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Macro-Prudential Regulation
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Macro-Prudential

The two first tasks of Macroprudential Oversight
are:

Surveillance: Aims to identify the building up of
risks that can lead to systemic risk.

Assessment: Aims to assess the possible impact
of identified risks in the financial sector and
in the economy as a whole, thus testing the
ability of the financial system to cope with
identified risks.
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Macro-Prudential

Macro-prudential motivation

— Procyclicality, macro-financial linkages,
interconnectedness

— Macro-prudential policies help reduce bubbles
and enhance the economy’s resilience to
shocks
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Macro-Prudential
Rationale for macroprudential oversight

Bank dimension (e.g. global financial crisis) Country dimension (e.g. euro area debt crisis)

(Micro)prudential regulation underestimated Time series and cross sectional aspects in a cross
externalities country setting:
1. System = Bank *  Build-up of country-specific vulnerabilities
2. Bank - System *  Country spillovers and contagion
Policy domain Objective Systemic risk
treated as
Microprudential supervision and Ensure soundness of individual financial exogenous
regulation institutions
Macroprudential oversight Limit systemic | Increase resilience endogenous
risk
Lean against the financial endogenous
cycle

“Lean against the wind” means counter-cyclical monetary policy measures to limit the build-up of
financial imbalances during the expansion.

. . . 3 c
Macroprudential surveillance in a European context www.ech.europa.eu ©
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Tools Address Specitic Types of
Vulnerabilities

* Loan-to-Value (LTV) will limit bank loans

* Debt-to-Income (DTI) help constrain
overleverages
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Tools Address Specitic Types of
Vulnerabilities

Sectoral capital and asset-side tools to address
corporate and household vulnerabilities

* Loan-to-Value (LTV) - a financial term used by
lenders to express the ratio of a loan to the
value of an asset purchased.

* Debt-to-Income (DTI) - the percentage of
gross monthly income that goes to paying
monthly debt payments
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Tools Address Specitic Types of

Vulnerabilities

* Counter-cyclical capital buffer (CCB)

To be implemented as part of the Basel Il
framework

 Main idea:
— CCB is to be activated in periods of excessive credit

growth associated with the build-up of systemic risks
and released in stress situations.

— It can substantially improve the resilience of the
banking sector, thus contributing to the smooth
provision of financial services throughout the
business cycle.
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Tools Address Specific Types of
Vulnerabilities

Counter-cyclical capital buffer (CCB)

counter-cyclical capital trigger events for the gradual build-up

buffer of the counter-cyclical capital buffer

/ l trigger event

capita
conservation
buffer

for releasing
the buffer

minimum CET1 capital

recession
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Increasing Use of MAP instrumen

Advanced Economies All Other Economies

60 - 60 -

50 50 -

40 - 40 =

30 30

20 20

10 - 10 =

S o O~ O O &N M W1 W W & — N < O+ N T W I~ O O N M W W e O NS
R EEREEEEEEEEEEEEE g5 8dgggeEgs8es8eeggs8
= o o 0 o o oo d o d o ddd S gD o d g adadad o Qg
= = o A o A o o o e o+ N =4 o4 4 A4 4 4 A4 4 4 A = A A A ~A ~ -~
i S S e S S S S i S = S e N = e i e

Sources: 2011 IMF Survey, BIS database (Shim et al.. 2013, “Database for policy actions on housing markets™), ESRB database. central bank, BCBS and FSB websites. IMF papers. Article IVs, FSAPs and
survey with IMF desk economists. The database covers 64 countries, of which 32 are advanced economies according to IMF (World Economic Qutlook) classification.

LTV, DSTI Loan Restrictions

Sector Specific Capital Buffer/ Risk Weights

General Capital Requirements, Countercyclical Capital Buffer, Dynamic Loan-Loss Provisioning

Liquidity Requirements, Limits on FX Positions




Increasing Use of MAP instruments

Figure 1. Use of LTV and DTI as Macroprudential Tools 2000-13

Countries that changed loan-to-value ratios since 2000

12
10 -
Bangladesh Bulgarna
China Cyprus
8 Hong Kong SAR Hungary
India Israel
Indonesia Netherlands
6 Korea Norway
Malaysia Poland
4 Nepal Romania Argentina
Singapore Spain Bahamas
Thailand Sweden Brazil
2 Canada
Oman Chile
Pakistan
0 |
Africa Asia & Pacific Europe Middle East & Western
Central Asia Hemisphere

1-10



Limiting Overleveraging in the
House Market

Tightening of loan regulation was effective in
limiting credit to housing markets and
preventing house price bubbles

House Price and Mortgage Loans: Before and After Loan Requlation Tightening
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Limiting Overleveraging in the

House Market
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Limiting Overleveraging in the

House Market
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