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Abstract

There is a growing consensus among both economists-academics and policymak-
ers that there was at least one missing element of the financial safety net during
the Global Financial Crisis. This element, which will probably improve financial
stability (or protect against financial instability), is the macroprudential orienta-
tion in regulatory and supervisory frameworks. The main scope of the paper is the
institutional dimensions of macroprudential policy.

The principal purpose of the paper is to identify and assess, on a compara-
tive, cross-EU-country basis, existing practices and developments in structuring
a new dimension of the financial stability policy, i.e., a macroprudential one.

The paper builds on existing theoretical considerations and the author s own empir-
ical survey of country practices in applying a macroprudential framework. A compara-
tive, cross-country analysis and a comparison of different sub-indices and overall index
values are the basis for verifying hypotheses and empirically disentangling the institu-
tional differences between macroprudential policy regimes in European Union countries.

The paper sheds light on recent trends in macroprudential policy govern-
ance and qualitative aspects (democratic accountability and transparency), with
special attention to the position of a central bank across the European Union
countries. The conducted research is a basis for constructing ratings of macro-
prudential authority accountability and transparency across the EU countries,
which gives an indication of the overall quality of the institutional arrangements.
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1. Introduction

The genesis and mechanisms behind the global financial crisis still seem to be
a subject of controversy. Most researchers agree that the nature of the crisis was
complex, but they concentrate on different factors while searching for the origin
of the crisis: financial, economic, political, legal, psychological as well as cultur-
al ones (Obstfeld & Rogoff 2009; Taylor 2009; Merrouche & Nier 2010; Roubini
& Mihm 2010; Barth et al. 2012). Most observers have also argued that the crisis
was unpredictable and extremely severe, largely because the regulatory framework
in place prior to the crisis was microprudential in nature (Brunnermeier et al. 2009;
Hanson et al. 2011, pp. 3-28). The global financial crisis exposed the weaknesses
of this microprudential approach as well as the pre-crisis regulatory and supervi-
sory structure as such (which was aptly described by Schinasi (2010) as a ‘patch-
work of rules of the game and regulatory and supervisory principles’).

In response to the crisis, different countries as well as international bodies
are evaluating and, in consequence, implementing reforms aimed at reshaping the
financial safety net. Recent experience has demonstrated that financial stability
(in contrast to price stability) and macroprudential policy, as an essential contrib-
utor to its delivery, should be given higher priority compared to the past. While
macroprudential policy tools had been in use in a number of countries well be-
fore the global financial crisis, the creation of a dedicated macroprudential policy
framework seems to have been prompted by the crisis experience.

The extensive range of institutional arrangements being adopted across coun-
tries suggests that there is no ‘one-size-fits-all’ approach (Nier et al. 2011). None-
theless, experience highlights — and this paper documents — a number of elements
that have been found useful for macroprudential policy structuring as well as mac-
roprudential policy effectiveness. The topic of an adequate institutional framework
for macroprudential policy is essential, although it still lacks a strong theoretical
background. It seems that now is a good moment to diagnose the situation and draw
conclusions in the form of stylized facts (Borio 2010; Nier et al. 2011) or a compar-
ative study based on primary data (Egawa, Otani & Sakiyama 2015).

As part of the research conducted, three research hypotheses were formulated
and subsequently verified in this paper.

H1: To be effective, institutional arrangements for macroprudential policy
need to ensure a policymaker’s ability and willingness to act, firstly, by including
a clear and formal mandate.

A clear and formal (regulated by law) mandate in relation to the macropru-
dential policy seems to be the sine qua non condition for effective policy. This has
been stressed by most recommendations formulated by international institutions
(IMF 2011; IMF-FSB-BIS 2016), pan-European organizations (ESRB 2011) and
researchers (Nier et al. 2011; Borio 2014).
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H2: Structuring the macroprudential policy should be accompanied by cre-
ating mechanisms of accountability and transparency which can establish legiti-
macy and create a commitment to take action.

Expectations toward transparency and using communication tools force the
macroprudential authority — by analogy the central bank — to make a choice be-
tween discretionary activities and adopting specific rules (Kydland & Prescott
1977). When deciding on the optimum transparency level, one should pay atten-
tion to the trade-off between opportunities being a consequence of managing ex-
pectations and threats resulting from over-transparency.

H3: Central bank-based macroprudential policy arrangements are more
stable and homologous, the consequence of applying a rational analogy to the
well-known institutional design of effective monetary policy.

The hypotheses are verified by comparing the level of objective accounta-
bility de jure and objective accountability de facto (H1), by analyzing the level
of transparency index as well as by comparing the level of sub-indices in relation
to two separate models of macroprudential authority, i.e., central bank-based and
collegial body-based.

The principal purpose of the paper is to identify and assess, on a comparative,
cross-EU-country basis, existing practices and developments in structuring new
dimension of financial stability policy, i.e., a macroprudential one. In this way, the
paper aims to contribute to the ongoing debate on institutional arrangements for
macroprudential policy.

The paper is organized as follows. The introduction clarifies the motivation
for writing the paper, its purpose and structure. The research methodology is de-
scribed in the next section. Then, the following sections of this paper are devoted
to the presentation of the empirical results. Finally, in the last part of the paper,
we conclude with a discussion on policy implications.

2. Research methodology

The research on institutional arrangements for macroprudential policy was con-
ducted on a sample of twenty-eight macroprudential authorities from the Europe-
an Union member states between November 2016 and February 2017. Seven rep-
resentatives of macroprudential authority in the EU countries did not respond (i.e.
Austria, Bulgaria, Croatia, France, Malta, the Netherlands, and Spain). Macro-
prudential authorities are represented by different institutional bodies in different
countries: central banks, financial supervisory authorities or separate institutions
created for the purpose of executing macroprudential policy. The empirical anal-
ysis employs information collected via a questionnaire from twenty-one EU coun-
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tries. The countries differ in terms of institutional framework, level of economic
development as well as size and level of development of the financial sector. Nev-
ertheless, this area is still the most integrated region in the world.

When constructing the index of institutional arrangements of macroprudential
policy, the main goal was to strive to offer a measure which would facilitate a com-
parison of individual countries solutions. The following factors employed in the
process had a significant impact on the constituent components of the index:

» The experience of the researchers in the field of institutional, qualitative as-
pects of central banks and financial regulators policy (Eijffinger & Hoeber-
ichts 2000, pp. 73-96; Cukierman 2001; De Haan et al. 2004, pp. 775-794;
Masciandaro et al. 2008, pp. 833—848; Blinder et al. 2009, pp. 910945, Hor-
vath & Vasko 2016, pp. 45-56).

* Striving to review hypotheses (hence, e.g., the separation of objective account-
ability into de jure and de facto).

» The degree of the advancement of research on macroprudential policy, its
effectiveness, institutional framework and tools (Milne 2009, pp. 608—629;
Hanson et al. 2011, pp. 3-28; Galati & Moessner 2013, pp. 846—878; Borio
2014, pp. 79-85).

The institutional arrangements measure for macroprudential policy, devel-
oped by the author for the purposes of this research, is comprised of the follow-
ing sub-indices:

The first stage of the study (identifying the macroprudential authority model):

* The composition of the macroprudential authority (who is responsible for the
macroprudential policy?).

The second stage of the study (overall accountability index):

* Objective accountability (accountability for what? As governed by law versus
by moral obligation, i.e., formal versus informal objective accountability).

» Subjective accountability for financial stability (accountability before
whom?).

 Transparency as a demonstration of subjective accountability (accountability
using what communication tools and how often?).

When constructing the indices (cf. Table 1), all components were assigned
0 points (the component does not apply) or 1 point (the component applies). Thus,
individual components were not differentiated for their varying importance, main-
ly due to the fact that the matter of institutional arrangement for macroprudential
policy is still a topic of lively discussion and controversy.

The paper builds on the author’s own survey of different countries’ practices
in applying macroprudential policy framework. A total of 23 different criteria are
identified to assess and compare the macroprudential institutional arrangement
across the EU countries.
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Table 1. Construction of indices for macroprudential policy arrangement

COMPOSITION OF MACROPRUDENTIAL AUTHORITY

Is there a formal body/institution responsible for macroprudential policy in your country?
What is the composition of the macroprudential policy authority (MPA):

* single body

* collegial body

» multiple body

Who is responsible for:

* decision-making in the macroprudential policy?

* calibration of instruments of the macroprudential policy?

* analysis of systemic risk?

OVERALL ACCOUNTABILITY INDEX (from 0 to 17)

ACCOUNTABILITY FOR WHAT de jure? (from 0 to 3)

Does the MPA have an explicit objective for macroprudential policy (objective documented
in law or in another formal way)?

Is this objective quantifiable (or partly quantifiable)?

Are there explicit secondary objectives for macroprudential policy?

ACCOUNTABILITY FOR WHAT de facto? (from 0 to 2)

Does the MPA have an implicit objective for macroprudential policy (an objective that MBA
feels responsible for)?
Is this objective quantifiable (or partly quantifiable)?

ACCOUNTABLE HOW? (from 0 to 8)

Does the MPA make a regular assessment of systemic risk?

Is the outcome of this assessment published (e.g. in a Financial Stability Report, or another
special publication)? If yes, how frequently?

Does the MPA organize press conferences related to systemic risk (ex-post approach,
explaining past movements)?

Does the MPA organize press conferences related to systemic risk (ex-ante approach,
explaining future movements)?

Does the MPA publish press releases?

Does the MPA publish meeting records?

Does the MPA make any statement of future movements in relation to macroprudential policy
(ex-ante approach)?

Are the communication tools required by law?

ACCOUNTABILITY TO WHOM? (from 0 to 4)

Is the MPA accountable to another party in relation to macroprudential policy actions? Is the
MPA monitored by another party (e.g. Parliament)?

Does the MPA have to report to the accountee on macroprudential policy decisions (besides
annual reports)?

Does the government/ Parliament have the right to give to MPA instructions related

to macroprudential policy?

Is there some kind of procedure for the implementation of an override mechanism?

Source: own research.
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3. Composition of the macroprudential authority — a comparative analysis
of EU countries

The analysis of institutional arrangement in macroprudential policy should prob-
ably begin by answering the question whether there is or is not a formal authority
which is responsible for macroprudential policy. There was a clear need to iden-
tify or establish an authority that oversees systemic risk and decides about policy
actions. Such an authority could be an institution (existing or a new one, e.g., the
central bank, a financial regulator) or a body (e.g. a committee, a council). Insti-
tutional arrangements for macroprudential policy vary among jurisdictions; nev-
ertheless, two dominant models can be identified (cf. Table 2).

In the European Union, there are two dominant models in relation to the macro-
prudential policy: institutional arrangements which are central bank-based (11 out of 21
analyzed cases) and collegial body-based (8 out of 21 analyzed cases). In two other
cases, in Finland and Sweden, the financial supervisory authority also plays the role
of macroprudential authority, while in Italy (a multiple body as a macroprudential au-
thority existed in Italy while the research was conducted), intensive work was underway
aimed at establishing a collegial body-based model no later than September 2017.

Table 2. Macroprudential authority models across EU countries

Central bank . Financial supervisory authority Collegial body
as a macroprudential . . . .
. as a macroprudential authority | as a macroprudential authority
authority
Belgium
Cyprus
Czech Republic Denmark
. Germany
Estonia «
Greece ltaly
Hunear Finland Luxembourg
gary Sweden Poland
Ireland :
. Romania
Latvia .
Lithuania Slovenia
Portugal United Kingdom (location in CB)
Slovakia

"In 2017, a collegial body (Macroprudential Policy Committee) as a macroprudential authority
was to be established.

Source: own calculations based on own research.

Existing arrangements in relation to collegial bodies vary across countries.
This body typically involves a central bank (board or governor), which is the case
of all analyzed countries, a financial supervisory authority (or sectoral supervisory
authority), as well as government members. Differences appear in relation to the
last member. In some countries, the Ministry of Finance participates in the colle-
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gial body as a non-voting member (Slovenia and the United Kingdom), in others,
this person is a voting member (Poland) or even a chair member (Germany). Such
involvement can be perceived as useful to create political legitimacy for macropru-
dential policy on the one hand, but it might create political economy risks, on the
other hand. To mitigate the second problem, e.g., in Germany, the central bank
veto power was introduced in the committee.

The two basic models of macroprudential policy institutional arrangements
differ in relation to the value and descriptive statistics of proposed institutional ar-
rangements index (cf. Table 3). The average value of the index is higher in the case
of the central bank-based model (8.77 points compared to 7.83 points). According
to the methodology applied in this survey, the higher value of the index can be in-
terpreted as a higher level of formality in designing institutional arrangements.

Table 3. Descriptive statistics of institutional arrangement index for macroprudential

authorities
Macroprudential Mean value . Variation
authority model (% of max value) Standard deviation coefficient
8.77 0
Central bank-based (58.46%) 2.20 25.13%
Collegial body-based 783 278 35.58%
& Y (52.21%) : o7

Source: own calculations based on own research.

The other discrepancy between the two identified institutional models of mac-
roprudential authority relates to the lower level of relative variation of institutional
solutions in the case of the central bank-based model (measured both by standard
deviation — 2.20 compared to 2.78 and variation coefficient — 25.13% compared
to 35.58%).

4. De jure versus de facto objective accountability of a macroprudential
authority

An effective macroprudential policy needs to be accompanied by providing the
relevant authorities with a clear, formal mandate, a well-defined objective of
the policy as well as adequate powers. The institutional arrangements should, there-
fore, be designed to foster both ability and willingness to act.

In most of the analyzed countries, the macroprudential authority has an ex-
plicit objective for macroprudential policy (this objective is documented in law),
and there are only two cases with informal (implicite) accountability for macro-
prudential policy (Finland and Latvia).
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The specific dimensions of the index of objective accountability are defined
through detailed constituent components. And so, the de jure objective accountability
index is determined by three detailed variables (formal responsibility for macropruden-
tial policy, formal and quantifiable, at least partly quantifiable objective of macropru-
dential policy, as well as the existence of secondary, clarifying objectives for macro-
prudential policy). The value of de jure accountability index varies from 0 (lack of de
Jjure accountability) to 3 (highly formalized accountability for macroprudential policy).
The results of this sub-index for 22 European countries are presented in Table 4.

Table 4. The formalization level in macroprudential policy arrangement

De jure objective
accountability index
3 Denmark, Ireland, Italy, Luxembourg, Slovenia

Countries

Cyprus, Czech Republic, Estonia, Germany, Greece, Hungary,
Lithuania, Poland, Portugal, Slovakia, Sweden, the United Kingdom
1 Belgium, Germany, Romania,

0 Finland, Latvia

Source: own research.

2

The value of the de jure objective accountability index varies across the Eu-
ropean Union countries from 3 (Denmark, Ireland, Italy, Luxembourg, Slove-
nia) to 0 (Finland and Latvia). However, it seems that the global financial crisis
was reflected in the tendency to increase the clear formulation and formalization
of the macroprudential policy responsibility. This may predominantly result from
the growing expectations, both in-crisis and post-crisis, concerning efforts to sta-
bilize the financial system by reducing the systemic risk.

The formal objective of the macroprudential policy was defined in a variety
of ways in legal regulations governing the operations of specific macroprudential au-
thorities, and it should be highlighted that a great deal of caution and ambiguity was em-
ployed while defining this objective. Examples of the objective are the following:

* (...) to contribute to the safeguarding of the stability of the financial system
as a whole — Cyprus,

* (...) to promote the stability of the financial system as a whole by enhanc-
ing the resistance of the system to shocks and by reducing the accumulation
of systemic risks — Estonia,

* (...) to mitigate systemic risk, which is the risk of a disruption to the provision
of financial services, caused by an impairment of all or parts of the financial
system, with serious negative consequences for the real economy — Ireland,

* (...) to strengthen the resilience of the financial system in the event of materi-
alization of systemic risk, and, in consequence, to support the long-term and
sustainable economic growth of the country — Poland,

* (...) to identify, monitor, and take action to remove or reduce risks that threaten
the resilience of the UK financial system as a whole — the United Kingdom.
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5. How transparent are macroprudential authorities across Europe?

It is not an easy task to define the optimal level of transparency in relation to the
macroprudential authority (cf. Walsh 2007). Besides, transparency has at least
five different dimensions, which Geraats (2002) identifies as political, procedural,
economic, operational and policy. These correspond to transparency about objec-
tives, the decision-making process, the forecasts and models used in the analysis,
communication about the instruments settings and about the policy actions.

Significant differences in the transparency index values within the sample
of macroprudential authorities across the EU can be observed (Figure 1). Although
none of the macroprudential authority disclosed the minimum value (which is 0 ac-
cording to the methodology), in one case (i.e. Slovenia), its value was as low
as 2 points on a scale from 0 to 8. In contrast to this case, two countries achieved
the maximum score for transparency level, in line with the methodology employed
in the survey (i.e. Sweden and the United Kingdom).

Slovenia : :
Romania 1 |
Finland 1 1
Poland
Luxembourg
Latvia

Greece
Genmany
Slovakia
Portugal
Denmark
Cyprus
Belgium
Ireland
Lithuania
Ttaly
Hungary
Estonia
Czech Republic
UK
Sweden

0% 10%  20% 30% 40% 50% 60% 70% RB0% 90% 100%

Figure 1. Transparency index of the EU countries’ macroprudential authorities

Source: own calculations based on own research.

Undoubtedly, these results are only a point of departure for further studies
which should strive to (among others) review how a high or low level of transpar-
ency of the macroprudential authority is correlated with the effectiveness of its
policy. Related studies conducted so far regards central bank financial stability
policy (BIS 1998; Blinder et al. 2001; Horvath & Vasko 2012) indicate a pattern
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which suggests that a higher transparency of efforts undertaken by central banks
may contribute to fewer financial crises as well as helping to reduce their scale.
Since the objective of both macroprudential policy and financial stability policy
seem to be equal (at least in the long term), we might use these results as a good
starting-point of both the theoretical discussion and empirical studies.

The two identified models of macroprudential policy regimes differ in relation
to the value and descriptive statistics used in researching the transparency index
(cf. Table 5). The average value of the index is much higher in the case of the cen-
tral bank-based model (5.54 points, which is close to 70% of the maximum val-
ue of the index, compared to 4.50 points). According to the methodology applied
in this survey, the higher value of the index can be interpreted as a higher level
of transparency regards macroprudential policy.

Table 5. Descriptive statistics of transparency index

Macroprudential Mean value . o .
authority model (% of max value) Standard deviation | Variation coefficient
5.54 0
Central bank-based (69.23%) 1.39 25.12%
Collegial body-based 4.50 1.97 43.89%
& Y (56.25%) : 0770

Source: own calculations based on own research.

The other discrepancy between the two identified institutional models of macropru-
dential authority relates to the lower level of relative variation of institutional solutions
in the case of the central bank-based model (as measured by standard deviation — 1.39 com-
pared to 1.97 and largely also by variation coefficient — 25.12% compared to 43.89%).

6. Conclusions

Putting in place a macroprudential institutional framework seems to be the big-
gest lesson from the Global Financial Crisis that has been embedded in policy.
There is an important argument in favor of introducing some form of explicit stat-
utory framework for macroprudential policy (e.g. clear objective, powers, respon-
sibilities, accountability mechanisms as well as a clear decision-making process).
However, the present level of knowledge and experience still seem to be too low
to create inflexible and highly complex structures.

Although the institutional arrangement is inevitably shaped by country-specific
circumstances, some general tendencies can be identified, and the research con-
ducted on the sample of twenty-one European Union countries’ macroprudential
authorities has led to the development of general conclusions as follows:
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¢ Inthe EU countries, including CEE countries, a process of formalizing the ob-
jective of the macroprudential policy, as well as institutional arrangements for
this kind of policy, can be observed; nevertheless, this process is coupled by the
heterogenic manner of defining this objective (imprecise, ambiguous and gener-
al definitions prevail). What could be recommended in this aspect is to increase
the level of precision and measurability of the main objective for the macro-
prudential authority. Too general a construction of objectives may cause oper-
ational problems and is likely to be the foundation for losing responsibility.
* The outcome of the study suggests that the one-size-fits-all rule should not
be employed when developing institutional arrangements concerning the mac-
roprudential policy. At the same time, it is important to draw on the expe-
riences of solutions concerning other policy objectives, e.g., price stability
(specifically in relation to the transparency of the macroprudential authority,
a ‘rational analogy’ to monetary policy is observed).
Strengthening democratic accountability for the macroprudential authority
(by increasing both objective and subjective accountability as well as trans-
parency level) may be considered as a pre-requisite for structuring a highly
effective macroprudential policy.
The continuation of this research will deliver answers to some important
governance issues which merit special attention: first, what, if any, is the degree
of macroprudential authority insulation from the political cycle; second, what are
the determinants of designing institutional arrangements for the macroprudential
policy; and third, which elements of institutional arrangements are crucial for en-
hancing macroprudential policy effectiveness.
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Streszczenie

INSTYTUCJONALNE ROZWIAZANIA W POLITYCE
MAKROOSTROZNOSCIOWEJ — ANALIZA
POROWNAWCZA W KRAJACH UNII EUROPEJSKIEJ

Rosnie konsensus zarowno w gronie ekonomistow, jak i politykoéw, w odniesieniu do oceny
funkcjonowania sieci bezpieczenstwa finansowego w okresie poprzedzajgcym wybuch
Globalnego Kryzysu Finansowego. Wigkszos¢ badaczy zgadza si¢ co do kwestii braku-
Jjgcego elementu tej sieci, ktorym jest makroostroznosciowa orientacja w sprawowaniu
nadzoru finansowego. Stqd przedmiotem niniejszego artykutu jest polityka makroostroz-
nosciowa, w szczegolnosci zas wymiar instytucjonalny tej polityki.

Glownym celem artykulu jest identyfikacja i ocena — na podstawie przeprowadzo-
nych studiow porownawczych na probie krajow Unii Europejskiej — istniejgcych praktyk
i kierunku rozwoju ksztaltu instytucjonalnego polityki makroostroznosciowe;.

W artykule wykorzystano zaréwno aktualne, cho¢ ograniczone ilosciowo, rozwaza-
nia natury teoretycznej, jak i wyniki przeprowadzonych badan empirycznych w odniesieniu
do przyjetej struktury instytucjonalnej polityki makroostroznosciowej. W efekcie przeprowa-
dzonego badania, zaproponowano zagregowang miare, pozwalajgcq na oceng przyjetych
rozwigzan instytucjonalnych w krajach UE (Igcznie zidentyfikowano i oceniono 23 kryteria,
bedgce podstawg poréwnania rozwigzan w zakresie odpowiedzialnosci demokratycznej, przej-
rzystosci, stopnia koordynacji, jak i samej konstrukcji instytucji odpowiedzialnej za polityke
makroostroznosciowg). Analiza porownawcza wartosci miernikow czgstkowych byla podstawg
weryfikacji zaproponowanych w artykule hipotez i stanowi empiryczng prezentacje roznic
w funkcjonowaniu rezimow instytucjonalnych polityki makroostroznosciowej w krajach UE.

Whnioski zaprezentowane w artykule stanowiq przyczynek do oceny tendencji w zakre-
sie jakosciowych aspektow polityki makroostroznosciowej (przejrzystosci i odpowiedzial-
nosci demokratycznej) i skali zroznicowania rozwiqzan instytucjonalnych tejze polityki
w krajach Unii Europejskiej, w szczegolnosci w odniesieniu do pozycji banku centralnego
oraz stopnia sformalizowania przyjetych rozwigzan instytucjonalnych.

Stowa kluczowe: bankowos¢ centralna, polityka makroostroznosciowa, ryzyko
systemowe, stabilnosé¢ finansowa





