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Abstract 

This work is about the possible reforms that could be made to improve the International 

Financial System, in the object to avoid another crisis in the future. Indeed, even if the 

financial markets are now in a similar level as they had before the subprime crisis of 2008, the 

causes of the crisis are still present and another crisis could be possible. That’s why I am 

going to propose several lines of approach to improve the actual system. That’s why I will in 

a first time in my job get onto the subject of the banking which was very criticized after the 

crisis opinion by politicians and popular opinion. Then, in a second part, I will study the case 

of two big factor of instability on the financial market to see how we can improve their use 

and their efficiency. Finally, I will talk about the role of the long term investor which as to be 

in my opinion more important if we want to avoid another crisis.  

I based my work on research on press articles and economics theories which seems to be in 

my opinion the more adapted to the reality of the actual economy. 

 

Purpose 

The goal of my job is to show that adjustments in the regulation of each actor of the actual 

International Financial System could improve it a lot. I used to find these theories a lot of 

researches on articles on the internet but also books of economy to strengthen my ideas. I tried 

to make researches on different type of internet sites and from different countries to be aware 

of more points of view. It was very interesting to see that opinions on websites are very 

different depending on which country they belong. There are also cultural differences in the 

field of economy. At final, I really appreciate to do this work because I was very interested by 

the subject and I tried to do my best to suggest good adjustments to do at the system. 
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1 Introduction: Reforming the International Financial 

System 

The current financial and economic crisis imposes profound modifications. The instability 

inherent to the financial capitalism has expensive consequences, but solutions exist and they 

require a profound reform. This is the subject of this independent work, it presents an 

overview of the various track of reform of the International Monetary and financial System. 

This work as the main goal of find the main theories and the proposals formulated to be able 

to build a more stable and less vulnerable International Monetary and financial System in the 

crisis. We will see that to establish one new economic order, several alternatives are possible. 

 

The financial crisis of 2007-2008 has profoundly modified the global economic conditions, by 

leading a huge economic crisis which is only comparable to the big international crisis of 

1929. The segment of said property loans "subprimes" in the United States is the source of 

this failure of the international finance, until a point of no return reached in September of 

2008 with the bankruptcy of the bank Lehman Brothers, the jewel of the American banking 

system since 1850. By the way, the crisis revealed problems in the structure of the 

international finance, which knew a lot of phases of crisis during more or less a century: crisis 

of 1929, dollar crisis in 1971, crisis of the European Monetary System in 1992-93, Asian 

crisis in 1997-98, Internet crisis in 2000, Argentine crisis in 2001-2003 and subprime crisis in 

2007 are the most important. 

 

The definition of a financial crisis is a period of sudden deflation in financial markets. For me, 

Crisis are endogenous to the International Financial System, and the finance appears risky and 

sensitive to the anticipations. It takes place in spite of some economists had denounced these 

risk like for example Minsky with his theory of the financial instability (on 1986), or 

Greespan with the theory of the risk management. 

The succession of financial crises within the modern capitalism highlights the issue of the 

functioning of the international finance, like every time in the past after one big crisis. Indeed, 

we can talk and quote several plans such as the Glass-Steagall Act in the United States in 

1933 and also some successive agreements of the committee of Basel tried to rationalize and 



Jimmy Guyot Page 2 
 

to regulate the international financial system, in the way to avoid the imbalance and the 

financial crises which have heavy consequences on the real economy: deflation, production at 

half-mast, massive unemployment. The seize of these effect of course depends on the type 

and the intensity of the crisis. Nevertheless there is still crisis. That’s why since 2008 and this 

new crisis, it seems to have a consensus on the necessary to reform the International Financial 

System. 

Several economists and specialists of the international finance try to solve this issue of need 

for regulation, by formulating several reform proposals which could, become a reality in 

terms of public policy or banking regulations. The methods and the relevance of the proposed 

reforms vary according to the author (economist, banker, politician) and the degree of 

regulation that he envisages. Some of them talk about small changes and rules for adapting 

the system but some others authors recommend to reform the system from A to Z. 

In this part, I am going to present the diverse possible paths of reform in the way to revise the 

International Financial System. First we shall see of all the reforms concerning banks and 

regulations of the banking sector, then the proposals concerning the international financial 

architecture, and finally some ways of reflection to modify the institutions which are taking 

part in the International System. 
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2 Reforms on the Banking System 

The whole banking sector was slandered during the crisis. Indeed subprimes are mortgages 

which virtues are very vague: it seems that very often, it allowed structurally uncreditworthy 

households to get into debt in the way to reach the property. The strong risk of defect was thus 

taken into account by the providers of credits; the real estate prices in the United States had 

known a continuous growth during the last years before the beginning of the crisis. Yet the 

real estate market knew a point of reversal, with a very strong price drop in 2006. This 

evolution, led to a crystallization of the criticism towards the banking sector. The vision that 

reforming banks and their job would be enough to clean up the International Financial System 

is debatable but since crisis, most of the political decisions tend to concentrate on this topic, 

maybe because of electoral concerns. Thus, the governments of western countries want to 

show to their population that banks have also to follow some rules. 

Then, we shall see at first the necessity of a macroprudent regulations in a first time, then we 

will see in a second time that the macroprudent regulation as to be a supplement to a 

microprudent regulation, and finally we will talk about a control of the finance by the finance. 

 

2.1 Macroprudent regulation 

The macroprudent regulations were imperative over time as a variable essential to any attempt 

of reform of the International Financial System. The arisen of the current crisis showed the 

insufficiency of a microprudent regulation what is an individualized consideration of each of 

the actors of the financial system (essentially banks), to assure the protection of the private 

individual depositors. The macroprudent regulations don’t have same ends, because it 

includes global measures aiming the whole financial. It’s exactly a question of protecting this 

system against the endogenous instabilities which it presents. These instabilities are on one 

hand due to the cycling nature of the system, which is the growth of phases of bubbles and 

phases of crises of liquid assets. On the other hand, there is the systematic risk, which is a risk 

affecting the financial system in general and which causes are endogenous to the system. 

The reform of the finance thus passes by solving these two weaknesses. It’s very connected to 

the activity of credit practiced by banks, because the macroprudent regulations are a 

continuation of the doctrine of the "risk management" of Alan Greenspan. This one sees in the 
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cycles of expansion and reduction of the credit the cause of the financial cycles and thus the 

succession of crises in the financial system. Besides the credit market became more and more 

independent from monetary variables and the financial crises thus appear more necessarily in 

inflationary contexts. But the implemented policies by Fed and the use of the intervention rate 

were insufficient to avoid the phases of euphoria on the credit market and thus it requires 

complementary regulations of the system, at a global or macroprudential level. 

The macroprudential frame is established with the creation of the Committee of Basel in 

1974, and the recommendations formulated in 1988. The proposals, in agreement with the 

Bank for international settlements, aim at limiting the cycling behavior of the financial system 

and at establishing the stability. One of the results was the ratio Cooke, which imposes on the 

banks to hold at least 8 % of stockholders related with regard to all the outstanding discounted 

bills of granted credits. It was extended by the agreements of Basel II, which are centered 

around three pillars (BIS, on 2003): the minimal requirement of stockholders' equity 

(continuation of the ratio Cooke), the prudent surveillance and finally the discipline of market. 

The regulations in term of minimal capital requirement are the heart of the system instituted 

by Basel and Basel II. 

One of the characteristics of the banking system is the big diversity of his actors: since the 

decompartmentalization of the 1980s, the banking sector sees appearing investors who are not 

banks but who practice the activity of credit inherent to this market. They are investment 

banks, hedge funds, or more generally institutional investors. Their functioning in particular 

the strong leverage effect which characterizes their financing make of them some entities 

vectors of imbalance in the financial system. Furthermore, their activities are connected 

between them and imbricated the one in the other one, what explains partially the speed and 

the scale of distribution of the financial crisis of 2007. Then, in my opinion, rethink the 

subdivision and to redefine the job of banks is thus possible and more important, necessary. 

It can become a reality by a regulating investment banks in the same way as commercial 

banks, or also by incentive mechanisms not abuse of the function of lender in last resort of the 

central banks. Indeed, this function has a pernicious effect, that to present always a last 

chance opportunity in crisis situation of liquid assets for banks. This type of behavior benefits 

to the "serious" banks but also those who took the risky positions. 

An agreement concerning macroprudent regulations must be envisaged at the international 

level and will require to go deeper than the solutions showed by the conference of Basel II. If 
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it happens, cooperation between the concerned economies could be possible. Progresses have 

also to be made in the field of offshore financial centers, which are besides the object of 

reforms. The prudent regulations itself has the goal to control and regulate at all the activity of 

credit. The stake is to limit the procyclic effect of the credit, which is translated by a credit 

crunch in a situation of liquidity crisis. This effect deteriorates the recession: because then 

companies experience difficulties to borrow and to invest. Banks must be incited to don’t 

restrict the credits in a disproportionate way in situation of collapse of the economic activity, 

and to don’t allow too much loans in phases in case of resumption. These ideas could be 

impulsed by redefining the models of risk assessment, their impact and their field of 

consideration. 

Thus, the macroprudent regulation has to incite the actors of the financial market not to take 

decisions too much related to the real economy. If as we saw in this part the macroprudential 

regulation is essential, we have also to talk about the key-role of the macrosurveillance. 

Microprudent regulations appear as an important reform of the International Financial 

System. 

 

2.2 Microprudent regulations 

The question of the microprudent regulations must be treated with the same attention as the 

macroprudent regulations. These two entities form a whole coherent. The microsurveillance 

can define itself as the concrete application of the standards of regulation stemming from 

Basel II: the Three Pillars. Nowadays, the macroprudent regulation is only little developed, 

that’s why it’s with the microprudent that the necessary stabilization of the financial sphere 

can begin. 

The microprudent regulations can be segmented into a requirement of capital and a 

requirement of liquidity, which both ensue from proposals formulated by the committee of 

Basel. 

The requirement of capital become concrete thorough the objective which consists in being 

sure that no bank finds itself in a situation of insolvency (incapacitated total to honor its debts 

with the creditors). This is why the ratio Cooke then the debt ratio of McDonough exists. 

These regulations about capital requirement in banks have the objective to improving the 
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quality, and the transparency of financial products. An international harmonization as well has 

to be done in global level in financial institutions. There is thus well a quality concern, with 

the object to avoid reproducing the errors of the "toxic" products dreaded during the last 

crisis. There is also here the concern of quantity of liquidity, to prevent any situation of 

insolvency where the only solution is then a refinancing by the central bank or a state rescue. 

Another aspect of the requirement of capital is the risk coverage of market. It crosses by a 

stronger reserve of capital required and securitization of transactions The objective is to 

balance the requirements according to the risk.  

The requirement of liquidity recovers by definition the risk for the financial institutions to be 

in position of illiquidity, that is in situation of lack of capital in a temporary way (by 

opposition to the definitive character of the insolvency). This measure is also planned by 

Basel II, but the crisis demonstrated that its application shows itself incomplete. Concerning 

the position of liquidity of banks, it remains largely perfectible, in particular because of the 

complexity of the forecast and thus the supervision in this domain. The objective is to aim 

towards a common regulation on the liquid assets  

Most of famous autors and economist agree about the necessity to combine both aspects of 

regulation on the banking market. The main issue is to be sure that the system and his actors 

can absorb so many changes in the same without putting the whole system in danger and 

increasing the actual crisis. 

Both aspects of the regulations established up to here (macro and micro) find a sense only in 

their application and in the perspective of a renovation of the International Financial System. 

They recover in fact several concrete measures, affecting the various actors of the finance. 

The reform is made necessary by the scale of the crisis, and by the report of a weakness of the 

discipline of market which don’t bring any more the efficiency expected by the orthodox 

theory (auto regulation theory). 

That’s why the stability and the harmonization at an international scale are essential. This is 

exactly this point that I will develop in the next part of my work. 
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3 Build the stability of the international financial system 

3.1 General concept 

Beyond the reform of the banking system, the functioning of the International Financial 

System makes the object of critics. 

Economists' numerous works of the international finance tried to highlight the concepts-key 

and the stakes in the possible reforms. As we will see in conclusion, it remains a distortion 

between the evoked ideas and their translations in concrete policies, because to create a new 

international financial architecture is a process long and presents theoretical and political big 

difficulties. 

Changing the functioning of the international finance requires to question the logic, the 

techniques, but also the function of the globalized economy. Indeed, because of deep 

criticisms to every actors of the International Financial System, why not to reduce to nothing 

the finance and the speculation, or to reduce strongly its impact? The stock-exchange crash of 

2008 achieved record losses, but can it assimilate to a "real" loss of wealth? The world 

economy should have collapsed within hours or in the daytime which followed if such lost 

sums had quite a concrete anchoring in an any branch of the real economy. It means that 

financial are not totally related to the real economy. Nevertheless, the transmission in the real 

economy of the financial crisis took place, with consequences which the western countries 

pay even today and for indefinite duration: with difficulty of solvability, public mass, deficit 

and debts … So it means that the International Financial System contains several facets, with 

some are turned to tangible applications and other facets which are making finance a purpose 

in itself, that’s the speculation. 

The original function of the international finance is to allow and share the resources where 

they are economically necessary, to assure the financing of the global world trade and the 

balances of payments. Nowadays, the international finance has an indirect report with the 

financing of the exchanges and the investments in the globalized economy: financial markets 

follow a speculative logic, and know flows of considerable exchanges between the various 

currencies and the financial instruments, all the time and in any place of the planet. Thus the 

International Financial System knew a deep structural change and became the tool of the 

speculation. This evolution contains several effects, among which some are ambivalent. 
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Leverages, allowed by the speculation, act as a catalyst of growth, but the scale and the 

impact are not the same for all the countries and for all the categories of economic players: 

companies, householders, government services. That’s why the last decades were marked by 

periods of strong growth interrupted by expensive financial crises. In the same time, the 

securitization in the way to protect investors against the risks inherent to the financial titles 

entailed a speculative drift which the crisis of 2008 of which was only the revelation. 

The International Financial System is thus a complex entity, the characteristics of which are 

ambiguous. So it seems that the international finance can’t and must not be put in danger in its 

totality, even if profound reforms seem urgent. 

The stake in this part is to present the reforms having for objective the international financial 

stability. The method consists in trying to plan the financial cycles and to anticipate so the 

phases of reversal, even to avoid them. For that purpose, the financial instruments must be 

better supervised and more readable. The final goal is to create effective and coordinated 

relations between the actors of the financial system. 

During this part, we shall study how derivative can and must be regulated and then, how, in 

parallel what king of legislation should fit to the hedge funds 

 

3.2 Regulation of Derivative products 

Although appeared in the 1960s, the derivate developed in the end of the years 1990 - at the 

beginning of 2000. This technique consists in transforming debts (for example real-estate 

loans) into financial assets, sides on the capital market and thus directly exchangeable. The 

application is made through derivates, serving to protect on risks (non-refund,non-repayment, 

fall in prices), and working in the same way as an insurance policy. Derivates are indicated as 

main persons in charge of the financial crisis because they create some instability within the 

International Financial System. We shall see the unstable nature of this kind of financial 

products. 

Derivates are financial instruments governed by the IAS 39 and constitute one of the main 

financial innovations of the last decades. These products are the tools of the securitization of 

the economy, and form an essential part of the activity of credit of banks. Indeed, the 

increasing needs in capital of the world economy require an inflow of considerable funds. In 



Jimmy Guyot Page 9 
 

an economy of debts the role of banks is thus crucial, in particular in the facilitation of the 

investment for companies and the consumption for the capital. Nevertheless, the only supply 

of basis capital wouldn’t be enough to finance the world growth. This establishes that this 

new kind of financial product remains necessary but we still need to reform them. 

Nowadays, most of the investment banks have their own systems of functioning, their own 

codes what amplifies of so much the complexity of analysis for any supervisor. So that the 

supervision in question is often little present, and investment banks developed their own logic, 

the management of which is open to criticism. 

Investment banks imposed a generative model of risk, where the information is diluted, while 

favoring the volume of credits to the detriment of the quality. This model presents several 

anomalies in the management of the risk, because both the notation and the information about 

the securities are vague and sometimes contradictory. 

In summary, we saw the necessary reform of the securitization by the supervision of derivate 

products. These must be standardized, anchored in an economic logic more than in a 

speculative logic. We need also to regulate in the object to delete the moral chance and the 

potentially dangerous speculation. But beyond, one of the paths of reform is to regulate hedge 

funds who are also actors of instability. 

 

3.3 Regulation of hedge funds: 

Hedge funds are financial actors whose activity is the investment of capital for private 

investors and especially for institutional investors (pension funds, insurance companies). The 

number of hedge fund was multiplied by three between 2000 and 2007, and they managed for 

more than 1860 billion dollars in 2008. Most of them are domiciled in the United States and 

don’t follow any federal law about governing the finance. For me, edge funds are creative of 

systematic risk by reacting in a mimetic and disproportionate way to the situations of stress of 

financial markets. This behavior on the market contributed to the last financial crisis. By the 

use of the securitization (and speculation), hedge fund are vulnerable in the financial cycles 

and undergo important losses in case of reversal of the market. It seems necessary a profound 

questioning of the role of the hedge fund, by establishing an effective regulations. As the 
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supervision of the hedge fund is almost nonexistent, they don’t undergo limitation regarding 

transparency of assets, nor in the scale of the authorized levers. 

The present regulation showed its weaknesses during the last financial crisis. It’s thus 

important to deepen the regulations of the hedge fund, in particular by limiting the 

possibilities of levers. Indeed, hedge funds (and the banks who lend them funds) expose 

themselves to considerable risks during operations involving gains or losses which can affect 

several tens of time the committed amounts.  

Beyond, it’s advisable to force the managers of hedge fund to register and to declare their 

activities with an authority of regulation; but also to incite to the transparency of assets, levers 

of investments, while watching not to violate the bank secrecy. The authors specify that it will 

be effective only in parallel in a regulation of derivates. Finally, even if the costs of 

implementation of such a regulation of the hedge fund can seem considerable, the gain for a 

more transparent Financial System would be even bigger. 

We thus showed the necessary regulation of the hedge fund, by an effective regulation. It 

would allow to avoid the bankruptcies because of disproportionate risk-takings, and to favor 

the international financial stability by limiting the systematic risk. But beyond the regulation 

and the regulations of the actors, which is necessary, it is necessary to encourage the 

emergence of new actors of the international finance, who cause fewer imbalance. It brings to 

rethink the International Financial System, and in particular to favor the long-term investors. 
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4 Reduce the short-termism: the crucial role of the long-

term investors 

4.1 General informations about long-term investors 

The current financial crisis questions seriously the finance such as it developed since the 

1980s and the liberalization of the sector. 

Beyond this question, it’s the whole group of the International Financial System which 

requires to be renewed. But the reforms to regulate the finance don’t have to restrict the 

considerable needs for financing of the globalized economy, in particular the ambitions of 

growth of developing countries and emerging countries. Besides it is necessary to keep in 

mind the high potential of growth of these dynamic countries, probably the financial leaders 

of tomorrow. From then on, how is it possible to delete the weaknesses of the actual system 

(excessive speculation, banking drift) while allowing the finance to bring the resources, in 

particular the savings, which is economically necessary? The solution can be a strengthening 

of the role of the long-term investors. 

First we shall see who are the long-term investors and who could be their role in the 

construction of the stability of the International Financial System, which is an essential part of 

my work about reforming the financial system. 

One of the main ambitions is to reduce the short-termism, is to incite the investors to invest in 

long-term investments. Indeed, one of the characteristics of the institutional investors is to 

place capital in the way to gain a maximal efficiency from it during the shortest possible 

period. This behavior creates today problems, in particular in the large companies which are 

almost subdued of the shareholder capitalism today. The ambitions of the shareholders and 

thus the investors can be contradictory with those of the company. The companies favors most 

of the time the long-term investments like for example in capital and the benefic effects of 

this investment could be long to be seen. There is often a dilemma between the interests of the 

investors on one hand and those of the entrepreneurs and the employees on the other hand. 

But by now, this dilemma is clearly decided in favor of the shareholder because large 

companies are dependent on their stock market price and on signals of profitability they send 

to the investors. However, some institutional investors seem to get closer to the long-term 

vision although they are members of a minority part of them. 
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The main characteristic of the long-term investors is that their liabilities are constituted by 

collective resources; they thus have no responsibility towards individual savers, as pension 

funds have it towards their retired people for example. The strategies of the long-term 

investors are exactly defined by supervisory bodies. This kind of long term investors can be a 

State, a university, an autonomic region or a public financial institution, for example a 

national reserve fund of pensions. Contrary to American type of pension funds, the long-term 

investors don’t put the risk on the householders and private individuals because they 

participate in a socialization of the risks and they can accept themselves a part of the possible 

losses. 

4.2 The different types of long-term investors 

Even if the border between a long-term investor and an institutional investor is sometimes 

very tight, it’s possible to establish a classification of the long-term investors. I am doing it to 

be able to identify the actors who can contribute to create a financial stability.  

First we can talk about the different perpetual funds: 

 Sovereign wealth funds: they represent the major part of the perpetual funds. They 

follow a purely financial logic, but have nevertheless for objective to considerate the 

macroeconomic risks but as well the long-term development of the country of origin. 

Thus, they played in 2007-2008 a big role in the international financial sector, by re-

financing several leading banks weakened by the subprime mortgage crisis. For 

example the Government of Singapore Investment Corporation participated in a $12 

billion contribution to UBS in December, 2007 and, at the same moment, China 

Investment Corporation set 9,9 % of Morgan Stanley's capital. 

 

 The public money of pension systems: These funds allow compensating for the 

financial imbalance of the temporary pension systems owed on arrival retired of the 

births stemming from the baby boom. They aspire to optimize the efficiency on 

investments by limiting the risk. In this case I can talk about the example of the French 

Reserve fund of the pensions which objective is to constitute reserves intended to 

contribute to the sustainability of pension plans. 
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 The funds of university stocks: They have for objective the long-term investment of 

university capital by avoiding at most the risk. The term of these investments is 

generally on indefinite horizon and there is here a real long-term vision and the risky 

speculation is by fact banned. 

In another part, we find institutional investors but not every one of them. First let’s talk about 

pension funds: As seen previously, it’s necessary to distinguish pension funds with services 

defined by those in defined contributions. A pension fund collects the long-term savings of 

the employers and the employees to supply income of pensions. So there is two types of 

pension funds: 

 Pension funds with defined contributions: they aren’t long-term investors, they don’t 

have any commitment to pay income of pensions. They put the risk of investments on 

employees. I my opinion these funds have to be reformed because they create financial 

instability and excessive speculation. Reforms have to direct them to long-term 

strategies. These pension funds should so follow the new accounting standards to 

improve their solvency. 

 

 Pension funds with defined services: they act in an intergenerational mutualization of 

the risk. It means that contracts carries on a defined number of services, in particular 

in term of minimum income of pension. 

Within institutional investors, insurance companies are also following long-term strategies: 

they undergo statutory rules (in particular they have to hold a narrow compatibility in duration 

about assets and liabilities. This fact incites them to favor the little risked long-term assets. 

4.3 Role of long-term investors 

To summarize, we highlighted the various long-term investors who could impulse the revision 

of the finance. They are "patient" investors, they formulate strategies concerning long periods, 

(more than 5 years). They favor regular and reliable investments rather than the highly 

remunerative but very risky speculation. The long-term investors could thus embody the 

future of the International Financial System, on the condition of maintaining a diversified and 

"healthy" assets management. It passes by a consideration of the fundamental values in the 

long-term trends of markets, and in particular by studying the long cycles which take place on 

financial markets. 
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Ideally, I think we should strengthen the long-term investors to the detriment of investment 

banks and especially hedge fund because they are the main vectors of systematic risk. 

 

To conclude this part, we saw from the analysis the reform of the International Financial 

System can’t work efficiency without long-term investors, who already present in the system 

but their role have to be revalued while watching to regulate their smooth running in the time. 

It’s necessary to be sure that the investors can still maintain their strategies of long-term 

investment; it’s also necessary to ban any delegation of the business to the arbitragers (traders 

and speculators) who favor only the short-term profitability. 
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5 Conclusions 

In this thesis, I approached several points of reflection concerning a possible reform of the 

World Financial System. Indeed, our economies are still affected by the crisis of 2008. Many 

countries have difficulty in recovering from it and a new crisis seems possible. The causes of 

the crisis of 2008 did not totally disappear. If the system continues to function without further 

catastrophe, it’s in my opinion only because the players are smiting from the recent crash and 

because the cultural shift. As we saw in this work, all the actors of the system has to be 

regulated and reformed. It’s essential to go towards a finance based on investments of longer 

term to avoid reproducing the same errors. The politicians but also the actors within banks 

and funds have to think of this problem and be more responsible. The main difficulty is to 

find the perfect equilibrium between classic liberal rules that allow the efficiency of financial 

market and the control of this market to avoid one other crisis. 
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