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countries, given the degree of openness and limited external
financing possibilities; these tools are used to limit excessive
lending. For advanced countries that are more financially open,with
more diversified and sophisticated external financial sources,
macroprudential tools seem to be less effective and difficult to
monitor, they are used tocontrol mortgage borrowing and foreign-
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I. Introduction

The collapse of the 2007/2008 crisis was characterized by a new debate on
the relationship between monetary policy and financial stability and the
necessity for the central bank to be more careful about financial risks
through a new regulatory framework known as macroprudential
regulation. Hence, the central bank’s role in financial stability is complex.
It involves different mechanisms, and depends on several factors, such as
the coordination between monetary policy and macrporudential policy,
the characteristics of the central bank and the characteristics of the country.

A large body of literature is carried out. The first category of studies
are based on the relationship between monetary policy and financial
stability. In this context, there are those who show that prolonged monetary
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easing negatively affects financial stability (Ciccarelli et al. 2013 and Gelos,
2017); others demonstrate that targeting inflation negatively affects financial
stability (Fouejieu, 2017; Fazio et al., 2018). However, Blot et al. (2014) state
that there is no positive relationship between price stability and financial
stability becauseinstability may appear in an optimum inflation situation.
For Vasile and Anca (2013), interest rate efficiency depends on monetary
policy, when the interest rate is used as monetary tool for inflation targeting,
financial stability is encouraged. In addition, among countries with fixed
exchange rates, the foreign interest rate that affects domestic variables may
insure financial stability.

The second category of studies focus on the relationship between
macroprudential policy and financial stability. In general, the effectiveness
of macroprudential policy is based on the control of asset pricegrowth rates
and credit growth rates, which are the main sources of financial risk. Several
authors study the effectiveness of a specific instrument in ensuring financial
stability conducted on a single country (Jiménez and Sayrina, 2006; Keys
etal. 2009; Catte et al. 2010; Igan and Kang, 2011; Gauthier et al. 2012; Glocker
and Towbin, 2012). However, other researchers base their studies on a range
of instrumentson a sample of countries. They test the impact of
macroprudential tools related to capital to credit and capital to liquidity,
namely dynamic provisioning and credit growth limitation, foreign lending
limitation, LTV ratio, reserve requirements and DTI ratio on the
procyclicality of asset, debt and non-core liability growth. They prove the
effectiveness of these tools in ensuring financial stability (Antipa et al. 2010;
Barrell et al. 2010; Lim et al. 2011; Claessens and Ghosh, 2012; Tovar et al.
2012; Bruno and Shin, 2013; Lim ef al. 2013; Cerutti ef al. 2015).

Another series of studies examines the relationship between central
bank characteristics and financial stability. They find that transparency,
independence and communication can improve financial stability (Horvath
and Vasko, 2016 and; Ioana-Iuliana and Tomuleasa, 2015, Klomp and J.
Haan, 2008; Doumpos et al. 2015; Ioana-Iuliana and Tomuleasa, 2015;
Mendonga and Moraes, 2018).

Other studies are interested to the interaction between macroprudential
policy and monetary policy. There is some evidence that policy coordination
is beneficial to financial stability (Gelain et al. 2013; Angeloni and Faia,
2013; Angelini et al. 2014; Klingelhofer and Sun, 2018). Others prove the
opposite (Beau et al., 2012; Christensen et al. 2011; Gertler et al. 2012; De
Paoli, 2013; Chen and Columba, 2016).

The objective of this paper is to study the effectiveness of monetary
and macroprudential policies on financial stability. Based on the model
developed by Cerutti et al. (2015), we study the impact of monetary policy
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and macro-prudential policy tools on financial stability. We use a sample of
48 countries, divided into 26 emerging and 22 advanced countries for annual
data over the period 2000-2016.

Despite considerable progress, presented by the model of Cerutti, et
al. (2015), in assessing the effectiveness of macro-prudential policies, many
shortcomings remain to be addressed: the database is incomplete in terms
of the period of study and the number of tools considered. Therefore,we
use an extended study period (17 years instead of 14 years), using more
macroprudential tools (18 policies instead of 12 policies). Indeed, based on
the most recent survey conducted by the IMF in 2016 on the use of
macroprudential tools, we create a new database considering
macroprudential tools through the binary approach, the same approach
used by the Cerutti, et al. (2015). The effectiveness of macro-prudential
measures is usually detected only through their impact on credit and
housing price growth, in our study, we are moving towards assessing the
side effects of macro-prudential policies, examining their impact on banking
risk and therefore, financial instability.

The paper is organized as following. Section 2 exposes the empirical
methodology, including the model to estimate, variables and data analysis.
Section 3 presents our estimations results and interpretation. Section 4
concludes.

II. Empiricalmethodology
A. Model

Our model is given as below:
FSIi, t= aO + a1FSIi, -1 + a2 Zi, -1 + a3 Xi, -1 + a4MPPi, -1 + et

FSI (Financial stability index): matrix of financial stability variables,
MPP (Macroprudential Policy), Z: matrix of monetary policy instruments,
X: control variables matrix, 4, is a constant, €,: is an error term (see Table
1 for variables definitions and data sources).

With, i designates the country and t the period.

To study the impact of each monetary and macroprudential policy
instrument on financial stability indicators, we use the GMM system on a
sample of 48 countries and for annual data from 2000 to 2016. In addition,
for robustness check, the sample is divided to advanced countries (22
countries) and emerging countries (26 countries) to compare the results
between the two groups of countries (See countries list in table 2).

B. Variables and data analysis

Information on the use of macroprudential tools are limited, because they
are not clearly identified in the litterature. Cerruti et al. (2015) have collected
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some data earlier on a set of 119 countries for the period 2000-2013. These
data are extracted based on the IMF survey, the”Global macroprudential
Policy Instruments” (GMPI), carried by IMF Monetary and Capital
Department during 2013-2014. IMF staff asks directly country authorities
about their use of macroprudential tools. The IMF survey cover 18
instruments, Cerruti et al. (2015) used only 12. In our analysis, and based on
IMF survey carried on 2016, we try to extend the period of study to 2010-
2016 and the number of tools to 18 (See table A1 in Appendix for the whole
instruments classified by country and year). We also aggregate these
measures along two categories: those addressed to borrowers(LTV + DTI),
based on demand side (see Table A2 in Appendix) and those addressed to
lenders (rr +liquidity +Ifx + capital + custody + [vr +sifi + cbc + Icg + lIp + loanr
+Ifc + ot + Itd + tax + lev), based on supply side (see table A3 in Appendix).

In order to compare advanced and emerging countries about the use
of macroprudential tools, we plot the evolution of macroprudential policy
tools over the period 2020-2016. Figure 1 shows that there is an increase in
use of macroprudential tools over time. However, emerging economies
use most frequently macroprudential instruments than advanced countries.
This is due to high exposition of emerging markets to external attacks,
their more volatile capital flows and more vulnerable financial system.
The macroprudential tools addressed to lenders sharply increase during
the period2011-2016compared to those addressed to borrowers, mainly for
advanced countries. This can be explained by their high level of market
volatility (figures 2 and 3).
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Figure 1: All macroprudential policy tools by income level
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Figure 2: Macroprudential tools addresssed tolenders (Supply)
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Figure 3: Macroprudential tools addressed to borrowers (Demand)

Table 1: Variables definition

Matrix

Variables

Definitions Sources

FSI

Credit growth rate

The growth rate of the banking system’s debt to ~ WDI
the private sector. Credit growth reflects cyclical
fluctuations in domestic credit. Rapid credit

growth is associated with increasing financial and
macroeconomic instability, falling credit standards

and increasing risks.

Z-score

Measures the likelihood of a country’s banking
system failing. The Z-score compares the buffer
of a country’s banking system (capitalization and
returns) to the volatility of those returns. It is
estimated at (ROA + (equity/assets)) / SD (ROA);
SD (ROA) is the standard deviation of the ROA.
ROA, equity and assets are aggregated at country
level. Calculated from the non-consolidated bank-
by-bank data underlying Bankscope, (calculations
made by WDI).

MAPP

Loan to value (LTV)

Limits prepayments of mortgages by imposing IFS
or encouraging a limit or determining regulatory

risk weights.

Debt to income (DTT)

Debt/income ratio. Limits household indebtedness
by imposing or encouraging a limit.

Leverage ratio (LEV)

Prevents banks from exceeding a minimum
leverage ratio.

Counter-cyclical
capital buffer (CCB)

Require banks to hold capital at times when credit
is growing rapidly.

Reserve requirements
(RR) :

Limits credit growth, can also be targeted to limit
foreign currency credit growth.

Capital conservation
buffer (Conservation)
Capital requirements
(Capital)

Banks are required to hold a capital conservation
buffer of 2.5% to withstand future periods of stress.
Capital requirements for banks, which include

risk weights, systemic risk buffers and minimum
capital requirements. Countercyclical capital
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Matrix Variables

Definitions

buffers and capital conservation buffers are
captured in their respective sheets and are there-
fore not included here. Sub-categories of capital
measures are also provided, categorizing them
into household (HH), corporate (Corp), broad-
based (Gen) and FX (FX) targeted measures.

Leverage limits (LVR)

Limit on banks’ leverage, calculated by dividing
a capital measure by the bank’s exposures that
are not risk-weighted (for example, the Basel III
leverage ratio).

Loan losses
provisions (LLP)

Provisions for losses on loans for macro-prudential
purposes, which include dynamic provisioning
and sectorial provisions (e.g. housing loans).

Limits to credit
growth (LCG)

Limits on the growth or volume of global credit,
credit to households, or credit to businesses by
banks, and penalties in the event of strong credit
growth. Subcategories of limits to credit growth
are also classified as targeted measures for the
household sector (HH), targeted measures for the
corporate sector (Corp) and large-scale measures
(Gen).

Loan restrictions
(Loan R)

Lending restrictions, which are more appropriate
than those considered in “LCG”. They include
lending limits and prohibitions, which may be
conditioned by the characteristics of the loan
(maturity, size, LTV ratio and type of loan interest
rate), the banks characteristics of (e.g. mortgage
banks) and other factors. Sub-categories of
lending restrictions are also provided, classified
into measures targeted at the household sector
(HH) and measures targeted at the corporate
sector (Corp). Restrictions on foreign currency
loans are recorded in “LFC”.

Limits on Foreign
Currency (LFC)

Foreign Currency Loan Limits and Rules or
Recommendations on FC loan

Taxes (TAX)

Tax measures Taxes and levies applied to specific
transactions, assets or liabilities, such as stamp
duties and capital gains taxes.

Liquidity require-
ments

Measures taken to mitigate systemic risks of
liquidity and funding, including minimum
requirements for liquidity coverage ratios, liquid
asset ratios, stable and net funding ratios, core
funding ratios and currency-neutral external debt
restrictions.

Limits on the loan-to-

deposit ratio (LTD)

Loan/Deposit Ratio (LTD) limits and penalties for
high LTD ratios.

Sources
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Matrix Variables

Definitions Sources

Limits of foreign
exchange positions
(LFX)

Limits on net or gross open foreign exchange
positions, foreign exchange exposure limits and
foreign exchange financing, and regulation of
asymmetric exchange rates.

SIFI

Measures taken to mitigate the risks of systemically
important financial institutions at the global and
national levels, including capital and liquidity
surcharges.

Other (OT)

Macroprudential measures not included in the
above categories, such as stress tests, restrictions
on profit distribution and structural measures

(e.g. exposure limits between financial institutions).

MAPP Index

This is the global aggregate index including the
18 individual macroprudential measures, so
varies between 0 and 18)

Demand Index

It is an aggregate sub-index including 2 measures
(Itv + dti) policies intended at borrowers, therefore
varies between (0 and 2).

Supply Index

This is an aggregate sub-index includes 16
measures (rr + liquidity + [fx + capital + custody +
lor + sifi + cbc + Icg + llp + loanr + Ifc + of + Itd + tax
+ lev) policies aimed at lenders, thus varies
between (0 and 16).

Z Interest rates

The short-term interest rate (money market rate; IFS-
interbank market rate, three-month Treasury bill CODE
rate).

X Growth rate

Refers to the positive change in the production WDI
of goods and services in an economy over a given
period.

Inflation rate

The percentage of increase/decrease in the prices
of goods and services over a given period.

Table 2: Countries list

22 Advanced Economies

Australia, Austria, Belgium, Czech Republic, Estonia, Finland, France, Germany, Greece,
Iceland, Italy, Japan, Luxembourg, Malta, Netherlands, New Zealand, Norway, Portugal.
Singapore, Spain, Sweden, Switzerland.

26 Emerging Economies

Armenia, The Bahamas, Brazil, Chile, China, Colombia, Costa Rica, Egypt, Guyana,
Hungary, India, Indonesia, Jamaica, Malaysia, Mexico, Paraguay, Peru, Philippines,
Romania, Russia, South Africa, Sri Lanka, St. Kitts and Nevis, Thailand, Trinidad and

Tobago, Ukraine.
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III. Estimations Results and Interpretations

The impact of macro-prudential policy on financial stability is estimated
in three steps:
— Estimation of the impact of the overall aggregate index, which
includes all macro-prudential policies,

— Estimation of the impact of the aggregate sub-indexes: the “supply”
sub-index including macro-prudential policies for lenders (RR,
LIQUIDITY, LEX, CAPITAL CONSERVATION, LVR, SIFI, CBC, LCG,
LLP, LOANR, LEC, OT, LTD, TAX AND LEV) and the “demand”
sub-index which includes macro-prudential policies for borrowers
(LTV AND DTI),

— Estimation of the impact of individual macroprudential tools.

Financial stability is measured through two indicators: the rate of credit
growth and the Z-score.

A. The Impact of the Global Aggregate Index

The Credit growth Rate is the Dependent Variable

For the whole sample, the MAPP aggregate index is associated negatively
and statistically significant with credit growth, which prove the
effectiveness of macroprudential policies in reducing credit growth. This
is affirmed by the majority of research investigating on the impact of
macroprudential policies on financial stability indicators (Antipa et al. 2010;
Barrell et al. 2010; Lim et al. 2011; Claessens and Ghosh, 2012; Tovar et al.
2012; Bruno and Shin, 2013; Lim et al. 2013; Cerutti ef al. 2015; Alam et al.
2019).

The interest rate has a negative and statistically significant effect on
credit, but lower than the effectof macroprudential policies (0.439 <1.238),s0
macroprudential instruments are more effective on financial stability. There
are three explanations: First, the bias of endogeneity may not be fully
resolved. Secondly, the short-term interest rate used may not be the best
indicator of monetary policy. Third, monetary policy has other objectives
than managing credit flows, such as targeting inflation, which makes it
less powerful in this area (Alam et al. 2019).

The coefficients for the growth rate and inflation variables are positive
and significant as expected.

Considering two sub-sample, advanced and emerging countries, the
results presented show that the MAPP index has higher impact for
emerging economies than for advanced countries (2.154 > 0.655), which
shows that macroprudential policies are more effective in emerging
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countries. Two explanations can be presented:first, macroprudential tools
are more popular and more used in emerging markets than in the case of
advanced countries characterized by the multiplicity of funding sources
that may be more effective than these regulations. Second, the majority of
advanced countries are open countries, which makes it difficult to make
macro-prudential tools that will be easily overcame specifically by
borrowers’ access to different sources of financing, highlighting the need
for capital flowsregulation measures. Emerging markets then tend to beless
open, which facilitates the establishment and continuation of macro-
prudential policies. Hence, the degree of openness of countries is an
importantcondition in the choice of policies to be implemented.

For GDP growth, the associated coefficients are positive and significant
but with low elasticity for both groups of countries (0.851 and 0. 81
respectively for advanced and emerging countries). Hence, credit growth
is not associated with economic growth in these countries due to the
financial system development that promote economic activity, unlike in
the case of developing countries where growth is closely associated with
credit growth.

Similarly for the monetary policy instrument, the interest rate is
associated with negative and significant coefficients (-0.781 and -0. 329
respectively for advanced and emerging countries). This shows the weak
performance of monetary policy in reducing credit growth due to the
development of the financial system that offers more sources of financing,
which reduces dependence on credit bank.

Table 3: The Impact of the Global Macroprudential Policy Index (GMPI)
on Credit Growth Rates and the Z-score

Creditgrowth rate Z-score
Variables All Advanced — Emerging  All Advanced Emerging
MAPP -1.238 *** -0.655*% -2.154**  -0.007*** -0.049 -0.009**
(0.11) (0.377) (0.981) (0.002) (0.03) (0.003)
GDP 0.815 ***  (.851*** 0,81*** -0.005***  0.014*** -0.001
(0.026) (0.065) (0.059) (0.000) (0.003) (0.001)
INFLATION 0.163 ***  0.624*** -0.033 -0.009***  -0.038 ***  -0.002**

(0.02) (0.242) (0.088) (0.001)  (0.009)  (0.001)
INTEREST RATE  -0.439 *** -0.781**  -0,329%*  -0.002*  -0.032**  -0.005***
0.035)  (0.282) (0.139) 0.001)  (0.004)  (0.001)

AR(1)! 0.0049 0.0869 0.0195 0.1476 0.0149 0.0035
AR(2)! 0,6472 0.4793 0.1670 0.2294 0.2645 0.5868
Sargan test’ 1 1 1 1 1 1

The robust standard deviations grouped by country are in brackets. ***, ** and * indicate
significance at levels of 1.5% and 10%, respectively
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The Z-score is the Dependent Variable

The global aggregate index is associated with a negative and significant
coefficient with the “Z-score” which shows that of macroprudential tools
can reduce banking risk-taking and so,reduce financial instability. Similarly
for monetary policy, monetary easing and inflation targeting lead to an
increase in financial risks through risk taking channel.

B. The Impact of the “Supply” and “Demand” Aggregate Sub-indices
The Credit Growth Rate is the Dependent Variable

Both “supply” and “demand” indices are associated with negative and
significant coefficients to credit growth with a higher effect than the
respective monetary policies for both regressions and seem to be more
effective in the case of emerging economies. In fact, only tools intended for
the borrower are associated with a significant and negative coefficient
exclusively for emerging countries. In addition, both control variables are
associated with positive coefficients is significant with credit growth.

The Z-score is the Dependent Variable

Similarly, monetary policy leads to an increase in financial risks, and
macroprudential policies seem ineffective in securing financial stability
even if the supply index is associated with a positive and statistically
significant coefficient, but this impact is slight (0. 0058) mitigated by the
negative coefficient associated with the demand index (-0. 104).

C. The Impact of Individual Macroprudential Policies

The Credit Growth Rate is the Dependent Variable

For the whole sample, most of the tools are effective, but when we
differentiate countries based on income; the results show that the Loan/
Value ratio (LTV) and the reserve requirement (RR) are only effective for
advanced countries. Hence, the problems of these countries are associated
with the development of the mortgage market and foreign exchange loans
given their degree of openness. While the Debt/Income Ratio (DTI) cap,
the Currency Loan Limit (LFC) andthe loan/deposit ratio(LTD) cap are only
effective for emerging economies.Hence, the problem of these countries
are associated with excessivelending.

The Z-score is the Dependent Variable

As expected, most individual tools are ineffective. For all regressions,
existing policies with a positive and statistically significant impact appear
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Table 4: The Impact of Aggregated Macroprudential Policy Sub-indices
(Supply and Demand) on Financial Stability

Credit Growth Rate Z-score
Variables All Advanced — Emerging  All Advanced Emerging
SUPPLY -1.256 ** -0.896 -1.061 0.0058** -0.062***  -0.01**
(0.138) (0.726) (1.326) (0.002) (0.02) (0.005)
GDP 0,852*** 0,832 0,796*** -0.005** 0.014***  -0.001
(0.025) (0.058) (0.046) (0.000) (0.03) (0.001)
INFLATION 0,168***  0.559*** 0.02 -0.009*** -0.037***  -0.002**
(0.022) (0.247) (0.096) (0.001) (0.01) (0.001)

INTEREST RATE  -0,398"* -0.664**  -0,401**  -0.02**  -0.02**  -0.005***
0.026)  (0.308) (0.17)) (0.000)  (0.004)  (0.001)

AR(1)! 0.0046  0.0860 0.0367 0.1563  0.1754 0.0041
ARQ)! 0.0514  0.4815 0.1289 02003  0.2425 0.5752
SARGAN TEST 1 1 1 1 1 1
DEMAND 2.286%*  -0.723 58574 L0.104%*  -0.244 -0.022%**
0.661)  (0.593) (2.23) 0.013)  (0.183)  (0.005)
GDP 0,837*%  0.774%%  0,774**  -0.006™* 0.011**  0.000
(0.02) (0.073) (0.064) (0.000)  (0.002)  (0.001)
INFLATION 0.15%*  0.571**  -0.053 -0.009%*  -0.041%*  -0.003**

0.024)  (0.268) (0.072) 0.001)  (0.007)  (0.001)

INTEREST RATE  -0.35%%*  -0.797*%*  -0,203**  _0.004** -0.022*** -0.004**
0.063)  (0.317) (0.131) 0.001)  (0.004)  (0.001)

AR(1)? 0.0049 0.0829 0.0268 0.1520 0.2133 0.0054
AR(2)! 0.0469 0.4769 0.1306 0.2304 0.2160 0.5584
SARGAN TEST® 1 1 1 1 1 1

Source: The robust standard deviations grouped by country are in brackets. ***, ** and *
indicate significance at levels of 1,5% and 10%, respectively.

to be neutralized by ineffective policies. For the whole countries of our
sample, the tools (LEV, TAX, CAPITAL, LCG, LVR and OT) seem to be
effective in reducing banking risk and enhancing financial
stability. However,these effects seems to be mitigated by negative effects of
other tools (LTV, DTI, RR, SIFI and LIQUIDITY). Similarly, for advanced
countries where the effectiveness of (LIQUIDITY) is limited by the ratio
(DTI). While for emerging markets, the effectiveness of LEV and LIQUIDITY
tools is abated by DTI and CONSERVATION tools.

Each instrument is added separately to the basic regression, but their
coefficients are represented in the same column for greater compactness.
The robust standard deviations are in brackets. *** ** and * indicate
significance at levels of 1. 5% and 10%, respectively.
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Table 5: The Impact of Individual Macroprudential Policies on
Credit Growth Rates and Z-score

Credit Growth Rate Z-score
All Advanced  Emerging  All Advanced  Emerging
LTV -3.529***  -2.264***  3.397 -0.25**  -0.131 -0.002
(0.437) (0.628) (4.852) (0.029)  (0.259) (0.015)
DTI -9.189***  -1.169 -15.466**  -0.121*** -0.349* -0.065**
(1.22) (4.747) (4.797) (0.015)  (0.196) (0.031)
RR -13.009*** -2.211** -8.202 -0.259*** 0.075 -0.079
(0.651) (0.861) (5.938) (0.045)  (0.18) (0.182)
LEV 2.974 -5.413 0.387***  -15.497 0.111**
(2.286) (6.774) (0.038)  (12.645)  (0.056)
CBC -4.589***  -1.041 -20.902 0.085 -0.257 0.057
(0.536) (70.467) (135.373) (0.072)  (0.163) (0.289)
TAX -0.016 16.501*** 2,807 0.14*** -0.321 -0.072
(1.123) (1.999) (7.205) (0.023)  (0.279) (0.052)
CAPITAL -7.378***  -5.559 -4.691 0.078**  0.016 -0.037
(0.239) (3.622) (3.554) (0.008)  (0.058) (0.028)
LOANR -4.03**  -0.968 7.731 0.000 -0.132 -0.05
(0.775) (2.386) (5.806) (0.023)  (0.122) (0.042)
LFX 1.073 -6.01 -1.49 0.049 -0.514 0.000
(0.89) (17.559) (4.666) (0.049)  (1.082) (0.028)
LFC -12.371*** 1.016 -7.018* -0.031 0.389 -0.087
(1.014) (19.229) (4.106) (0.135)  (0.543) (0.14)
LCG 0.17 5.415 -4.096 0.478**  -1.375 -0.017
(2912)  (4.351) (7.235) (0.179)  (1.627) (0.09)
LTD -2.796 -23.392*  0.163 0.107
(6.213) (12.093)  (0.174) (0.29)
LVR 8.401** 0.074 0.133** 0.047
(1.082) (3.773) (0.032) (0.047)
LLP -7.402%*  0.512 2.321 0.002  7.226 -0.008
(0.95) (2.973) (3.728) (0.014)  (14.752)  (0.027)
SIFI -5.778**  -32.166 -0.133**
(0.869) (29.74) (0.055)
LIQUIDITY 0.62 -14.024 -2.794 -0.168*** 0.03* 0.03*
(1.489) (9.181) (9.539) (0.022)  (0.175) (0.016)
CONSERVATION -1.377***  3.964 4.039 0.013 -0.009 -0.088*
(0.493) (18.413) (18.572) (0.013)  (0.084) (0.051)
oT 1.673 -5.218 -1.856 0.155**  -0.071 0.006

1.319)  (7.782) (6.55) 0.013)  (0.072)  (0.079)
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IV. Concluding Remarks

Alarge body of literature shows the complexity of the central bank’s role
in financial stability, where several mechanisms and factors may play an
important role. First, the study of the relationship between monetary policy
and financial stability shows that the two monetary policy instruments
that are inflation targeting and monetary easing, lead to an increase in
financial risks through the risk-taking channel. Second, most studies on
the relationship between macroprudential policy and financial stability
shows the effectiveness of macroprudential regulation. Third, studies of
the relationship between the interaction of the two monetary and
macroprudential policies with financial stability shows that there is no
consensus. Some of them prove the effectiveness of the coordination
between the two policies, however, other find anineffective relationship.
Finally, the study of the relationship between the characteristics of the
central bank and financial stability shows the effectiveness of three
characteristics: independence, transparency and communication.

Our empirical study focuses on the impact of monetary and
macroprudential policies on financial stability as represented by two
indicators, the credit growth rate and the Z-score. The results show the
effectiveness of both policies in reducing credit growth. Macro-prudential
regulation is more effective than monetary policy, given the multiplicity of
monetary objectives and the short-term interest rate limit. Macroprudential
tools appear to be more effective for the emerging countries group given
the degree of openness and limited external financing possibilities; they
are aimed at addressing excessive lending. For advanced countries that
are more financially open and offer more diversified and sophisticated
external financial sources, macroprudential tools appear to be less effective
and difficult to monitor, they are intended to restrict mortgage
borrowingand foreign-exchange loans. However, central bank policies
appear to be ineffective in reducing banking risk, it encourage investors to
move to the shadow banking system, the development of corruption and
the increase in financial risk through the risk-taking channel.

References

Alam et al., (2019):” Digging Deeper—Evidence on the Effects of Macroprudential
Policies from a New Database”. IMF working paper WP/19/66.

Altunbas, Y., Binici, M., Gambacorta, L., (2018):”Macroprudential policy and bank risk”.
Journal of International Money and Finance 81, 203-220

Andrie®, A. M., Nistor, S., & Sprincean, N., (2018):"The impact of central bank
transparency on systemic risk—Evidence from Central and Eastern Europe”.

Research in International Business and Administration 22 Carol I Boulevard, Iasi
700505, Romania.



280 Asian Journal of Economics and Finance. 2022, 4, 1

Angelini, P. Neri, S. and F. Panetta, (2014):”The Interaction between Capital
Requirements and Monetary Policy”. Journal of Money, Credit and Banking 46, pp.
1073-1112.

Angeloni, I. and E. Faia, (2013):” A tale of two policies: Prudential regulation and
monetary policy with fragile banks”. Journal of Monetary Economics.

Antipa P, Mengus E. and Mojon B. (2011): “Would Macro-prudential Policies Have
Prevented the Great Recession?”, Banque de France mimeo.

Barrell, R., Davis, E. P,, Karim, D., &Liadze, L., (2010):” Bank regulation, property prices
and early warning systems for banking crises in OECD countries”. Journal of Banking
& Finance, 34(9), 2255-2264.

Beau, D., L. Clerc, and B. Mojon (2012): “Macroprudential policy and the conduct of
monetary policy”. Working Papers 390, Banque de France

Bruno, V., & Shin, H. S. (2013):” Assessing Macroprudential Policies: Case of South
Korea”. The Scandinavian Journal of Economics, 116(1), 128-157.

Catte, B, P Cova, P Pagano and I Visco (2010): “The role of macroeconomic policies in
the global crisis”. Bank of Italy Occasional Papers No. 69, July.

Cerutti, E., Claessens, S., &Laeven, L. (2017):” The use and effectiveness of
macroprudential policies: New evidence”. Journal of Financial Stability, 28, 203
224

Christensen, I. Meh, C. and K. Moran (2011):” Bank Leverage Regulation and
Macroeconomic Dynamics”. Bank of Canada Working Papers, No 2011-32.

Christophe, B. Jérome C. Paul, H. Fabien, L. & Francesco, S. (2014):” Assessing the
Link between Price and Financial Stability”. HAL Id: hal-01070529. https://hal-
sciencespo.archives-ouvertes.fr/hal-01070529.

Claessens, Stijn, and Swati R. Ghosh. 2012: “Financial Regulations on International
Capital Flows and Exchange Rates.” EWC/KDI Conference on Financial
Regulations on International Capital Flows and Exchange Rates. The East-West
Center and the Korea Development Institute, Honolulu, Hawaii.

De Mendonga, Helder Ferreira & deMoraes, Claudio Oliveira, 2018: “Central bank
disclosure as a macroprudential tool for financial stability,” Economic Systems,
Elsevier, vol. 42(4), pages 625-636.

De Paoli, B. and M. Paustian (2013):” Coordinating Monetary and Macroprudential
Policies”, Federal Reserve Bank of New York, Staff Report No. 653.

Demirguc-Kunt, A., H. Huizinga, (2010):” Bank activity and funding strategies: The
impact on risk and returns”. Journal of Financial Economics, 98(3), 626-650.

Doumpos, M., Gaganis, C., & Pasiouras, F. (2015):” Central bank independence, financial
supervision structure and bank soundness: An empirical analysis around the crisis”.
Journal of Banking & Finance, 61, S69-583.

Fazio, D. M., Silva, T. C., Tabak, B. M., &Cajueiro, D. O. (2018). Inflation targeting and
financial stability: Does the quality of institutions matter? Economic Modelling,
71, 1-15.

Fazio, D.M,, Silva, T. C., Tabak, B. M., &Cajueiro, D. O. (2018):”Inflation targeting and
financial stability: Does the quality of institutions matter?”. Economic Modelling,
71, 1-15.



The Role of Monetary and Macroprudential Policies on Financial Stability 281

Fouejieu.A (2017):” Inflation targeting and financial stability in emerging markets”.
Economic Modelling, 60, 51-70.

Gelos.G (2017), “Does Prolonged Monetary Policy Easing Increase Financial
Vulnerability?”. IMF Working Paper WP/17/65 February 2017

Gauthier, C., Lehar, A. and M. Souissi (2012):”Macroprudential capital requirements
and systemic risk”. Journal of Financial Intermediation, Vol 21, No. 4, pp. 594-618.

Gelain, P,, Lansing, K.J. and C. Mendicino (2013). House Prices, Credit Growth, and
Excess Volatility: Implications for Monetary and Macroprudential Policy.
International Journal of Central Banking, vol. 9 (2), pp. 219-76.

Gertler, M., Kiyotaki, N. and A. Queralto (2012):”Financial Crises, Bank Risk Exposure
and Government Financial Policy”. Journal of Monetary Economics, vol. 59,
Supplement, pp. S17-534.

Glocker, C. and P. Towbin (2012) The Macroeconomic effects of reserve requirements.
Banque de France Document du Travail No. 374, April.

Horvath, R., &Vasko, D. (2016) : ”Central bank transparency and financial stability”.
Journal of Financial Stability, 22, 45-56.

Houston, J., C. Lin, P. Lin, Y. Ma, 2010. Creditor rights, information sharing, and bank
risk taking. Journal of Financial Economics, 96(3), 485-512.

Igan, Deniz and Kang, Heedon, Do Loan-to-Value and Debt-to-Income Limits Work?
Evidence from Korea (December 2011). IMF Working Papers, Vol., pp. 1-34, 2011.

Ioana-IulianaTomuleasa (2013):” Central bank communication and its role in ensuring
financial stability” 7th International Conference on Globalization and Higher
Education in Economics and Business Administration, GEBA

Chen.JandColumba.F, 2016: “Macroprudential and Monetary Policy Interactions in a
DSGE Model for Sweden,” IMF Working Papers 2016/074, International Monetary
Fund.

Jiménez, G., Saurina, ., (2006):”Credit cycles, credit risk, and prudential regulation”.
International Journal of Central Banking, 2(2).

Keys, B.]., Mukherjee, T, Seru, A., Vig, V. (2009). Financial regulation andsecuritization:
evidence from subprime loans. Journal of Monetary Economics, 56, 700-720.

Klingelhofer, J., and Sun, R. (2018):”Macroprudential Policy, Central Banks and Financial
Stability: Evidence from China”. Journal of International Money and Finance.

Klomp]. and ]. de Haan (2009): “Central Bank Independence and Financial Instability”,
Journal of Financial Stability, vol. 5, n° 4, décembre, pp. 321-338.

Laeven, L., R. Levine, (2009):” Bank governance, regulation and risk taking”, Journal of
Financial Economics, 93(2), 259-275

Lim, C, F Columba, A Costa, P Kongsamut, A. Otani, M Saiyid, T Wezel, and X Wu,
(2011):” Macroprudential Policy: What Instruments and How to Use Them? Lessons
from Country Experiences”. IMF Working Paper 11/238.

Lim, C., Columba, F., Costa, A., Kongsamut, P., Otani, A., Saiyid, M., &Wezel, T.
Wux.(2011): “Macroprudential policy: What instruments and How to Use Them?
Lessons from Country Experiences”, IMF Working Papers, (238).



282 Asian Journal of Economics and Finance. 2022, 4, 1

Lim, C.H., Krznar, I., Lipinsky, F., Otani, A. and Xiaoyong Wu (2013): “The
Macroprudential Framework: Policy Responsiveness and Institutional
Arrangements”. IMF Working Paper WP/13/166.

Matteo Ciccarelli, Angela Maddaloni, José-Luis Peydr6 (2013):” Heterogeneous
transmission mechanism: monetary policy and financial fragility in the Eurozone”.
Economic Policy, Volume 28, Issue 75, 1 July 2013, Pages 459-512.

Oubhibj, S. and Hammami, S. (2015), “Monetary policy and financial stability: empirical
evidence from South Mediterranean countries”, Bulletin of Business and Economics,
4(4), 198-213.

Stephen Cecchetti, Tommaso Mancini-Griffoli, and Machiko Narita(2017):” Does
Prolonged Monetary Policy Easing Increase Financial Vulnerability?” IMF working
paper WP/17/65 February 2017.

Tovar, Camilo E.; Mercedes Garcia-Escribano and Mercedes Vera Martin, (2012): “Credit
Growth and the Effectiveness of Reserve Requirements and Other Macroprudential
Instruments in Latin America,” IMF Working Paper, WP/12/142, June.

Vasile, C. and Anca, E. N. (2013):” Monetary policy and financial stability: empirical
evidence from Central and Eastern European countries”. Baltic Journal of Economics,
13(1), 75-98.

Mendonga, Helder Ferreira & de Moraes, Claudio Oliveira, (2018): “Central bank
disclosure as a macroprudential tool for financial stability,” Economic Systems,
Elsevier, vol. 42(4), pages 625-636.



The Role of Monetary and Macroprudential Policies on Financial Stability 283

contd. appendix

©
SlocomtorooFTONCOCOLHEANTOOIO ZINIOLIHN AN 0L
~
1o}
SlotF o T ONONFN ~FOI1OHTOHION O~ 0 H
~
)
SloeNLFONOFD OO HH—— HOID KOO IO NN — 0D
~N
e
Sleamwtova—~tN oot FOFFHFOWN F AL~ O
~
~N
S CNLFEF A~ HF T OHODH A~ FOHFMOIONDN®— 0
~N

~

A~

A~

< ODNFOF A HF T OHONHA = HOHMOHMON D~ 0 —

2

)

g BLANFTOF A T FESOFONOF A HOFOOFMO NN — N —

=

-t

s

1) AN O A A HFOOFONONAAFTOAOHMMO NN — O

2]

B

=

° FTANON A TN FOON A AHO A MM ANMDON D — O

=]

—

1a

Appendix

The Use of all Macroprudent

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Table A1l

2000 2001

1

=

= =
< .© 2} v S = ] > > 8 o o}
== g S 5 M 8 .= v ., 8 g 5 g & 2 2 g9
BEfE-Bc s EEaB T YSYEnE .2, 26528
E2z S B ESEEE B85 SSSxEsscek
>l [] T N.S .o OO0 Boin— (S 3] =) 5
<< <R ERUUUOURMNELEOQCOIT RS SESEES3333S



284 Asian Journal of Economics and Finance. 2022, 4, 1

— o AN O AN —=E AN O ANMNmOO O
o
&0
=
o

- =
]

2]

3 5 © o T g

%T& > S . o = <

R S = A o_QJ: m;:'c'gw

sNEE EBE S5 £8RE5E

S25EEZEEG RS AUTLEE L

S O BT 3
22zl RS B3R E A ESED



The Role of Monetary and Macroprudential Policies on Financial Stability

2012 2013 2014 2015 2016
0
0
0
2
1
0
0
2
2
2
1
0
0
1
0
0
1
0
2
1
1
1
1
0

The Use of Macroprudential Policies Intended at Borrowers: Demand (LTV+ DTI)
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Table A2
2000 2001

o

3

2.
< .8 %) o 2 S« s > B © )
== g © 5 M Qo .2 ) = < k7] =}
e fE-Sc,cEExbTYienR 2 T
5‘5‘52gwm:.ﬁo‘iﬁhgéé$>\gﬁ;§%%§
= B3 3 g T)N.S.II'BOUDU): v %= 3 B0 =
<< <R ERUUUOO0ORHMEEQCOIT S S S =SS

japan

Luxembourg

Malta

Malysia

Mexico

Netherlands

New Zealand

285

contd. appendix




286 Asian Journal of Economics and Finance. 2022, 4, 1

0
0
0
1
1
0
0
1
0
0
0
0
0
0
0
0

o
5o
3
o
[_4
-
L o 3 = <

> = < = Bt [}
5 2w 8IE =g
5 BRE_ATS _gE8cE8
2 _ S 58888 g cET NS
Hgaﬁtgmm.ﬁs'gxm,ﬁ.ﬁg
CEd3cB8C8Em"BaS 2R
ZoA AR AMER B anhd bS B





