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The effective implementation of the macroprudential
approach depends on the supervision and coordinated action
of the central bank. Central banks are naturally involved in
macroprudential policy, thus monetary policy is increasingly
using unconventional regulatory methods and tools as macroprudential policy instruments.
Some countries (Belgium, Ireland, England) have completely returned to the central bank the prerogative of supervising of the financial sector in the aftermath of the financial
crisis. Although the supervisory agency operates separately
in the following countries: Denmark, Austria, Luxembourg,
Sweden, France, Germany and Finland, integration with central banks has increased since the global crisis. In addition,
France, Germany and Austria are using joint supervision. In
addition, the European Central Bank, which pursued only
monetary policy before the 2008 global crisis, was tasked in
2012 with supervising large banks in the eurozone (European
Commission, 2012).
Monetary policy should be largely responsible for regulating the business cycle, which means stabilizing inflation
rates and interest rates by using inflation “targeting”. However, it should be noted that no central bank can fully control
the financial markets. But monetary policy has an excellent instrument in the form of macroprudential policy, that can take
responsibility for the stability of the financial system and the
financial cycle. The impact of classical monetary policy channels on the economy is limited because, on the one hand,
security markets are underdeveloped in some countries, and,
on the other hand, interest rate dynamics are more dependent on structural factors than on monetary conditions.
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Moreover, it should be noted that monetary policy can
even contribute to the accumulation of risks in the financial
sector (Cavallari, 2016). In particular, when the central bank
aims to stimulate consumer spending by lowering interest
rates, this may significantly increase security prices and create a breeding ground for a “speculative soap bubble“, that
threatens financial stability. On the other hand, pursuing a restrictive monetary policy raises interest rates, which reduces
aggregate demand in the economy, and may lead to a slowdown in the long-term growth rate of the economy. Thus,
monetary policy faces challenges and it is clear, that achieving financial stability in isolation is impossible. Therefore,
no country today considers monetary and macroprudential
policies in isolation, on the contrary, the success of the coordinated use of their instruments can be seen in practice of
many countries.
As mentioned, price stability alone is not a sufficient
condition for financial stability. An example of this is the stable pre-crisis price level in the euro area, accompanied by
credit cycle fluctuations and instability (Deutshe Bundesbank,
2015). During this period, the prices of securities and credit
volumes increased rapidly in the euro area (graph 1). As can
be seen from the graph, against the background of price stability, there was an unstable situation in the financial sector,
which the monetary policy could not foresee and respond to.
And because credit cycles are more volatile than business cycles, it is essential to actively apply macroprudential policy
and coordinate it with monetary policy.
Based on the above described situation, the issue of integration of macroprudential and monetary policies and the
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Graph. 1. Credit and business cycles in the euro area
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Source: Cavallari M., “Monetary Policy and Macro Prudential Regulation: Whither Emerging Markets”, 2013: 15.
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Graph 3. Impact of monetary and macroprudential policies on bank lending in the US (%)

Source: IMF,“Effects of Monetary and Macroprudential Policies on Financial Conditions: Evidence from the United States”,
2015:13-15
made in one policy have a great impact on the effectiveness
of the other policy and its consequences. Such as equity
countercyclical buffer, liquidity repayment ratio, etc. offers
new ways to regulate credit and financial cycles.
- Broad credit channel -is one of the most common
transmission channels used by both policies. Bank lending
and its management are used successfully both in monetary
policy and macroprudential policy. When the central bank
implements a restrictive monetary policy, thereby reducing
the amount of money in circulation, in turn commercial banks
issue fewer loans to firms and households. As a result, the
volume of loans is limited, which increases the interest rate
and increases the risk of ”moral hazard“ by companies, because they are interested in investing in more risky projects
to get high returns. Therefore, an increase in interest rates is
a signal to banks, that risks are accumulating in the financial
sector and consequently lending conditions are tightening.
Under such conditions, macroprudential policy instruments
GLOBALIZATION AND BUSINESS #11, 2021

such as the minimum reserve requirements, adopted by in
Basel III, play a crucial role in regulating the financial cycle.
- Interest rate channel - Monetary policy aimed at lowering interest rates may have a negative impact on the condition of financial institutions, as lower interest rates mean
lower returns. The 2008 crisis showed that due to reduced
yields, financial institutions and private commercial banks began to use new financial instruments, which were seemingly
safe, but became a major threat during the crisis and caused
financial instability.
However, it should be noted that the effectiveness of
monetary policy at the national level is becoming increasingly weak as a result of global integration of financial markets.
As Chairman of the US Federal Reserve, Ben Bernanke1 says,
the increase in global savings has led to a sharp decline in
American Economist, chairman of United States Federal Reserve
System, 2006-2014
1
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Graph 4. Expansive monetary policy and level of risks, US, 1997-2008

Source: Deutsche Bundesbank, “Financial Stability Review”, 2012:5
long-term interest rates in developed countries, which in turn
has weakened its link to short-term interest rates. Due to this
fact, the monetary policy impact on the short-term interest
rate is reduced significantly, which also showed weakened
impact the long-term interest rate. This fact indicates the
weakening role of monetary policy in ensuring financial stability (Bernanke, 2015).
Empirical surveys of the United States (Jiménez, Ongena,
Peydró, Saurina, 2014) were obtained from quarterly reports
of the Federal Reserve System. The purpose of the study was
to analyze the impact of monetary policy on the volume and
dynamics of borrowing. The study analyzed the volume of
loans in dollars at the level of the minimum interest rate and
the normal level in 1997-2008 (Deutsche Bundesbank, 2015).
The graph clearly shows the negative relationship between
the policy rate and the degree of risk (Graph 4). As the figure shows, the monetary policy pursued by the central bank
can have a major impact on the financial system, in particular
even stimulating risky transactions by financial institutions.
- Exchange rate channel - In the open economy, the
central bank can influence exchange rate and capital flows
through monetary policy. Large inflows of capital can put the

country at risk due to excessive credit and liquidity. This is
easier to understand by looking at a small open economy like
Ireland. The country’s central bank has tightened monetary
policy to curb inflation. As a result, interest rate hikes have
made the country more attractive in terms of investment,
which has led to a large capital flows into the country. Many
Eastern European countries faced this dilemma before the
global crisis (Graph. 5).
- Bank Capital Channel- This refers to the observance of
mandatory capital norms and requirements by banks. One of
the such instruments is the requirement to maintain capital
adequacy, forcing banks to increase the amount of their assets in excess of the amount of loans issued. However, there
are other requirements such as liquidity, solvency, etc. Depositors place cash in the bank in the expectation, that they will
receive more interest on each invested item tomorrow, however, various risks (liquidity, market, credit) may become the
cause of the bank’s insolvency. As depositor assets decrease
due to deteriorating economic conditions, they require the
bank to raise interest rates, which in turn leads to reduced
economic activity (Cozz, Darracq, Karadi, 2020).
Macroprudential policy is particularly important in this

Graph 5. The relationship between inflation rates and real estate prices

Source: Blanchard O., Vinals J.,World Economic Outlook and Haver Analytics,,”The Interaction of Monetary and Macroprudencial Policy’’, 2013:23.
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regard, as it provides for mandatory minimum capital requirements for the bank, which are defined on the basis of
the principles and regulations of Basel III, and allow the bank
to assess its balance sheet and creditworthiness.
CONCLUSION
The 2008 global financial crisis once again raised the issue of more active application of macroprudential policy, as it
became clear that monetary policy and its regulations alone
could not ensure stability in the banking and financial sector.
The aim of macroprudential policy is to increase the degree

of resilience of the financial system to endogenous shocks, to
limit the emergence of financial imbalances and to minimize
the economic costs caused by imbalances. Therefore, coordination and close link with monetary policy is a necessary and
inevitable condition to achieve this goal, as the effective implementation of the macroprudential approach depends on
the coordinated action of the supervisory body and the central banks. Central banks are naturally involved in the macroprudential policy process. Finally, it should be noted, that the
example of many countries has practically proven the effectiveness of the integration of the above policies and their simultaneous application in preventing macroeconomic shocks
and ensuring the stability of the banking and financial sector.
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