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Abstract

Basel Il and the importance of banking risks, capital
adequacy, global reserve currencies and gold are
increasingly being recognised by G7 and BRICS nations.
How can Artificial Intelligence (AI) companies
collaborate with the Bank for International Settlements
to create open-source Al tools for global banking, thus
alleviating the challenges associated with implementing
Basel 11l regulations through central banks?

Introduction

Basel III consists of a set of international banking
regulations created by the Basel Committee on Banking
Supervision aimed at preventing a repeat of the financial
crisis of 2007-2008 and strengthening stringent standards
for risk management in the global banking industry.' The
importance of banking risks, capital adequacy, global
reserve currencies, and gold is increasingly being
recognised by G7 and BRICS nations.” This article
explores how Basel Il differs from Basel Il and highlights
the necessity for modern lawyers, accountants and Al
specialists to mitigate systemic risks.’

There is an increasing demand for thorough legal and
financial due diligence on banks’ financial statements
performed by international lawyers, global accountants
and Al experts to diminish systemic risks within banks.
Protocols for critical payments and securities transfers
should include manual-only kill switches. The possibility
of international sanctions being applied to an entire legal
jurisdiction compels banks to consider conducting mock
closeout exercises at the jurisdictional level." Moreover,
the article addresses the subsequent questions presented
below.

In a time marked by untrustworthy actors and
geopolitical uncertainty, should banks prioritise ensuring
that their systems have sufficient backups and that key
vendors and third-party relationships are equipped with
alternative providers? Should banks pay particular
attention to verifying that procedures have been practised
for scenarios where transactions need to be redirected
and processes need to be adjusted?

Is it feasible for global banks and the Bank for
International Settlements to require dedicated data centres
in multiple territories to implement Basel 111 regulations
and mitigate cyber fraud? What challenges are putting
considerable pressure on Chinese banks, leading to the
issuance of special-purpose bonds for their support? Do
Chinese banks rely heavily on their government for
assistance? Is there a necessity for increased capital
distribution in emerging markets for the global market to
experience annual growth? Can BRICS+ achieve success
in efforts to reduce reliance on the US dollar globally?

Why banking risk?

Basel III establishes stricter standards for assessing
Risk-Weighted Assets (RWAs), which determine the
amount of capital banks are required to maintain,
including rigorous regulations on credit, market and
operational risk.’ The US Federal Reserve System (Fed)
enforces risk-based capital requirements, ensuring that
banks possess sufficient capital relative to their risk
exposure, which encompasses credit, market and
operational risks.” Enhanced guidelines for counterparty
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credit risk (CCR) require banks to maintain capital for
counterparty exposures, especially concerning derivatives,
repos and other off-balance-sheet items.’

The Fed mandates that banks uphold adequate liquidity
following the liquidity coverage ratio (LCR) and net
stable funding ratio (NSFR), ensuring their ability to meet
both short-term and long-term commitments during times
of market distress.® The BRICS countries are
concentrating on enhancing liquidity management in their
banking systems, ensuring that banks hold high-quality
liquid assets to meet short-term obligations and avert
liquidity crises.’

The Bank of Canada (BoC)" and the Bank of Russia"
(CBR) provide liquidity facilities that allow them to lend
to commercial banks and financial institutions while
addressing short-term liquidity challenges. The Bank of
England (BoE)"” mandates that banks maintain enough
liquid assets to manage net cash outflows for a 30-day
stress scenario.

The South African Reserve Bank (SARB) imposes
liquidity regulations on banks, including the LCR, which
ensures that banks possess high-quality liquid assets and
can honour their short-term commitments.” An Al system
can alert a bank if its LCR drops below 100% because of
unforeseen deposit withdrawals, prompting swift
corrective measures.

Larger systemically important banks (SIBs) are crucial
to maintain extra capital reserves to prevent their collapse
from causing widespread repercussions on the global
financial system. The Fed and the Deutsche Bundesbank
(Bundesbank) identify and oversee systemically important
financial institutions, which are significant financial
entities whose downfall could threaten the economy of
the western world. These institutions face more stringent
regulatory obligations, including increased capital buffers
and stress testing."
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The BoE" enforces additional capital prerequisites for
SIBs to mitigate the risk of their insolvency and require
them to maintain more capital to cover potential losses.
Other international banks undergo various stress
assessments to ensure their resilience against extreme
financial or economic disturbances. The Fed and the BoC"
mandate that banks oversee counterparty risks,
particularly those stemming from derivatives, loans and
interbank transactions, which aids in diminishing systemic
risks that come from the interconnectedness within their
financial systems. The Bundesbank, in collaboration with
BaFin (Germany’s financial supervisory body), is tasked
with monitoring and alleviating systemic risks in the
banking sector, focusing on curbing excessive risk-taking
and ensuring that German banks are robust against
shocks."

The Bank of Japan (BolJ) evaluates risks associated
with its financial system and enacts strategies to address
these risks."® Central banks of BRICS member countries
are charged with observing systemic risks and applying
macro-prudential measures to sustain financial stability.
BRICS promotes the exchange of information and
collaboration on risk management strategies.” The
People’s Bank of China (PBC) oversees systemic risks
in the Chinese banking sector and enforces stringent
policies to address these risks and evaluate the stability
of China’s financial system, including its weaknesses.”

The Fed and the BoC™ function as the lender of last
resort, offering emergency loans during periods of
financial strain to banks experiencing liquidity issues and
to avoid bank runs that could lead to widespread financial
turmoil. Throughout the 2008 financial crisis and the
COVID-19 pandemic, both the Fed and the BoC”
launched emergency lending initiatives to ensure the
stability of their banking sectors.

During periods of significant economic hardship, the
Fed and the BoC implement quantitative easing (QE) by
buying government bonds and various financial assets,
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such as securities, to increase liquidity in their economies,
reduce interest rates and bolster financial markets.” The
BoC modifies interest rates (by decreasing them) to
control inflation, stimulate economic growth and ensure
financial stability, as demonstrated throughout the
COVID-19 pandemic.™

Alongside overseeing banks, the Fed, the BoE and the
BoC also keep an eye on wider financial markets, such
as shadow banking, derivatives trading, housing, equities,
credit markets and asset bubbles that may threaten
financial stability.” The BoC assesses risks arising from
housing trends, consumer debt and various
macroeconomic elements that could destabilise its
financial system. BRICS emphasises the significance of
risk management strategies in the banking sector,
particularly in managing operational risks like
cyber-security threats and adherence to regulations.

The Reserve Bank of India (RBI), the BoE, the Banque
de France (BdF), the Bank of Italy (Bol), the BoJ, the
Banco Central do Brasil (BCB), and the Bundesbank
ensure that their financial institutions are mandated to
maintain systems and controls for handling operational
risks, including cyber-attacks, compliance breaches and
fraud.” Consequently, an increasing demand exists for
global Al firms to collaborate with the Bank for
International Settlements in developing applications and
internal security frameworks aimed at safeguarding
against online fraud through dedicated Al managers,
overseeing an international bank’s clientele and payments
via a nation’s central bank.

The BoE” and the BoJ oversee the resolution
framework, ensuring that in the event of a bank failure,

failing banks, known as the single resolution mechanism,”
which guarantees that bank failures do not lead to major
taxpayer expenses or instability in the financial system.”

Capital adequacy and Basel lll

Capital adequacy refers to the requirement for banks to
maintain a minimum level of capital to withstand losses
and avoid insolvency or bankruptcy.” The European
Central Bank’s single supervisory mechanism’ oversees
the primary mistakes of systemic banks in the Eurozone,
while the Bundesbank plays a significant role in
supervising smaller banks in Germany. Global central
banks are urged to adopt the Basel I1I framework,” which
establishes minimum capital standards for banks.

Al companies have the capability to establish online
platforms that facilitate mandatory Basel III assessments
for global banks via their central bank, thereby enhancing
the necessity for the Basel III framework. The World
Bank and the International Monetary Fund may assist
these Al companies in the obligatory implementation of
the Basel III framework before providing loans or grants
to any nation.

Basel I1I has intentionally increased the required capital
that banks must hold. Banks are now mandated to
maintain a minimum common equity Tier 1 capital of
4.5% of RWAs and Tier 2 capital totalling up to 8% of
RWAs.” Banks in Brazil, China, South Aftrica and India
must uphold higher Tier | capital ratios in their respective
nations if the minimum requirements set by the BCB, the
PBC, the SARB or the RBI exceed those of Basel III
during an economic cycle.”

Additionally, an extra buffer of approximately 2.5%
of RWAs is designated to absorb losses during times of
financial strain, leading to an overall Tier 1 and Tier 2
capital adequacy ratio of 10.5%.” Moreover, national

it can be managed in an organised manner without relying
on taxpayer funds or causing significant disruption to the
financial system. The Bundesbank and the BdF play a
role in the European resolution framework for managing
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regulators can impose a countercyclical additional capital
buffer” of up to 2.5% of RWAs (known as the capital
conservation buffer by the Fed) during times of significant
credit growth to safeguard the banking sector against
periods of excessive credit expansion.

Basel 111 established a minimum leverage ratio of 3%
of RWAs to serve as a supplementary measure to the
risk-based capital requirements.” This ratio assesses a
bank’s capital relative to its total assets, without applying
any risk weights. The BRICS nations have begun
exchanging best practices and regulatory insights to fortify
their banking systems and improve capital adequacy
standards among member countries.™

Al has the capability to forecast cash flow requirements
and liquidity pressure situations by employing time-series
analysis and natural language processing (NLP) to assess
market sentiment or regulatory shifts. This enables banks
to sustain their LCR (adequate high-quality liquid assets
to address 30-day outflows) and NSFR (reliable funding
for long-term assets). Al is capable of suggesting the
conversion of short-term obligations into longer-term
instruments in order to satisfy NSFR requirements.

The Fed, the BoE, the Bundesbank, the BdF, the Bol,
the BoJ, the Central Bank of Brazil, the CBR, the RBI,
the SARB and the BoC perform routine stress tests on
banks to evaluate their capacity to handle economic crises.
These stress tests protect global financial institutions by
ensuring they have sufficient capital to keep operating
during significant economic downturns.”

“With $ 209 billion in assets, [Silicon Valley Bank] was just one-
eighteenth the size of JPMorgan Chase, the nation’s largest. Still,
Wall Street was rattled by SVB’s abrupt end. ... Investors are starting
to shy away from some similar institutions.”

- The Washington Post, 10 March 2023*

Gold standard

Under Basel III, gold has been assigned increased
importance in banking regulations. Specifically, gold has
been reclassified as a Tier 1 asset (previously classified
as a Tier 3 asset), indicating that it is regarded as a secure,
liquid asset that can be utilised to fulfil capital adequacy
requirements.” This shift enhanced the significance of
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gold as a reserve asset, allowing banks to incorporate it
into their liquidity reserves, which could affect its
utilisation in international banking systems as a means
of preserving value and as a financial reserve.

The Fed possesses one of the most substantial
collections of gold reserves globally, yet gold is no longer
a central element in US monetary policy or the valuation
of the US dollar. While gold continues to be an important
component of the Fed’s reserves, mostly held at New
York, it is no longer utilised to support the currency.”
The US dollar became a fiat currency in 1971 when
President Nixon discontinued the gold standard.”

The PBC has built significant gold reserves over time,
positioning itself as one of the world’s largest gold
holders. Although China does not adhere to a gold
standard, the PBC perceives gold as a crucial aspect of
its foreign reserves. Gold signifies its approach to
strengthening financial stability (both in China and the
UK) and decreasing reliance on foreign currencies. The
PBC routinely acquires gold from both domestic and
international markets to enhance its reserves, reflecting
its dedication to upholding a robust and diversified reserve
portfolio."

The BoE serves as one of the world’s largest custodians
of gold reserves, safeguarding not only its own holdings
but also those belonging to various countries, central
banks and institutions. Throughout history, the UK
adhered to the gold standard, with the BoE playing a
pivotal role in overseeing this system.*

The BdF and the Bundesbank possess some of the
largest official gold reserves in the world, with a
substantial number of tonnes kept in their vaults. Germany
is second only to the US when it comes to national gold
reserves. This gold constitutes an important portion of
the Bundesbank’s foreign reserves.” In contrast to several
other central banks, the BdF has reliably retained most
of its gold reserves in its own vaults, especially at its
headquarters in Paris, thereby ensuring complete control
over this vital asset.”

In the past few years, the Bundesbank initiated a
significant repatriation of a portion of its gold reserves
from overseas storage locations, such as those in the US

3 Basel Committee on Banking Supervision, “Countercyclical capital buffer (CCyB)” (18 October 2024), Switzerland: Bank for International Settlements, Attps://www.bis
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and France, bringing them back to facilities in Germany.
This action was taken to enhance public confidence and
ensure greater transparency.”

The SARB maintains gold within its foreign reserves,
highlighting South Africa’s historical importance as a
leading gold producer.” The CBR, BCB and RBI* are
recognised for their significant gold reserves, which they
have been consistently expanding over the years. The
CBR, SARB and RBI consider gold an essential
component of their foreign reserves, ensuring financial
stability (which includes the stability of the Indian
economy) and lessening dependence on foreign
currencies, particularly in light of geopolitical conflicts.
The CBR, SARB and RBI frequently acquire gold from
local miners and the global market to strengthen their
reserves, regarding gold as a secure asset that can improve
the nation’s financial robustness.

Despite the discontinuation of the gold standard, gold
continues to be an essential element of global financial
security, and the BoE contributes to upholding the systems
for gold trading and storage. Although gold is not
involved in daily monetary operations, central banks such
as the Fed, the BdF, the Bundesbank, the BoE, the PBC,
the SARB, the BCB, the RBI and the CBR hold it as a
means of value retention and a safeguard against the
devaluation of the US dollar, euro, UK pound, renminbi,
Russian ruble, South African rand, Brazilian real or Indian
rupee, or against financial instability.™

The BoJ possesses comparatively modest gold reserves
in relation to other central banks, with gold making up a
small fraction of its overall foreign reserves. This is in
contrast to BRICS nations, which hold substantial
amounts of gold as a key element of their reserves. While
gold is not a central aspect of the BoJ’s monetary strategy,
it is still regarded as a means to preserve value and a
safeguard against inflation and fluctuations in the
Japanese yen. The BoJ might participate in gold-related
transactions, but its main emphasis remains on managing
foreign exchange reserves via currency and government
bonds.”

As 0f2016, the BoC had disposed of nearly all its gold
reserves. This move stemmed from the bank’s conviction
that foreign currency assets offer greater liquidity and are
more efficient for overseeing Canada’s monetary policy
and foreign exchange requirements. The BoC’s strategy
for managing reserves focuses on foreign currency assets
(including US dollars and euros) instead of gold,
highlighting the importance of liquidity and practicality
in ensuring financial stability and adapting to market
dynamics.”

Global reserve currency

The policies of the US Fed significantly impact the US
dollar, which serves as the primary global reserve
currency.” This is a result of the immense size and
strength of the US economy, the stability of the dollar
and its role in international trade, finance and central bank
reserves.” The Fed’s measures, including changes in
interest rates, QE and open market operations,
significantly impact global financial markets because of
the vast international transactions and foreign exchange
reserves that are predominantly in US dollars. In times
of financial crises, the Fed has supplied liquidity to
foreign central banks via dollar swap lines,” thus
guaranteeing that international financial markets can
access US dollars and helping to stabilise the global
financial system.

Many nations and companies take out loans in US
dollars, creating a reliance on the policies of the Fed,
since changes in interest rates or liquidity can impact the
entire world.” Basel 111 does not explicitly tackle global
reserve currencies like the US dollar, but it influences
currency markets by enhancing the stability of the
international banking system. The Basel regulations
improve banks’ resilience to economic shocks, which in
turn affects global liquidity and the movement of
currencies.™

The euro’s monetary policy is overseen by the
European Central Bank, and the euro ranks as the second
most commonly held global reserve currency following
the US dollar.” The Japanese yen is also a significant
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global reserve currency, coming in behind the US dollar
and the euro regarding the total global reserves held.”
The renminbi has gained greater acknowledgement as a
global reserve currency over the past few decades, and
the PBC is proactively encouraging the renminbi’s
international use, primarily through initiatives such as
the Belt and Road Initiative.”

The British pound is included in the basket of Special
Drawing Rights (SDR) established by the International
Monetary Fund (IMF), alongside the US dollar, euro, yen
and renminbi. The inclusion of the renminbi® in the IMF’s
SDR basket has enhanced its status as a global reserve
currency, with several BRICS countries (excluding India)
promoting an increased role for the renminbi in
international trade.

One of BRICS’s objectives is to lessen dependence on
the US dollar in global trade and finance. The member
nations have looked into utilising their local currencies
for trade transactions to enhance financial independence.
BRICS countries have entered into bilateral trade
agreements and currency swap deals, enabling the use of
local currencies (such as the Brazilian real, Russian ruble,
Indian rupee, Chinese renminbi and South African rand)
for trade and investment purposes.®

Many banks in BRICS nations (excluding those from
Russia) primarily rely on the US dollar as their core
currency base, but they aim to progressively transition to
other currencies from emerging economies, such as the
renminbi, Indian rupee, Brazilian real and South African
rand. The emphasis of Basel 11 on risk management and
capital adequacy supports the stability of banks involved
in foreign exchange and reserve currency management.

Conclusion

The BIS has the authority to provide recommendations
for Al implementation in relation to Basel compliance,
promoting uniformity across different regions. For
instance, it could establish a standard for validating Al
models to avoid over-fitting or bias in estimating risks.
The central banks of Japan and India have made sure that
their banks adhere to even more rigorous regulations
beyond the Basel requirements, consequently lowering
their risk of insolvency, bankruptcy and capital demands.

Experts in Al and firms specialising in accounting and
law assist banks and regulatory bodies in forecasting
impending bankruptcies or financial distress within a
bank or nation. Al can leverage predictive analytics to
modify capital buffers in real-time, helping banks to
surpass the Basel III countercyclical capital buffer
(ranging from 0 to 2.5% of RWAs) during periods of
economic growth in anticipation of possible downturns.
It is crucial for Al companies to partner with the Bank
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for International Settlements to develop open-source Al
resources for banking worldwide, thereby supporting the
implementation of Basel III regulations through the
central banks of various countries.

In recent times, the rapid advancement of research and
the practical application of emerging computing
technologies, such as digital innovations, have been
reshaping financial operations and introducing new risks.
For instance, concerning the next wave of computing
technology, advancements in quantum computing are
underway. If quantum computers become operational,
they could potentially offer financial solutions that surpass
those available through current computing systems, while
also jeopardising the security of public key encryption.
Global banks should prioritise ensuring that their systems
have triple sets of backups and verification systems in a
market which is increasingly being dominated by Al
systems and third-party risks.

Among the various tools that are available, the authors
argue that any of the following approaches could
successfully tackle a failing bank:

. A settlement proposal or bail-in from other
banks and private entities (in accordance
with the bankruptcy laws of the respective
nation) that adheres to Basel 11 guidelines;
or

. The sale of a troubled bank and all its
operations (through competitive bids) to a
major private or public sector purchaser
that employs a significant number of
permanent staff and Al or quantum
computer experts in the country where the
bank operates; or

. The transfer of a failing bank and all its
functions (through a banking mediation
process facilitated by the central bank) to
an asset management company under the
oversight of that country’s central bank and
cyber fraud management experts; or

. The acquisition of a failing bank and all its
functions by the Central Government or
monarch (via its central bank).

These approaches can be applied to traditional
too-big-to-fail banks. Al-driven simulations, such as
Monte Carlo models or agent-based modeling, can
improve the stress testing standards of Basel III by
simulating extreme but likely scenarios, ensuring that
banks are capable of withstanding losses during financial
downturns.
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A detailed examination of the financial conditions of
firms that have defaulted reveals that the default rate
among financially vulnerable firms has been increasing
recently—specifically those with relatively low cash
reserves and those experiencing operational losses
alongside insolvency. Central banks have the authority
to require audits of Al models to verify that banks’ risk
forecasts comply with Basel standards, along with the
ability to enforce penalties or corrective measures for
failures to comply (such as capital deficiencies or
breaches of LCR/NSFR).

The ruling by a court in Hong Kong represents a
notable event in the downturn of China Evergrande, which
holds the title of the world’s most indebted real estate
firm. The court’s decision to initiate the company’s
liquidation came after it officially defaulted, creating
ripples in the Chinese financial sector. Al models (such
as random forests and neural networks) can evaluate
borrower information (including credit scores, repayment
history, and economic indicators) to forecast default risks
with greater precision than conventional models.

NLP can derive insights from unstructured data, such
as news articles and social media, to evaluate the
creditworthiness of borrowers or identify sector risks, in
accordance with Basel’s framework. Al can detect early
warning signs of loan defaults, allowing banks to
proactively modify RWAs and capital reserves. By
examining correlations among various asset classes, Al
can forecast market downturns, ensuring that there is
sufficient capital to cover market risk exposures.

However, the authors believe that this reliance on
governmental support introduces a significant systemic
risk. In the case of a widespread banking crisis, which
the authors foresee as a possibility, the government may
struggle to meet all the commitments it has made, leading
to financial instability. At present, China is experiencing
deflationary trends, with a drop in consumer prices that
could adversely influence the demand for goods and
services from other countries, affecting global trade
patterns and economic growth. The potential fallout from
a banking crisis in China could be far more severe than
that of the US subprime mortgage crisis of 200708, given
the extensive size and interconnectedness of Chinese
banks in the global financial system.

Foreign loans make up approximately one-third of
Japanese banks’ loan portfolios, making these institutions
vulnerable to international financial and economic trends.
Worries about potential adverse effects on foreign
economies and the risks associated with corrections in
foreign real estate markets have influenced this lending
approach. Despite an increase in non-performing loan
ratios and credit cost ratios due to the downgrading of
some significant borrowers, the foreign credit risk for
Japanese banks has remained low, as the proportion of
investment-grade loans continues to be high. The
loan-loss provision ratios for Japanese banks have

remained relatively elevated, in part due to an uptick in
loan-loss provisions that reflect the correction in the US
real estate sector and proactive loan-loss provisioning
practices.

At the same time, the environment for US dollar
funding has stayed consistent, although the costs
associated with dollar funding have remained elevated
due to the cumulative impact of increasing US short-term
interest rates. Japanese banks’ dollar funding premiums
have shown stability. Although interest rates for
dollar-denominated deposits at major banks have also
increased, this rise has been less pronounced compared
to loan interest rates, in part because local US banks have
limited the pass-through of interest rate increases.
Furthermore, the recent indication of the tariff imposition
by the US in various countries could affect the volatility
of financial markets globally thereby destabilising a
country’s economy and may lead to potential credit risks
for its domestic banks.

Altools are essential for global banks to uphold capital
adequacy standards as mandated by Basel I1I or to boost
reserves during times of crisis. Conversely, there is an
increasing demand for enhanced capital distribution in
emerging markets such as China, India and other
promising island nations. Al models, including machine
learning algorithms, can evaluate both historical and
current data (such as loan performance, market conditions
and macroeconomic indicators) to enhance capital
allocation.

By analysing credit, market and operational risks, Al
can predict RWAs with greater precision, helping banks
to comply with Basel’s minimum capital requirements.
Central banks or governments in China, India and other
island nations should refrain from acting as the lender of
last resort for their major banks, as Basel regulations
reinforce these banks by ensuring compliance.

The RBI possesses effective QE monetary policy
instruments to augment the money supply and alleviate
financial conditions during economic challenges like
Covid-19, which lowered interest rates when the nation’s
economic growth had stagnated. In India, the rising
demand for loans is indicative of merger and acquisition
(M&A) activities and the need for real estate-related
financing, alongside increasing working capital
requirements as economic activity rebounds. There has
been a continuous rise in loans to both large and medium
enterprises as well as small businesses in India.”
Additionally, lending to real estate firms and a variety of
other sectors, including construction and information and
communications, has increased, which is reflective of
ongoing M&A transactions in India.

BRICS+ countries have made notable progress in
promoting the international use of their currencies in
recent years. The key advancements observed over the
last four to eight years are evident in the growing share
of major BRICS currencies in global payments via
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SWIFT. Although this increase, starting from a minimal
base, does not constitute an immediate and direct
challenge to the dominance of the US dollar, BRICS+
could potentially rival specific local currencies in the
future. For example, currencies such as the renminbi, the
UAE dirham and the Indian rupee have been employed
for the settlement of energy imports.

Indian refiners are executing payments for Russian
crude oil in rubles. Nevertheless, a strong competitor in
this context is the renminbi, which has outpaced the dollar
as the primary foreign currency used in Russia’s
international trade and domestic foreign exchange market.
In the international commodity markets, the prices of
crude oil have recently fallen, primarily due to concerns
regarding economic slowdowns in both the US and China,
although there was a temporary rise in prices amid
heightened tensions in the Middle East. Meanwhile,
natural gas prices have increased as the market’s focus
has once again turned to geopolitical risks linked to the
situation in Ukraine.

Although BRICS+ holds significant global foreign
exchange reserves held by central banks, it is unlikely
that this will greatly enhance the trend of dedollarisation
worldwide. Gold appears to be the most promising
alternative to the US dollar for this group. While BRICS+
countries are increasing their gold purchases, it makes up
only about one-tenth of their central bank reserves.
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The possibility of global diversification towards
BRICS+ currencies, even in a synthetic form, is limited
due to the relatively low external liabilities of its member
nations. As a result, the dedollarisation of global foreign
exchange reserves is expected to primarily advantage
developed markets like Japan and the UK over emerging
markets. Gold reserves alone cannot dictate the status of
a fiat reserve currency like the US dollar, as gold’s value
tends to manifest primarily during economic crises and
does not appreciate during periods of economic growth.
Al is capable of identifying atypical transaction
behaviours, which helps minimise losses from cyber
threats or internal fraud.

AT has the potential to transform Basel compliance by
improving capital and liquidity management, accurately
forecasting risks and enabling banks to endure financial
challenges. In the case of private banks, Al enhances the
quality of capital, upholds compliance with LCR/NSFR
and facilitates continuous monitoring. BIS and central
banks are essential in establishing standards, supplying
data, enforcing adherence and coordinating national
frameworks with international best practices. By
promoting the use of Al while tackling issues such as
model risk and regulatory fragmentation, they can ensure
that Basel regulations remain relevant in the face of a
swiftly changing financial environment.
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