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ABSTRACT 

The growth of industry and economy have been aided mostly by Innovation in finance and technologies. CDOs, MBS which 
formed the base instrument for financial crisis in 2008, in the US markets, followed by expansion oriented monetary policy had created 
the crisis for global economy. Regulators and players have become more cautious on using financial innovations. Financial Innovation 
and the advent of Fintech, bit coin, block chain may impact the future crisis in economy. Ultimately it is the Human-Economy- AI –
Innovation interaction -quad that would shape the contours of the future economic crisis. The aspect of development which are currently 
enabled and the way forward is going to be necessarily being shaped by Innovation in financial markets. Innovation for economic 
development is thus going to be a key factor that can perhaps make our future more sustainable, economically viable protecting our 
resources with growth aspects. The distinction between products and services are getting blured by the day due to new technologies and 
business models on offer. Careful approach to design and adoption of financial innovation products is called for to avoid a GFC. 
  The author have  reviewed the existing body of literature in this regard and shares his perspectives on what could possibly be 
the way Innovation and Global Finance along with  AI would take in our journey to the future and how frequent the GFC are likely to 
be in the future and how the economic recovery therefrom could made more sustainable and beneficial  The author also takes a look at 
the sectors which are likely to be the harbingers of future crisis, and  how to safeguard recovery in society at large. 
 
Keywords: Econonic crisis, Global Financial crisis, Innovation, technologies, Environment, AI, Fintech   
 
1. INTRODUCTION 

The advent of global financial crisis has been a key factor today for all economies in the world and organisations therein. Each 
economy had at one time or another been visited by an economic crisis of one type or another. It is also to be noted that the financial 
landscape today has been highly influenced by technology and become AI driven. With the convergence in tech in the form of ICT, the 
risks have gone up considerably. Further innovations in finance along with emerging technologies in Fintech are a new challenge, the 
outcomes of which are not yet clear to us as of date.  
 

The recent Pandemic has also brought into focus the aspect of innovations and how it is going to aid us in the process of 
economic revival and growth post the pandemic and it is here that we expect possible advent of Innovtions in financial products and 
technology may actually accelerate the process of sowing the seeds of future financial crisis unless of course suitable mitigation effects 
are put in place. These in turn all the more make it imperative for us to focus on effective use and adoption of Innovative technologies 
for development of the economy in the future, albeit with an focus the possibility of a financial crisis always looming in the background.  
 

The author here examines the past literature in this regard, in regard to the global financial crisis and the way innovation will 
affect the society and how economy is going to be shaped up by its increasing role. Innovation in financial products, Technology, AI 
and its effect on the possible creation of new financial crisis in the future, as well as the sectors that are likely to be affected are also 
outlined in brief.  
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2020 Green Stimulus Spending in the World’s Major Economics 

 
The economic hit to the US in 2020 was on par with the global economy, contracting 3.5% according to the most recent 

Bloomberg estimate. While significantly less drastic than the IMF’s April forecast of an 8% contraction, it goes well beyond the 2.5% 
contraction the US experienced during the Global Financial Crisis of 2009. With earlier and more extensive lockdowns, the EU 
experienced a 7.4% contraction in 2020, far surpassing the 2009 hit of 4.2%. 
 
2. REVIEW OF LITERATURE 

Financial products like Options, Swaps, Derivates etc, we use today is so extensive that it has become catalyst for growth and 
economic development can perhaps be done in an effective manner only by recourse to use of technologies, automated computer systems 
which uses algorithm and AI tools and applications extensively. This has wide ramifications across industrial sectors and the general 
economic conditions, for societal growth. Financial products thus become more focused and the central piece that can cause the trigger 
of a GFC in future. Economists, business captains and Entrepreneurs should understand the various dimensions of these prodcuts and 
use them suitably according to their risk appetite and capital base levels. The Regulator needs to be watchful and provide level play for 
the products by participants while not hesitating to take timely measures to step in or prohibit certain market players from exhibiting 
unfair practices. An integrated approach is called to avoid a looming crisis.  The author believes that certain sectors of the Indian 
economy will be highly vulnerable for the crisis to start with. It is thus important for us to ensure that the stakeholders are duly sounded 
the dangers of taking the wrong path of relying too much on financial innovation or the regulators, or the state authorities.    
McKibbin, W. J., & Stoeckel, A. (2009). have examined GFC as a combination of shocks to global housing markets and sharp increase 
in risk premia, household, and international investors in a global model. Their study indicates that the future of the global economy 
depends mainly on whether the shocks to risk are expected to be permanent or temporary. In their view the best representation of the 
crisis may be one where a period of long-lasting negative views about risk is unexpectedly revised to a more moderate scenario, 
suggesting a possible faster recovery of economy. 
Edey, M. (2009), attributes the cause of GFC to the origins in the developed markets of US, UK and Europe, the swings in appetite in 
financial markets for risk and capacity to accept such risk, thus shifting from easy credit to tight credit, associated with loss of business 
confidence, consumer interest, and the way the govts and central bank have taken the steps to deal with same. 
Jeong, K. Y., & Kim, E. (2010), mention that GFCs require more supervision and regulation, to be able to understand the nature of 
crisis from our past experiences. They contend the role of govt is critical where currency and financial crisis are repeated frequently, 
and the institutions created for this purpose have tied up our hands, made the world unable to deal with the pressing issues impacting 
the global economy. According to them appropriate govt intervention could provide a simple solution. 
Moshirian, F. (2011), has discussed the aspect of cross border regulatory differences giving rise to gains, which was not addressed by 
regulations and interventions in relation to GFC. He explains that presence of regulatory arbitrage and lack of suitable cross border data 
related information prevents the global economy from addressing the crisis, discussing the too big to fail concept and votes for an 
internationally integrated financial system which can make the large banks global , in case threatened by insolvency, stresses on 
capturing cross border financial information, in the system. 
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Crotty, J. (2009), critically examines the new financial architecture, and the structural causes of GFC and conclude that brought the 
financial crisis to fore and discuss the possible reforms needed. De-regulation accompanied by rapid financial innovations have given 
rise to powerful boom cycles only to later end up in crisis, and even huge efforts by Govts are not able to stem the crisis, and discuss 
the prospect for future reforms. The over-reliance of administration to control and regulate the markets to stem the crisis rested on people 
who had been opposing regulations and that weakened the US financial and global financial markets. 
Leichenko, R. M., et al (2010), point out to the limited studies done in the context of connections and interactions between climate 
change and globalisation., missing the synergies, relationships etc between these two aspects. They use case of California central valley 
to show the new insights into social vulnerabilities and can inform efforts to respond and adopt both processes. and explain how the 
double exposure framework can be used to understand complex interactions between largescale economic and environmental changes. 
Johnson, S., & Kwak, J. (2012), have discussed the role of innovation in the 2008 crisis and mention that there are dangers of unchecked 
financial innovation, but the political establishment appears not to have learnt their lesson, and unless financial innovations overcome 
existing barriers to financial intermediation, there is little cause to assume that their benefits more than compensate for their costs and 
the risk arising. They stress on the importance of recognizing the benefits and costs of a financial innovation to protect the economy 
from next financial crisis.     
Sveiby, K. E. (2012), have applied the concept of incompetence by Polanyi and the concept of unintended consequences by Merton, in 
the context of radical financial innovations, and state that even the regarded experts in financial industry made serious prediction errors 
repeatedly and the negative effects have increased and single decision by a portfolio manager can spark a crisis, and state that financial 
innovation had become a lot riskier than earlier time. The unintended and undesired consequences are to be duly kept in mind while 
improving the innovation.  
Gummesson, E. (2014), discuss the role of innovation in driving the economy, in the context of GFC., have mentioned that Innovations 
breakthrough innovations are far and between and cannot be increased exponentially, metrics for measurement may be loaded with 
subjective assessments and classification issues. Also, he recommends to focus on innovations by as quantum leaps and day to day 
increments, liberate universities from bureaucratic, financial, political overkill, encourage use of intuition, experience, common sense, 
acknowledging tacit knowledge, and stresses the importance of humanities in curriculum as a balancing factor.    
Nesvetailova, A. (2015), examines the GFC through the lens of emerging theories on shadow banking and contends that the 2007-8 
crisis was the outcome of overcrowded financial channels linking the present and the future, that had become concentrated massively 
due to huge financial values generated but not capable of being sustained, through shadow banking network, and will play a crucial role 
in the future crisis as well. The crisis arose as result of securitisation and financial innovation in debt products and markets, which were 
offered in shadow banking and provides the needed yield to investors and caused the crisis. 
Zouaghi, F., Sánchez, M et, al (2018), have examined the role of differential impact of financial crisis in high- and low-tech industries 
in Spain, using a panel approach for manufacturing firms. the results indicate that maintaining strong internal and external knowledge 
enables firms to mitigate the effects of financial crisis. The study provides valuable inputs to managers to develop strong internal 
knowledge to remain competitive in uncertain and crisis situations. 
Degl'Innocenti, M., Grant, K., et, al (2018) , have applied the developments in Non-parametric frontier analysis, employing the global 
financial centres index to measure the businesss competitiveness of 45centres and their study indicates a positive non-linear relationship 
between financial centre competitiveness, bank stability and innovation capacity levels, suggesting that the bank’s ability to increase 
stability alongside competitive environment contemporary acts as a protection against GFC crisis.   
Brem, A., Nylund, P.et al, (2020) have argued that they find support for moderating impact of globalisation on relationship between 
globalistion and the emergence of dominant design, while evaluating the impact of GFC of 2008 on Innovation. They observed a negative 
impact based on longitudinal patent data from the OECD and found that following the GFC science-based industries have more dominant 
design than other industries 
Dr Naveen Prasadula (2020) Department of Business Management Osmania University in his study examined the relationship between 
foreign institutional investment and firm specific characteristics in terms of ownership structure, financial performance and stock 
performance based on Pre-Corona Virus and Post Corona Virus Scenarios. 
 Roper, S., & Turner, J. (2020), have examined the impact of GFC -2008 on the R&D and innovation in the UK and internationally. 
International studies find strong pro-cyclicity of R&D and Innovation investment in firms, during a recovery and falls in times of crisis. 
Post the Covid -19 period the SMEs have been rendered vulnerable to the sustain the necessary investment in R&D and innovations, 
but there have been studies which mention that the SMEs have better chances of survival, growth and higher profitability In. the context 
of UK they conclude that the UK Govt’s efforts to support liquidity and targeted innovation investment will help them to meet the 
shortfall in R &D and Innovations in 2021. 
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Pre-COVID-19 external finance 
The pre-COVID-19 situation had been similarly grim for net inflows of external finance received by low- and middle-income 

countries. While overall external finance had recovered from a sudden stop of capital flows in 2015 driven by slowing growth in 
emerging economies and stock market turbulence following a devaluation of the renminbi, the USD 2 trillion of total external finance 
observed in 2018 had remained below the 2013 peak  

 
The finance mix and level in ODA-eligible countries differs by income group and region 

 
Note: The values represent averages across the % of GDP levels of the country group members. For the external finance share, this 
average is weighted by GDP. Weighting was not performed for the tax revenue figure to ensure consistency with other OECD 
publications. World Bank classification for income and regional grouping. 
 
Source: Tax revenue based on OECD Global Revenue Statistics Database (2020[9]), IMF World Revenue Longitudinal 
Data (2020[10]) and ICTD/UNU-WIDER Government Revenue Dataset (2020[11]). Official development finance based on OECD 
DAC Tables 2a and 2b (2020[12]). Remittances based on KNOMAD Remittances Inflows (2020[13]). Foreign direct investment, 
portfolio investment and other investment are from IMF Balance of Payments (2020[14]) and refer to net incurrence of liabilities. World 
Bank World Development Indicators (2020[15]) are used to impute missing data on foreign direct investment. 
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3.  DISCUSSION 
The author after having reviewed the above literature review, the current economic and global conditions, believes that given 

the current dimensions of problems in the world we are in, it is essential for us to accept that Financial Innovations are crucial to 
sustainable economic growth and if applied properly can be of good help to Economy and Industry to take the country on the path of 
sustainable growth. However, it is possible that innovations are not without its ill effects, which might as well impact us in ways through 
a financial crisis, the dimensions of which are more than what we can now imagine. A calibrated approach to financial  innovation, 
regulation and intervention is thus called for, along with intervention action in a timely fashion, to avoid any GFC coming . The Financial 
innovations have come here to stay and it is worth making a critical assessment of the same, in the context of a GFC. 
  
Pros of Financial Innovations in GFC 

1. New design, product Innovations may bring into play new class of players and markets, previously not thought of and can increase 
the level of transaction and benefits accruing to all stakeholders. A case in point could be financial innovations products offered 
through Mobiles, online and other modes. 

2. New and active players may give rise to new breed of investors in markets which can bring into picture price discovery 
mechanisms which were not earlier known and thus enable better allocation of resources. 

3. Provides for better resource transfer to investors who are willing to take risks from those who cannot and thus reduce a capital 
allocation problem which otherwise would significantly lock up capital. 

4. Properly validated and vetted financial products before their introduction to markets by the regulators or authorised institutional 
members of the regulator will help in improving the climate of innovation and help for cause of growth and utilisation of capital 
effectively. 

5. Regulators to interact with other economy regulators and share their experiences of new products and outcomes to enable better 
monitoring of the situation and understand the scenarios and ground rules based on which the innovation can be successful. Any 
loopholes in the path should be suitably plugged in and safeguards put to avoid any crisis later.   

6. Test beds or sand box arrangements and simulation beds will help the regulatory to understand the likely shape and contours of 
emerging risk profiles. How far this will be reflecting more of ground realities and likely real events happening in future will be 
a question that currently defies a definite answer. RBI has already given guidelines in this regard in India .UK and Singapore 
frameworks are important for us to understand the advanced sand box framework – that help in testing the products in controlled 
environment. 

7. Technology Innovations in finance products will help in delivering enhanced value and efficiency, help improve risk 
management, generate new brand opportunities, etc. The FCA, UK, and the MAS, Singapore are leaders in this respect. Other 
countries like Australia, Canada, Bahrain, India, Kenya, Russia, are also having regulatory sandbox arrangements.   

 
Cons of Financial Innovations in GFC 

1. Financial Instruments can cause substantial losses to market players and if not protected can bring in systemic risk, defaults, 
bring about a knock-on effect on the economy. 

2. The use of new products arising out of innovation, may be highly complex and can disturb the clear distinction between banking 
and insurance and may go on grey path which risks can be ill predictable, causing a lack of proper understanding by the concerned 
players, not knowing clearly the risks they are taking  

3. New emerging areas like Fintech, Startup innovatioons in financial products, Block chain and Bit-coin are likely to get more 
inter-related or converge over a period of years, due to technology fusion process and this may get difficult for the regulator to 
merely visualise the various possibiliites or outcomes which may arise in future. This can create a real issue. 

4. The principle of Incompetency and the principle of unintended consequences may come into play most likely as in the past and 
it is here that the real risks lie. At present we see no framework by regulator to control these aspects except that the concerned 
players in derivative and options markets are bound by voluntary contract arrangements and that they know the risk they take in 
a given setting of product.   

5. Financial Innovation unchecked, may become a sure recipe for future GFC to re-surface, if precedent examples of CDO, MBS, 
CDS, etc in the recent past of 2008 crisis are considered.  

6. In the Indian scenario the sectors likely to be affected by the developments could be real estate, Financial Services -personal 
loans, credit card portfolio, stressed assets in sectors like Iron & Steel, Major Industries like Chemicals and Engineering, etc 
which got affected due to Structural issues and Covid -19 are likely candidates that can see a crisis. Securitisation would be real 
issue especially in the context of resolution on NPA, using the ARC (Asset restructuring company) route, under the Insolvency 
and bankruptcy code.    
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7. SMEs may need govt support to enable them to invest in innovations and given the evidence elsewhere it is possible that they 
may bounce back to the growth path earlier and strongly as compared to other industries. The govt however may have budget 
constraints to support the same. 

8. The risk of Regulatory watch and govt control can very likely fail like as in the case of many crises that happened in Indian 
markets recently due to bad governance, lack of effective supervision by regulator, greed of promoters, failure to discharge 
obligations by auditors and controllers alike. (e.g., PNB, DHFL, PCMB cases involving defaults on payment for obligations.)  

9. The pandemic induced behaviour may cause excess liquidity thrust into the system by Govt fiat or Regulator’s action based on 
misleading signals, inducing frauds being perpetrated in a range of sectors by intermediaries, market players etc. Sectors 
susceptible in this regard could be cooperative banks, NBFCs (shadow banking –proxy), Real estate, Hospitality etc.     

10. Sudden State or regulatory interventions may results in undesirable consequences-e.g RBI crypto ban. 
11. The correlations of securities in times of crisis may be quite different from that during normal times and regulator usually fails 

to takes this into account, except using some VAR related scenario buildups which perhaps are inadequate to look at black swan 
event.  

12. Extensive use of AI and algorithms can increase the volatility on markets can precipitate crisis easily, thus requiring more closer 
and frequent monitoring by players and Regulator to identify the crisis. The regulator may not have adequate resources to question 
or find out the issues in products –due to the level of sophistication in products introduced by the market players who happen to 
be practitioners.  

13. Mark to market accouting can cause more issues and can trigger a panic in case of crisis in case of downward spiralling of market 
prices. 

14. There is need to impose higher cash collateral requiements for new innovation products, as they may increase the risk for the 
entities. 

15. Regulator should do more stress testing of NBFCs, Fintech tech entities, new products and continuously and periodically monitor 
the eco-system so that the risk of default by any player does not cause a major crisis. Also, more extreme event testing, reporting 
should be encouraged as part of regulatory reporting- which currently is not happening.   

 
4. LIMITATIONS OF STUDY 

The present paper is an exploratory study on the subject of Global Economy in Financial Crisis, its arising and the role of 
financial innovations is being examined. There is no discussion on how the future crisis can be arising and approaches to identify or 
forewarn the concerned stakeholders of an impending crisis,nor any empirical evidence in this regard. However the author’s 
understanding is that the existing body of literature is sufficient enough to warrant the formation of the discussions and conclusions 
reached, as various studies  internationally have identified the linkages between Innovation and its role post the Global financial Crisis  
and these studies have also stressed on the specific need of appreciating and going ahead with caution on accepting new financial 
innovations to avoid increase in volatility in prices of assets in financial markets during crisis. 
 
5. CONCLUSION 

The Implications of Financial Crisis for the Global Economy are to be clearly understood and needs to be constantly kept in 
mind by the various stakeholders, Govt, Regulators and others in the process of granting approvals for new financial instruments and a 
clear evaluation of the risks it creates must first be understood before being accepted by regulators. Regulatory sand boxes are also 
introduced by Central banks across the globe to help in this process. This will help mutual trust build up and at the same time prevent 
markets from getting overheated and avoid mischief by malafide players. It thus becomes all the more necessary to have a better handle 
on how we use financial innovations to avoid any GFC rather than creating one more for our successors in the future.  
 
The crucial aspects of GFC linked with climate change can further accelerate the frequency of GFC happening in future, putting more 
pressure on capital requirements for banks and insurers, creating a possibly skewed risk-reward scenario and current risk pricing tools 
may not be able to capture the cost for the same. Resolving a GFC, in the future can be excruciatingly painful and as always prevention 
is better than cure. Suitable cooperation and exchange on information and data between Central banking authorities globally can perhaps 
increase the mean time between two economic or financial crisis and that appears to be the next best choice available to us to rely upon. 
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