. December 2005
noted weakening discipline and
possible repricing triggers. July
2006 said vulnerabilities had not
altered markedly.

December 2019, December 2020
and December 2021 emphasized
resilience to severe scenarios,
Brexit, COVID, MBF and China,
but the notes say they did not
center the later inflation and rate
shock.

The notes say MBF vulnerabilities
were often diagnosed but not
always explicitly ranked as
strongly as the evidence
warranted, especially before later
reports made the theme more
central.

Earlier notes did not consistently
elevate margin calls, liquidity
mismatch and nonbank leverage
as central banking-system-
adjacent risks.

Brexit-related notes warned that
firms could not fully mitigate
disruption without state action,
but this risk was often framed as
a legal-continuity issue rather
than a bank-risk-management
vulnerability.

Institutional distress and
wholesale funding collapse
became much more severe
later in 2008.

These vulnerabilities became
central to the crisis through
leverage, illiquidity, structured
products and risk repricing.

Inflation and higher rates
became dominant risks by
2022-24, affecting household
debt-service burdens, company
refinancing, bank funding
costs, asset valuations, and
market liquidity.

MBF proved important in
amplifying market stress,
liquidity pressure and margin
dynamics.

Later stress episodes showed
that margin and liquidity
spirals could threaten financial
stability and transmit back to
banks and core markets.

The episode showed that some
systemic risks depended on
public-sector arrangements
outside firms’ direct control.

Major under-forecast
of severity.

Under-forecast. The
risk was mentioned,
but not forecast as
significant enough for
the banking system.

Missed or under-
forecast macro-
financial regime shift.

Partly missed early;
later corrected.

Under-forecast as an
amplification
mechanism.

Under-recognized as a
limit of private bank
risk management,
though not a realized
banking crisis.

Disclaimer: The views expressed do not necessarily reflect those of the Bank Policy Institute’s member banks, and
are not intended to be, and should not be construed as, legal advice of any kind.
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