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Macroprudential Policy: ‘Humility’ and ‘Hope’

First annual ECB/IMF conference

On 26 and 27 April, the symposium jointly organised by the ECB and the IMF took place. It was aimed at
bolstering an analytical framework, the understanding and the diffusion of macroprudential policy
(MAPO), at analysing its current state of play and its way forward. The words ‘humility’ and ‘hope’ echoed
throughout the two days.

It was widely recognised that MAPO remains at an early stage despite the significant growth in the number of
measures applied in the EU in 2015 as compared with 2014 -this was also stressed in the ESRB’s Review of
Macroprudential Policy in the EU in 2015. There was consensus that MAPO is a useful tool against systemic
risks in the whole financial system, and that it has to be used wisely. Thus, policy design has to be built on an
adequate internalisation of negative externalities and on bolstering competitive advantages.

Humility. The clarification of three essential building blocks is still pending:

i) Optimum European governance: Some participants reiterated that the President of the ECB should be the
driver of financial stability in Europe, and that the ECB should also be given the power to relax national MAPO
measures, to correct the current asymmetry that only allows it to make them harsher where necessary. Others
emphasised that European supervision is a diversified body and all of its pieces have to be considered — the ECB,
ESRB, European Commission (EC) and the Member States (MS). A third view was that the MS should have
primary responsibility, followed by the European institutions. Based on these heterogeneous opinions,
communication, coordination and cooperation among all the parties might be the first best in the short term; and at
the same time it is necessary to keep working towards simpler, single, common European supervision of financial
stability.

The ECB released its first bi-annual Macroprudential Bulletin in March, emphasising that it is taking its
responsibilities seriously via the SSM and advocates for leading European financial stability and fostering
transparency.

i) Whether MAPO and monetary policy (MP) should be used jointly or separately under normal
conditions: MAPO and MP seem to be more complementary than substitutes. They might generally reinforce
each other, because financial and economic cycles are strongly interconnected despite their different frequencies.
However, during the conference, it was noticed that MAPO and MP should focus on their respective targets being
sought separately under normal conditions, that both policies should row in the same direction only during stress
episodes, and that MAPO should look at price stability at a secondary level because it might be helpful for MP.
Would it not be preferable for MAPO and MP to mutually consider, as a second condition, the main goal of the
other whenever this is possible’?4

iii) The lack of a complete toolkit: the ECB has raised possible changes in the CRD IV pack to transfer some
relevant national MAPO tools — such the LTV, the DTI and the DSTI - from the MS to the European authorities.

Hope: some progress has been achieved in calibrating instruments and matching them with objectives®, and in
measuring and releasing the state of the financial cycle. However, there was agreement that it is too early to judge
the effectiveness of the tools implemented, mainly due to a lack of data for a complete financial cycle.

In conclusion, given the fact that “hope is not a policy strategy” and that building trust is a must, prudence,
strength and temperance should also be considered, for the sake of a stable and profitable financial system at the
service of real economic growth and, most importantly, of people.

4: On the one hand, Timbergen’s rule states that a certain number of targets requires an equal number of instruments. On the other, game theory
demonstrates that in repeated games cooperative solutions make a stable equilibrium possible.

5: Effective Macroprudential Policy: Cross-Sector Substitution from Price and Quantity Measures by J. Cizel, J. Frost, A. Houben, and P. Wierts. Among
other things, they conclude that quantity-based measures are more effective in reducing bank credit than price-based measures.


http://www.ecb.europa.eu/pub/conferences/html/20151104_mp_policy_research.en.html
http://www.esrb.europa.eu/pub/pdf/other/20160513_esrb_review_of_macroprudential_policy.en.pdf?13b965fb4318cb3dfd841f0b11140b5d
https://www.bbvaresearch.com/wp-content/uploads/2015/06/Financial-Regulation-Outlook_may20152.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecbmpbu201603.en.pdf
https://www.bbvaresearch.com/en/public-compuesta/financial-regulation-outlook-april-2016/
http://www.imf.org/external/pubs/ft/wp/2016/wp1694.pdf
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report prepared by BBVA or obtained from or
based on sources we consider to be reliable and have not been independently verified by BBVA. Therefore. BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorised by BBVA.
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