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1. Synthesize the assessments of five reputable institutions – the IMF, BIS, FSB, BoE, and ECB
– on how AI may pose risks to financial stability.

2. Categorization of risks and own assessment.

3. Empirical study.

Contribution
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Bank of England (Bank of England & Financial Conduct Authority, 2022)

ECB (Leitner et al., 2024)

BIS (Aldasoro et al., 2024)

IMF (IMF, 2024)

FSB (Financial Stability Board, 2024)

1. Consensus on AI’s transformative potential

2. Limited consideration of AI’s indirect effects

3. No/little on categorization

Main risks identified

Source: OeNB.
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2. Herding and Market Correlation

3. Cyber risk

4. Supplier concentration

1. Model Opacity
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AI risks to financial stability

Due to internal or external use?

Internal use External use

Does the risk arise on idiosyncratic or systemic level? Is the effect a direct consequence of AI use?

direct indirectidiosyncratic systemic

e.g. cyberattacks /
fiercer competition

e.g. effects on debtors:
firms, HH, sovereigns

e.g. opacity /
jailbreaks

e.g. herding /
market concentration

Attempt at categorization (I: horizontal)
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Test scores of AI systems on various capabilities
relative to human performance
Within each domain, the initial performance of the AI is set to –100. Human performance is used
as a baseline, set to zero. When the AI’s performance crosses the zero line, it scored more points
than humans.

Edit capabilities

Data source: Kiela et al. (2023) – Learn more about this data
Note: For each capability, the first year always shows a baseline of –100, even if better performance was
recorded later that year.

Table Chart
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HHuummaann  ppeerrffoorrmmaannccee,,  aass  tthhee  bbeenncchhmmaarrkk,,  iiss  sseett  ttoo  zzeerrooHuman performance, as the benchmark, is set to zero

ooff  eeaacchh  AAII  ssyysstteemm  iiss  nnoorrmmaalliizzeedd  ttoo  aann  iinniititiaall  ppeerrffoorrmmaannccee  ooff  ––110000of each AI system is normalized to an initial performance of –100

Reading comprehension
Image recognition
Language understanding
Handwriting recognition
Speech recognition
Predictive reasoning

0. „AI-Winter“
AI-Disappointment

1. AI moderate

2. Fast and powerful AI

3. AGI / SI
Artificial General Intelligence /
Superintelligence

4 Scenarios:

We follow the recommendation of Korinek & Suh (2025)
by addressing the uncertainty with a scenario-based
approach

Attempt at categorization (II: scenario approach)

https://ourworldindata.org/
https://ourworldindata.org/grapher/test-scores-ai-capabilities-relative-human-performance
https://ourworldindata.org/grapher/test-scores-ai-capabilities-relative-human-performance
https://ourworldindata.org/grapher/test-scores-ai-capabilities-relative-human-performance
https://ourworldindata.org/grapher/test-scores-ai-capabilities-relative-human-performance
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Welcome, ❤ you are already living it!

Main risk: deepfakes.

"information bombs"

Scenario 1: AI moderate scenario
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productivity = output/input

A productivity shock can lead to ...

More Output Less Input structural transformation

voluntary involuntary

Scenario 2: Fast and powerful AI
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Tail Event. Chow et al. (2024).

AI-Revolution not like Industrial Revolution, but like
Manhattan Project

Alignment problem becomes central (AGI alignment)

Mitigation: All bets are off. Beyond remit of financial
stability institutions.

Scenario 3: AGI / SI Artificial General Intelligence /Superintelligence
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Capex of selected Techgiants
in bn USD.

Source: FT and Base Hit Investing.
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Importance of the Wealth Channel
in % of US household total financial assets

Source: FRED & Bloomberg.

Share Tech (rhs) Equity to Financial Assets(lhs)
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Scenario 0:  AI Winter
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How do advances in AI change the market’s view of banks’ future earnings?

Are there differences

between European and US banks?

smaller and larger banks?

Two appraoches:

1. use NVIDIA stock as proxy (after controlling for confounders) for AI advancement

2. event study: look at stock market performances after positive AI surprises:

release of GPT-3.5 in November 2022,
the release of GPT-4 in March 2023,
the preview of o1 in September 2024 and
the release of DeepSeek-R1 in January 2025

Empirical Study
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Data:

Daily stock market data from 2018-01 to 2025-02 for the European market and to 2024-12 for the US market.

75 US and 54 European publicly traded banks

Approach:

for each bank, estimate

where  is the vector of control variables encompassing the Fama-French three factors (US and Europe
separately) and the daily bitcoin return.

stocki,t = βinvidiat + Xt,iγi + αi + ui,t

Xt,i

Nvidia proxy (I)
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Result:

→ no significant effect for US banks, but a small positive effect in Europe, more pronounced for larger banks.

→ regression of regressions: Are smaller banks affected differently?

Nvidia proxy (II)
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ARj,t = Rj,t −  E (Rj,t∣∣marketj,t)

Event study
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International bodies tasked with financial stability stress the risks of model opacity, herding,
cyber risk and supplier concentration.

Our approach categorizes risks according to four scenarios. The more powerful AI becomes and
the faster it does so, indirect effects on banks’ debtors will dominate.

a society adaptive to the new technology is in a better position to channel the productivity
growth into more output. Ultimately, such a stance will benefit financial stability.

Empirics: mixed evidence. Market seems uncertain too. Smaller European banks rather
negatively affected.

Conclusions
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