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The study of risk occupies a central place in finance because financial systems, 
institutions, and markets are continually shaped by uncertainty. Yet the sources 
of uncertainty that matter most to investors, policymakers, and financial insti-

tutions are not static. Over time, changing technologies, evolving market structures, 
geopolitical developments, demographic trends, and regulatory environments create 
new challenges for risk management and decision making.

This special issue focuses on emerging risks: risks whose importance is increas-
ing because of structural changes in the economic, technological, political, or financial 
environment. While emerging risks often attract attention because they are new, their 
greater significance lies in their potential to challenge existing assumptions, create 
new transmission channels, and expose vulnerabilities that may not be fully captured 
by traditional analytical frameworks.

The objective of this special issue is not merely to identify emerging risks, but 
to advance understanding of how they can affect investment decisions, institutional 
resilience, financial markets, and public policy. The collection brings together con-
tributions from researchers and practitioners representing universities, financial 
institutions, regulatory organizations, and independent research institutions. The 
articles examine a range of topics including currency risk, geopolitics, geoeconom-
ics, pension systems, infrastructure investment, supply-chain networks, artificial 
intelligence, and financial regulation.

Although the topics vary considerably, several common themes emerge. Many of 
the articles challenge long-standing assumptions that continue to shape investment 
practice and policy discussions. Others illustrate how risks increasingly propagate 
through interconnected economic, financial, technological, and institutional systems. 
Together, the contributions demonstrate why understanding emerging risks requires 
analytical approaches that extend beyond traditional disciplinary and organizational 
boundaries.

The special issue begins with two articles that revisit the role of currencies and 
international financial markets in portfolio construction. In “Optimal Currency Exposure 
When Interest Parity Fails,” Luis M. Viceira and Sally Shen examine how investors 
should manage currency exposures when traditional assumptions about interest 
parity no longer hold consistently in practice. The authors develop a framework that 
treats currency exposure as an integral component of portfolio construction rather 
than a purely mechanical hedging decision. Their findings have important implications 

The Journal of Portfolio Management  |  1



Emerging Risks 20262  |  Editor’s Introduction for the 2026 Special Issue on Emerging Risks

for global investors seeking to manage both risk and return in increasingly complex 
international markets.

In “The End of Crisis Insurance? Reassessing the US Dollar and the Case for 
Currency Hedging,” Wei Opie and Steven J. Riddiough reconsider one of the most 
enduring assumptions in international investing: that exposure to the US dollar 
provides reliable protection during periods of market stress. Against a backdrop of 
geopolitical and economic change, the authors examine whether investors should 
continue to rely on the US dollar as a source of crisis insurance and explore the 
implications for strategic currency-hedging decisions.

The next article extends the discussion of currency risk by highlighting its interac-
tion with portfolio hedging strategies. In “The Hedging Cost of Forgetting the Exchange 
Rate,” Beatriz de la Flor, Javier Ojea-Ferreiro, and Eva Ferreira demonstrate how 
exchange rate movements can materially alter the effectiveness of hedging strategies 
that otherwise appear robust. Their analysis illustrates the importance of integrating 
foreign exchange considerations into portfolio risk management and stress-testing 
frameworks.

Several contributions focus on interconnected systems and network-based 
vulnerabilities. In “The Mandate Blindspot in Your Portfolio: Why Missing Suppliers 
Means Lost Performance,” Mengchao Ai, Bing-Xuan Lin, Jordan Neyland, and H. Zafer 
Yuksel examine how traditional portfolio mandates can inadvertently obscure critical 
supply-chain exposures and network dependencies. Their research demonstrates that 
portfolio vulnerabilities may arise not only from direct holdings but also from hidden 
linkages embedded within economic networks.

In “Chokepoint Shock Maps: Firm-Level Portfolio Stress for Geoeconomic Risk,” 
Mikhail V. Oet develops a framework for tracing geoeconomic shocks through global 
production networks and connecting them to individual firms and investment portfolios. 
The article demonstrates that indirect exposures transmitted through supply-chain 
and production networks can substantially exceed direct exposures, and that firms 
within the same sector may respond very differently to the same geopolitical shock. 
The framework offers practical tools for understanding how sanctions, export controls, 
trade restrictions, and other geoeconomic developments can affect portfolios through 
channels that are often invisible to traditional risk measures.

Geopolitical developments represent another increasingly important source of 
uncertainty. In “Measuring Tail Geopolitical Risk,” Jorge Cruz Lopez, Ana Roldan 
Contreras, and Jesus Sierra Jimenez introduce a framework designed to measure 
extreme geopolitical risks rather than average geopolitical conditions. By focusing on 
low-probability, high-impact geopolitical events and their potential impact on markets 
and institutions, the authors provide investors, risk managers, and policymakers with 
a tool that complements traditional measures of geopolitical risk and supports more 
robust stress testing and risk assessment.

The issue also explores emerging risks associated with long-term investment, 
infrastructure, and institutional design. In “Closing Europe’s Risk Capital Gap: The 
Role of Funded Pensions,” Patrick Augustin, Sebastien Betermier, Emma Gormley, 
and Marie Parent examine how pension system design influences the accumulation 
of risk capital and the development of financial markets. Their analysis highlights 
important connections among demographics, retirement systems, capital formation, 
economic competitiveness, and long-term investment.

In “Indigenous Equity Participation and Non-Market Risk in Infrastructure Invest-
ment,” Amanjot Singh and Hao Zheng investigate how Indigenous equity participation 
can help mitigate non-market risks associated with infrastructure projects. By reframing 
stakeholder relationships as an integral component of risk management and project 
governance, the authors offer insights that are increasingly relevant for institutional 
investors and policymakers alike.
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Artificial intelligence is one of the most rapidly evolving sources of emerging risk 
facing financial institutions. While AI promises significant improvements in productivity 
and decision making, it also introduces new forms of model, governance, opera-
tional, and systemic risk. As AI becomes increasingly embedded in investment pro-
cesses, advisory services, and institutional decision making, understanding both 
its opportunities and vulnerabilities has become an important priority for investors, 
regulators, and policymakers.

In “Artificial Intelligence as a Source of Risk in Asset Management,” Ludovic 
Phalippou examines a less-discussed consequence of AI adoption: technological 
epistemic risk. The article argues that, once AI systems become important consum-
ers of financial information, firms may increasingly tailor disclosures to the machine 
rather than to human investors. As a result, AI can alter the information environment 
it is intended to analyze, potentially leaving investors with more data but less genuine 
knowledge. The article offers a practical framework for distinguishing signals that are 
both predictive and difficult to manipulate.

In “Model Risk in Preference-Learning Robo-Advisors,” Agostino Capponi and 
Nathan Sun investigate the use of machine learning systems that infer investor 
preferences and generate personalized investment recommendations. Their 
analysis highlights how errors in preference-learning models may affect investor 
outcomes, raising important questions regarding model validation, investor protec-
tion, suitability requirements, and governance in increasingly automated advisory 
environments.

In “Agentic AI in Finance: Emerging Risks and the Regulatory Gap,” Vincent 
Grégoire examines increasingly autonomous AI systems capable of planning and 
executing complex financial tasks with limited human intervention. The article 
identifies governance, compliance, security, and systemic risks associated with these 
technologies and proposes practical frameworks for institutions seeking to deploy 
them responsibly. Together, these three contributions highlight the importance of 
ensuring that governance, risk management practices, and regulatory frameworks 
evolve alongside technological innovation.

Taken together, the 11 articles in this special issue challenge a number of assump-
tions that have long shaped investment management, risk governance, and public 
policy. They demonstrate that developments in geopolitics, technology, demographics, 
infrastructure, supply chains, currency markets, and institutional design are reshaping 
how financial decisions are made. While the specific topics differ, the articles share 
a common objective: helping investors, policymakers, regulators, and researchers 
better understand how evolving risks can affect portfolios, institutions, markets, and 
the broader financial system.

We encourage readers to approach the articles not only as individual contribu-
tions, but also as part of a broader conversation. How should institutions adapt 
their governance frameworks to emerging technologies? How should investors incor-
porate geopolitical and geoeconomic risks into portfolio construction and stress 
testing? How might demographic trends, infrastructure needs, and changing pension 
systems affect the future supply of long-term capital? And how can industry, regu-
lators, policymakers, and researchers work together to strengthen financial system 
resilience? While the answers to these questions will continue to evolve, the contribu-
tions in this special issue provide valuable frameworks, evidence, and perspectives 
for advancing these discussions.

In many respects, the articles in this special issue reflect the shared mission of 
GRI and JPM: to bring together research, practice, and policy in the pursuit of better 
decision making under uncertainty. Collectively, these contributions demonstrate the 
value of rigorous inquiry in addressing some of the most important challenges facing 
the financial services industry, while highlighting the need for institutions to remain 
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adaptable as the economic, technological, and geopolitical landscape continues 
to evolve.

We thank the contributors, reviewers, and the editorial teams at GRI and JPM 
for their contributions to this special issue, and we hope that the ideas and insights 
presented here inspire further research, practical innovation, and informed discus-
sion on the emerging risks that will shape financial markets, institutions, and public 
policy in the years ahead.
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