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• Systemic risk means a disruption in the financial 
system with the potential to have serious negative 
consequences for the internal market and the real 
economy. All types of financial intermediaries, markets 
and infrastructure may be potentially systemically 
important to some degree (ESRB Regulation (EU) No. 
1092/2010)

• What shall macro-prudential policy aim at?
• Guarantee sound functioning of financial markets
• Ensure efficient allocation of funds and credit
• This supports sustainable economic growth

Definition of systemic risk
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• Financial stability is a condition in which the 
financial system fulfils its central 
macroeconomic functions smoothly at all times, 
particularly in stress situations and in phases of 
structural adjustment

Ultimate objective: Financial Stability
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Macro-prudential policy framework
Macro-prudential strategy
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Source: ESRB (2014)



A macro-prudential policy framework for Europe
Macro-prudential strategy: intermediate objectives
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•Exce
ssive 
credit 
growt
h has 
been 
identi
fied 
as a 
key 
driver 
of 
asset 
price 
bubbl
es 
and 
subs
eque
nt 
finan
cial 
crise
s, 
with 
lever
age 
actin
g as 
an 
ampli
fying 
chan
nel

Excessive credit growth 
and leverage

•Relia
nce 
on 
short
-term 
and 
unsta
ble 
fundi
ng 
may 
lead 
to fire 
sales
, 
mark
et 
illiqui
dity 
and 
conta
gion 
when 
the 
finan
cial 
cycle 
turns

Excessive maturity 
mismatch and market 
illiquidity

•Exp
osur
e 
conc
entr
ation
s 
mak
e a 
finan
cial 
syst
em 
(or 
part 
of it) 
vuln
erabl
e to 
com
mon 
shoc
ks, 
eithe
r 
direc
tly 
thro
ugh 
bala
nce 
shee
t 
expo
sure
s or 
indir
ectly 
thro
ugh 
asse
t fire 
sale
s 
and 
cont
agio
n

Direct and indirect 
exposure concentrations

•This 
includ
es 
risks 
assoc
iated 
with 
syste
micall
y 
impor
tant 
finan
cial 
institu
tions 
and 
the 
role 
of 
implic
it 
gover
nmen
t 
guara
ntees

Misaligned incentives and 
moral hazard

•This 
relate
s to 
mark
et 
failur
es 
such 
as 
interc
onne
ctedn
ess 
and 
fire 
sales 
exter
nalitie
s, risk 
illusio
n or 
inco
mplet
e 
contr
acts

Strengthen the resilience 
of financial infrastructures



A macro-prudential policy framework for Europe
Examples on how to link intermediate objectives with indicators
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Source: ESRB (2014)
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A macro-prudential policy framework for Europe
Macro-prudential policy cycle
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Source: ESRB (2014)



Macro-prudential policy cycle
Risk identification and assessment
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Risk identification and assessment

To what extent are vulnerabilities 
building up or crystalizing?

How (un)certain is the risk 
assessment?



Macro-prudential policy cycle
Risk identification and assessment

▪ Key indicator books help to monitor and assess sources of systemic risk 

▪ Selecting a targeted set of key indicators that capture the identified sources of systemic 
risks helps monitor and assess the build-up of these risks

▪ Preliminary analysis points to benefits from combining indicators: for instance, the 
relevance of measures of sectoral credit growth as indicators for future banking and real 
estate crises, especially in combination with asset price growth
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Macro-prudential policy cycle
Risk identification and assessment: Indicators – key findings
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Source: ESRB (2014)



Macro-prudential policy cycle
Risk identification and assessment
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Potential questions to provide qualitative information about the build-up of 
vulnerabilities

•Are there signs of speculative behavior?
•Are particular asset classes heavily advertised or discussed in the media?
•Are banks taking large positions where profits continuously exceed measured 
risks?

•Are there relatively new products with large market shares, and have they 
been increasing rapidly?

•Are lending standards falling?
•Are profit margins decreasing?
•Is competition increasing from the shadow banking sector?



Macro-prudential policy cycle
Risk identification and assessment
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Macro-prudential policy cycle
Instrument selection and calibration
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Selecting macro-prudential instruments

•Macro-prudential policy must account for the financial cycle, as systemic risks 
are magnified by pro-cyclicality

•Macro-prudential instruments can dampen both the upswing and the 
downswing of the financial cycle 

•The stance of macro-prudential policy must reflect financial cycles and 
structures

•Calibrating macro-prudential instruments to dampen the upswing of the financial 
cycle will be challenging



Macro-prudential policy cycle
Instrument selection and calibration
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Source: ESRB (2014)



Macro-prudential policy cycle
Instrument selection and calibration
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Financial cycle

Boom
Bust

with crisis without crisis

Other 
macroeconomic 
conditions

strong tighten
leave 

unchanged
or release

weak
leave 

unchanged 
or tighten

release release

Source: BIS (2014)
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Instrument selection and calibration
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Is there are robust link between changes in the 
instrument and the stated policy objective?

How are expectations affected?

What is the scope for leakages and arbitrage?

How quickly and easily can an instrument be 
implemented?

What are the costs of applying a macro-prudential 
instrument?

What is the optimal mix of tools to address a given 
vulnerability?



Macro-prudential policy cycle
Instrument selection and calibration

▪ Effectiveness

Degree to which market failure can be addressed
Ability to determine the appropriate timing for the activation or deactivation of the 

instrument

- Risks might materialize if activation is delayed
- Unnecessary costs if activation is too early

▪ Efficiency

Cost-benefit assessment
Trade-off between resilience and growth
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Macro-prudential policy cycle
Instrument selection and calibration
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Economic considerations

•Selection and calibration must of macro-prudential instruments must reflect the 
underlying sources of systemic risk

•Macro-prudential authorities should strive to use those instruments which lead 
to the highest net benefits to society

•Selection of instruments must account for possible cross-border spillovers, both 
positive and negative, and unintended effects (e.g. leakages)

•Macro-prudential stress tests support the calibration of instruments



Macro-prudential policy cycle
Desirable characteristics in instrument selection
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Source: ESRB (2014)



A macro-prudential policy framework for Europe
Indicative set of macro-prudential instruments
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Source: ESRB (2013)



A macro-prudential policy framework for Europe
Instrument selection and calibration

Design of the instruments:

▪ Broad-based versus targeted

▪ Single versus multiple

▪ Fixed versus time-varying
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A macro-prudential policy framework for Europe
Instrument selection and calibration
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Source: Lim et. al. (2011)



A macro-prudential policy framework for Europe
Instrument selection and calibration
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Source: ESRB (2014)



Macro-prudential policy cycle
Policy implementation
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Decisions on instrument implementation are based on a wide range of 
quantitative and qualitative information

•This includes information about the overall risk identification and assessment, 
key indicators and their indicative thresholds, instrument selection and their 
expected transmission mechanisms, and the evaluation of the instruments used

•It also includes legal considerations and the stance of other policy areas, notably 
micro-prudential policy, monetary policy, fiscal incentives (e.g. mortgage interest 
payment tax deductions) and competition policy



Macro-prudential policy cycle
Policy implementation
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Policy implementation

Guided discretion

Communication

Interaction with other policy areas



Macro-prudential policy cycle
Policy implementation – Rules versus discretion
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Macro-prudential policy cycle
Policy implementation – Rules versus discretion
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Macro-prudential policy cycle
Policy implementation - “Guided discretion”
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Source: IMF (2011)



Macro-prudential policy cycle
Policy implementation - Communication

Communication is key to macro-prudential policy:

▪ Fosters understanding among the public

▪ Helps manage expectations 

▪ Provides basis for accountability
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Macro-prudential policy cycle
Policy implementation - Communication
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Source: ESRB (2014)



Macro-prudential policy cycle
Policy implementation - Interaction with micro-prudential policy
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Source: ESRB (2014)



Macro-prudential policy cycle
Policy implementation - Interaction with other policy areas
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•Monetary policy
•Fiscal policy
•Macro-prudential policy
•Micro-prudential supervision

▪ Example for complimentary policy: 
Credit financed asset price increases, 
booming consumption and 

investments 🡪 

Monetary policy and 
macroprudential policy tend to become 
more restrictive

▪ Example for potential conflict: 

Release of countercyclical capital 
buffer 🡪

Macroprudential policy aims at 
easing credit conditions, however 
reserves by banking supervisors



Macro-prudential policy cycle
Policy implementation

▪ Objectives of monetary policy are distinct, but complement each other

▪ Monetary policy can reinforce financial stability

▪ Monetary policy can also have undesirable effects on financial stability

▪ Macro-prudential policy can address such risks, which ultimately benefits monetary 
policy

-- > Right policy mix necessary
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Macro-prudential policy cycle
Policy evaluation
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Policy evaluation

Evaluation is key element of the policy cycle, even more so during the first 
years of implementation

Evaluation provides feedback on the effectiveness and efficiency of 
macro-prudential instruments

International organisations can play a useful role in evaluating 
macro-prudential policy across Member States



Macro-prudential policy framework for Europe
Coordination issues

▪ In order to arrive a holistic view on how to address systemic risks, cooperation between 
relevant authorities is needed; particularly, when different authorities are responsible for 
micro and macro-prudential supervision

▪ The presence of potential cross-border spillovers also necessitates EU-wide coordination 
of national macroprudential policy

▪ Coordination across borders can ensure that macroprudential measures apply to both 
domestic and foreign banks. Authorities should seek to ensure that both domestic and 
national banks face the same requirements for exposures in a particular country. This 
implies that foreign authorities voluntarily reciprocate macro-prudential measures 
imposed by the domestic macroprudental authority

▪ Before activating certain measures laid down in the CRD/CRR, authorities must notify 
the ESRB
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A macro-prudential policy framework for Europe
The role of the ESRB under the CRD/CRR
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Source: ESRB (2014)
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The role of the ESRB under the CRD/CRR
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Source: ESRB (2014)
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Looking ahead
Discussion
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Key strategic directions for 
macro-prudential authorities

Developing a macro-prudential strategy

•Such strategy should be based on a 
sound analytical framework that links 
intermediate macro-prudential objectives 
to key indicators and macro-prudential 
instrumentsDeveloping a communication strategy

•Such strategy should cover the mandate, 
powers and instruments available to 
macro-prudential authorities as well as the 
development of a simple narrative on the 
analytical links between systemic risks 
and policy actions, and their likely 
transmission mechanisms

Ensuring adequate coordination 
mechanisms with the competent 
micro-prudential authorities
Improving availability, quality and 
comparability of data used for 
macro-prudential purposes
Strengthen systemic risk and policy 
analysis capabilities
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Thank you very much for your attention!
Contact: Peter.Spicka@bundesbank.de


