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Introduction

 In the wake of the 2007-2008 global financial crisis, macroprudential

policy has attracted considerable attention from policymakers and

researchers

 Substantial progress made in emerging and industrialised economies to

put in place dedicated institutional arrangements for macroprudential

policy

 Main objective of macroprudential policy: safeguard the stability of the

financial system as a whole by strengthening its resilience and

preventing the build-up of systemic risk
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Introduction

 Mitigating and preventing excessive growth in credit and leverage is

particularly important for safeguarding financial stability

→procyclical behaviour of the banking industry

 Such behaviour tends to put upward pressure on asset prices and is

often viewed as a key driver of the probability and cost of banking

crises

 This is why several macroprudential tools have been designed to curb

excessive credit growth and mitigate the procyclicality of domestic

credit
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Introduction

 However, the implementation of macroprudential policies raises a

number of challenges

 An important challenge concerns how macroprudential policy interacts

with other policies that also have an impact on financial stability, such

as fiscal and monetary policies

 Macroprudential and monetary policies pursue different primary

objectives that could be in conflict with one another

→ each policy can have “side effects” on the objective of the other and make it

more or less effective

→ side effects from monetary policy pose significant challenges for the conduct

of macroprudential policy if they are detrimental to financial stability
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Introduction

 Monetary policy can have detrimental side effects on financial stability

through various channels (IMF, 2013)
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Introduction

 Consensus in the theoretical literature about the benefits of

synchronisation between macroprudential and monetary policies

 But little is known from an empirical perspective

→ very few empirical studies have addressed this issue and their results

are far from conclusive (Bruno et al., 2017; Zhang & Tressel, 2017;

Gambacorta & Murcia, 2019)

 Main objective of the paper: investigate empirically for a sample of

emerging and advanced economies whether the effectiveness of

macroprudential policy is conditional on monetary policy conditions
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Introduction

 Findings suggest macroprudential policy is more effective at curbing

credit growth when macroprudential and monetary policies are both

working in the same direction in harmony

 2 important results:

 A restrictive monetary policy enhances the impact of macroprudential tightening

on domestic credit growth

 Monetary policy helps to reduce the transmission delay of macroprudential policy

actions

 First empirical paper in the literature that formally confirms the benefits

of synchronisation between macroprudential and monetary policies
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Literature overview

 Only 3 empirical studies assess how the monetary policy stance affects

the effectiveness of macroprudential policy

 Bruno et al. (2017): sample of 12 Asia-Pacific economies over the

period 2004-2013

 Before 2007 monetary policy usually changed in tandem with

macroprudential measures, but the opposite result is found after 2007

 Macroprudential policies effectively reduced banking inflows over the period

2004-2007, but they were not effective after 2007

 Findings indirectly suggest that monetary and macroprudential policies tend

to be more successful when they are pulling in the same direction
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Literature overview

 Gambacorta et al. (2017): meta-analysis techniques and credit registry

data for a sample of 5 Latin American countries

 Macroprudential tools more effective at dampening credit cycles when

monetary policies are pushing in the same direction

 Zhang & Tressel (2017): sample of euro area countries

 Assess whether the loan-to-value (LTV) ratio is more effective in containing

credit growth and housing prices when monetary policy is tightened

→ results relatively mixed
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Data & stylized facts

 Sample: 37 emerging and advanced economies

 Quarterly data: 2000Q1-2014Q4

 Data sources: BIS & IMF

 Monetary policy stance: Taylor gap

 Gap between the shadow rate (Krippner, 2013) and the Taylor rate for the

Euro area, Japan, the United Kingdom and, the United States

 Macroprudential policy stance: 6 alternative indicators based on Cerutti

et al. (2017)

 5 types of prudential instrument: capital buffers, interbank exposure limits,

concentration limits, LTV ratio limits, and reserve requirements

 number of easing (-1) and tightening (+1) measures for each type of

macroprudential instrument implemented by each country in each quarter
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Data & stylized facts
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Data & stylized facts

 6 different measures for assessing the stance of macroprudential

policies:

 PruC & PruC2 taken from Cerutti et al. (2017) and based on the sum of the

quarterly changes of the nine instruments: {-1 , 0 , +1}

 PruC3: difference for each quarter between the sum of tightening actions and

the sum of loosening actions

 PruC4: PrC3 divided by the number of instruments adopted by a country

 PruC5: PruC3 divided by the number of instruments actually changed during

a given quarter

 PruC6: similar to PruC5 but distinction between tightening and loosening

actions

→ PruC3 to PruC6: higher value indicates a more restrictive macroprudential policy.13



Data & stylized facts
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Data & stylized facts
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Methodology & results

 Empirical analysis in 2 steps:

 Reinvestigate whether macroprudential policy stance affect credit growth:

credit to private sector and credit to households

 Assess whether a tighter macroprudential policy is more likely to curb

domestic credit growth when it is accompanied by a restrictive monetary

policy, giving a positive Taylor gap
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Methodology & results

 1st difference of the Taylor gap considered as an alternative measure of the

monetary policy stance

 The Taylor gap reflects whether a monetary policy is accommodative or

restrictive, while its first difference captures the monetary policy orientation,

meaning whether monetary policy has been tightened or loosened
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Methodology & results
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Methodology & results
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Methodology & results
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Methodology & results

 3 important results:

 Overall tightening in macroprudential policies is associated with a reduction

in credit growth, even if macroprudential policy actions take time to curb

domestic credit growth effectively

 The monetary policy stance matters for the effectiveness of macroprudential

policy: a restrictive monetary policy enhances the impact of macroprudential

tightening actions on credit growth

 Monetary policy helps to reduce the transmission delay of macroprudential

policy actions on private sector credit growth
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Robustness checks

 We check the robustness of our previous findings in 3 ways:

 Pass-through of monetary policy shocks to bank lending rates usually

sluggish and incomplete

→ change in the nominal policy rate as a control variable replaced by the

change in the bank lending rate

 Potential sensitivity of the interest rate gap to the Taylor rule

specification taken into account

→ six alternative Taylor rules considered and median of the resulting Taylor

gaps
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Robustness checks
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Robustness checks

 No consensus in the literature on the best shadow rate to be used

→ median of different shadow rate series used to calculate the Taylor gap
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Conclusion 

 Interaction of macroprudential and monetary policies at the heart of the

current academic and policy debate

 Monetary policy can have detrimental side effects on financial stability,

while financial stability is the primary objective of macroprudential policy

→ monetary policy can make macroprudential policy less effective at

achieving its objective

→ this suggests the need for synchronisation

 A growing number of theoretical studies address this issue and confirm

the benefits of coordination between the two policies, but little is known

from an empirical standpoint
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Conclusion 

 Our paper fills this gap in the existing literature by providing the first

empirical evidence for a large sample of economies on how monetary

policy conditions impact the effectiveness of macroprudential policy

 2 important results:

 A restrictive monetary policy enhances the impact of macroprudential

tightening actions on domestic credit growth

 Monetary policy helps to reduce the transmission delay of macroprudential

policy actions

 Our findings confirm the complementarities between the two policies

and the potential benefits of coordination highlighted by the theoretical

literature.

26



Conclusion 

 Crucial open question: what is the appropriate institutional framework

and governance structure for conducting macroprudential policy?

 No clear-cut consensus among economists about this issue

 In practice countries have implemented different macroprudential policy

frameworks

 Some countries have assigned macroprudential mandates to an

independent council, some other countries have delegated macroprudential

regulation to the central bank

 Extension of the paper: investigate empirically whether the institutional

framework and the governance structure of macroprudential policy are

the key drivers of its effectiveness
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