Introduction
The intention of this bibliography is to present some of the core work done to date on the
role of macroprudential policy, the possible nature of macroprudential policy and
regulation, and the identification and modelling of systemic risk. This material is intended to
frame a discussion of potential macroprudential data needs, how best to source such data,
and the extent to which it is desirable for this data to be consistently collected and
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ECB in macroprudential supervision; (ii) the role of research and analytical tools in the conduct of
macroprudential supervision; and (iii) the efforts of the European System of Central Banks (ESCB) to
undertake and stimulate further research in support of macroprudential policies.

ECB (2009). The concept of systemic risk. Financial Stability Review, December 2009, pp.
135-142.


Link to publication:
http://www.ecb.int/pub/pdf/other/financialstabilityreview200912en.pdf?a714d47aceca9f3
96c14079c4b8c72cd)

Hitherto, the literature on the topic of systemic risk has documented the relevance of
macroeconomic shocks and pro-cyclical behaviour from the perspective of systemic risk. Indeed,
when analysing the literature on systemic risk, one notices that the trigger of the event (i.e. the risk
of experiencing a strong systemic event) could be an exogenous or endogenous shock – viz., from
outside or from within the financial system respectively. Moreover, one can distinguish between a
“horizontal” perspective of systemic risk, where one only considers the financial system, and a
“vertical” perspective, where both the financial system and the economy at large are taken into
account.

ECB (2010). Central Bank Statistics – What Did the Financial Crisis Change? Fifth ECB
Conference on Statistics.


Link to publication:
http://www.financialstabilityboard.org/publications/r_0910a.pdf

This forms one of a series of biennial conferences on statistics held by the European Central Bank
(ECB) and has the aim of exchanging views on the statistical requirements for central bank policymaking. The contributions and discussions in this volume centre upon four conference sessions: (i)
central banks’ statistical initiatives to meet new challenges; (ii) G20 initiatives on financial statistics:
the way forward; (iii) what is new in the demand for ESCB statistics, for financial stability and
macroprudential purposes; and (iv) the role of statistics in central bank communication. There are
also speeches from senior figures in European financial policymaking.

FSB (2009). Risk management lessons from the global banking crisis of 2008. Senior
Supervisors Group Report.


Link to publication:
http://www.financialstabilityboard.org/publications/r_0910a.pdf

The report, issued by the Senior Supervisors Group (SSG), provides an in-depth review of the funding
and liquidity issues which were central to the recent financial crisis. Moreover, it identifies
deficiencies in practising risk management made evident by the crisis, looking at deficiencies beyond
the major liquidity risks which had accumulated in the system.
The report also publishes the primary findings from two initiatives the SSG carried out at the end of
2008. The first reviews the specific funding and liquidity risk management challenges faced by
thirteen firms and the lessons learned thus far. The second comments on the early 2009 assessment
made by twenty global financial institutions of their own risk management practices, against a
compilation of recommendations made by the SSG.
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Hartmann, P. (2010). Macro-prudential supervision and regulation. Presentation given at
CEPR conference on ‘Crisis Aftermath: New Regulatory Paradigms’ at the London Business
School.


Link to publication:
http://www.cepr.org/meets/ltm/1760/HartmannFinal.pdf

This presentation outlines the notion of systemic risk and suggests that an answer to the problems
caused by it is to be found in macroprudential supervision and regulation. The author looks at the
sources of systemic risk and the forms which it may take, as well as examining how we can identify
and assess systemic risk using a variety of means. He also considers what areas of research are
needed, including the need for models analysing contagion and spillover, early-warning signals and
macro-stress testing.

Galati, G. and R. Moessner (2011). Macroprudential policy – a literature review. Working
Papers No 337.


Link to publication:
http://www.bis.org/publ/work337.htm

The recent financial crisis has highlighted the need to go beyond a purely micro approach to financial
regulation and supervision. In recent months, the number of policy speeches, research papers and
conferences that discuss a macro perspective on financial regulation has grown considerably. The
policy debate is focusing in particular on macroprudential tools and their usage, their relationship
with monetary policy, their implementation and their effectiveness. Macroprudential policy has
recently also attracted considerable attention among researchers. This paper provides an overview
of research on this topic. The authors also identify important future research questions that emerge
from both the literature and the current policy debate.

Group of Thirty (2010). Enhancing financial stability and resilience: Macroprudential policy,
tools, and systems for the future.


Link to publication:
http://www.group30.org/pubs/GRP30_FinStability_ExecSum_A.pdf

The financial crisis has proven that regulation must be focussed on the financial markets as a whole
rather than on individual institutions. In order to prevent the occurrence of another crisis, it is
essential to understand the importance of systemic risk. A fundamental concern of macroprudential
policy is the way in which interconnectedness of financial institutions and markets, common
exposures to economic variables, and pro-cyclical behaviour can create risk.

The Economist (2011). The great unknown. Issue of 13 January 2011.


Link to publication:
http://www.economist.com/node/17900268?story_id=17900268&fsrc=rss

The commentary provides an overview of policymakers’ attempts to address limitations for
maintaining financial stability as made evident by the financial crisis – in short, what advances have
been made heretofore with respect to macroprudential supervision of the financial system. It
discusses the top three priorities of the International Monetary Fund (IMF) and Financial Stability
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Board (FSB) as well as the progress in addressing these priorities to date, specifically the need for: (i)
systemic-wide measures of borrowing and ‘maturity mismatch’; (ii) understanding of the links
between big banks and other participants in the financial system; and (iii) methods for data
collection on the ‘shadow banking system’. It also highlights the inherent difficulties of
macroprudential data collection given the constant evolution of the financial system.

Trichet, J.-C. (2009). Systemic risk. Clare College Lecture in Economics and Public Policy,
Cambridge.


Link to publication:
http://www.bis.org/review/r091217b.pdf

The speech focuses on the importance of systemic risk and the role it played in the crisis. In order to
restore financial stability following a crisis, macroeconomic authorities have been called into action.
Their aim is to avoid the transformation of individual financial risk into systemic risk. Whilst
macroprudential supervision is at the forefront of preventing severe bubbles from emerging (and
bursting), this alone may not be sufficient, given the macroeconomic components of cycles.
Therefore, macroeconomic stabilisation policies need to make their contribution to reducing procyclicality.

Trichet, J.-C. (2010). Macro-prudential regulation as an approach to contain systemic risk:
economic foundations, diagnostic tools and policy instruments. ECB Speech.


Link to publication:
http://www.ecb.int/press/key/date/2010/html/sp100927.en.html

Whilst the speech focuses on the implementation of macroprudential supervision, it also covers the
recent creation of the ESRB, its tasks and operations. Systemic risk and ways of preventing it from
happening again are the main interest of the newly created body, the ESRB. The president of the ECB
further explains what gaps in the system should be filled in order to guarantee financial stability. Reevaluating the understanding of the nature of risk of market disruptions is important when trying to
understand the role of financial markets in our economies and our societies, and hence preventing
the spread of a new crisis.

Macroprudential Policymaking and Regulation
Acharya, V. et al. (2009). Regulating systemic risk. Based on: Restoring Financial Stability:
How to Repair a Failed System. John Wiley & Sons, ch. 13.


Link to publication:
http://pages.stern.nyu.edu/~sternfin/vacharya/public_html/systemic_risk.pdf

Regulating systemic risk is a way of limiting and preventing the risk of a crisis in the financial sector
and its spillover into the larger economy. The paper proposes a way of measuring and limiting
systemic risk based on the assumption that unless the external costs of systemic risk are internalised
by each financial institution, the institution will have the incentive to take risks that are borne by all.
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Borio, C. (2010). Implementing a macroprudential framework: Blending boldness and
realism. BIS Speech.


Link to publication:
http://www.bis.org/repofficepubl/hkimr201007.12c.pdf

Implementing a macroprudential framework is an important step toward preventing the occurrence
of another crisis. According to this paper, the ways of implementing a macroprudential approach can
be categorised four-fold, according to: the criterion of success, the degree to which systemic risk is
tracked, the balance between an aggregate and the sectoral approach, and that between rules and
discretion. Throughout the paper, the author underlines the goals set throughout the
implementation framework, the strategies adopted, and its pros and cons.

FSB/IMF (2009). The financial crisis and information gaps. Report to the G-20 Finance
Ministers and Central Bank Governors.


Link to publication:
http://www.imf.org/external/np/g20/pdf/102909.pdf

In response to the call by the G20, the Financial Stability Board (FSB) and the International Monetary
Fund (IMF) explore information gaps in the data used in financial markets and provide proposals for
strengthening data collection. The key recommendations made concern four overarching themes: (i)
to better capture the build-up of risk; (ii) improving data on international financial network
connections; (iii) monitoring the vulnerability of domestic economies to shocks; and (iv) the
communication of official statistics. On a general level, it is noted that a key lesson is the importance
of ensuring that statistical information collection remains adaptable to the rapid changes in financial
markets.

Hanson, S., A.K. Kashyap and J.C. Stein (forthcoming). A macroprudential approach to
Financial Regulation. To appear in: Journal of Economic Perspectives.


Link to publication:
http://www.economics.harvard.edu/faculty/stein/files/JEP-macroprudential-July222010.pdf

This paper examines the macroprudential approaches to financial regulation and distinguishes them
from micro-prudential (as many describe the existing framework). The examination of the current
framework shows that it focuses on preventing the failure of each individual institution as opposed
to focussing on the ‘safe being’ of the financial system as a whole. Market failures must be examined
through an analysis of why individual financial firms, acting in their own interest, deviate from a
“financial social plan”.

Moreno, R. (2011). Policymaking from a “macroprudential” perspective in emerging market
economies. BIS Working Papers, No 336.


Link to publication:
http://www.bis.org/publ/work336.pdf

The financial crisis has taught us that linkages between countries play a significant role in
transmitting financial shocks. The focus is therefore on examining macroprudential policy for a group
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of countries as a whole. The paper shows and compares how similar stand-alone macroprudential
policies would have been for a selected group of countries, and how they differ from a policy derived
from a portfolio analysis.

Tumpel-Gugerell G. (2010). The interplay of banking, financial intermediation and
regulation. ECB Speech.


Link to publication:
http://www.ecb.int/press/key/date/2010/html/sp100927.en.html

This speech, as part of the session on ‘Macro-prudential Regulation as an Approach to Contain
Systemic Risk: Economic Foundations, Diagnostic Tools and Policy Instruments’, focuses on how
financial regulation should react to instances of widespread or systemic instability. A comparison
between history patterns of regulatory reactions and the current regulatory reforms shows how the
lessons learnt have lead us to the systemic dimension of supervision and regulation.

Yellen, J.L. (2010). Macroprudential supervision and monetary policy in the post-crisis world.
Speech given at the Annual Meeting of the National Association for Business Economics,
Denver.


Link to publication:
http://www.federalreserve.gov/newsevents/speech/yellen20101011a.htm

In her speech, the Vice Chair of the Board of Governors of the Federal Reserve System discusses the
implications of financial market excesses for the supervision of the financial system, and moreover,
for the formulation of monetary policy.
For Yellen, supervision and regulation must stand at the fore of addressing systemic risk: monetary
policy offers, as a rule, “too blunt an instrument” for this purpose, and it has its own long-standing
macroeconomic goals which take precedence. To address systemic risk, we must develop an
enhanced tool kit of macroprudential policies and guidelines for their deployment – for which,
nonetheless, we can draw key lessons from the fruitful field of monetary policy research. The
desired degree of overlap between monetary policy and macroprudential supervision is also
discussed.

Identification and Modelling of Systemic Risk
Alessi, L. and C. Detken (2009). ‘Real time’ early warning indicators for costly asset price
boom/bust cycles: A role for global liquidity. ECB Working Paper, No. 1039.


Link to publication:
http://www.ecb.int/pub/pdf/scpwps/ecbwp1039.pdf

The authors of this paper test the performance of a number of real and financial variables between
the years of 1970-2007 as early warning indicators for aggregate asset price boom/ bust cycles. The
paper analyses the suitability and relative performance of financial versus real, global versus
domestic, and money versus credit-based liquidity indicators. The authors also look at whether the
asset price booms of 2005-2007 would be predicted to be followed by a serious economic downturn.
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*Committee on the Global Financial System (CGFS) (2010). Macroprudential instruments
and frameworks: a stocktaking of issues and experiences. BIS CGFS Papers, No 38.


Link to publication:
http://www.bis.org/publ/cgfs38.pdf

This report summarises preliminary discussions of the CGFS on issues which will be faced by central
banks as macroprudential policy frameworks are developed and applied. Opening with a discussion
of the objectives of macroprudential policy, the Report subsequently examines types of
macroprudential instruments and a number of economies’ (viz. their central banks’) experience with
such instruments. The discussion concerns macroprudential policy exclusively – and not, for
example, related governance issues.

ECB (2010). Analytical models and tools for the identification and assessment of systemic
risk pp. 138-146. Financial Stability Review, June 2010, pp. 129-169.


Link to publication:
http://www.ecb.int/pub/pdf/other/financialstabilityreview201006en.pdf?62ceccf9c0aa2dbc
2ba9e08b91033fb6

This section tentatively discusses the objectives of a macroprudential framework and the policy tools
for it. In particular, the Review discusses broad approaches for analytical models and tools which can
support the identification and assessment of systemic risk. The tools seek to provide early exposure
of the main forms of systemic risk (endogenous build-up and abrupt unravelling of imbalances,
exogenous aggregate shocks, and contagion); this includes a discussion of macro-stress-testing
models.

ECB (2010). Towards macro-financial models with realistic characterisations of financial
instability pp. 138-146, New quantitative measures of systemic risk pp. 147-153. Financial
Stability Review, December 2010, pp. 117-153.


Link to publication:
http://www.ecb.int/pub/pdf/other/financialstabilityreview201012en.pdf?db7221d978494f8
d7cb6e468a90f524a

The Special Feature in the European Central Bank’s (ECB) latest Stability Review describes the key
characteristics of macro stress tests, particularly regarding their use in the US and the EU in the
recent financial crisis. In particular, attention is also given to the question of what is required for
macroprudential policies – one conclusion indeed being that “very significant” further research is
needed. In this regard, the ECB suggests that a greater understanding of the relationship between
financial (in)stability and the wider economy is essential. Finally, the Review surveys measures of
systemic risk which have recently been proposed in the relevant literature and considers what is
needed for greater macroprudential investigation.

Federal Register, Office of Financial Research (2010). Statement on legal entity
identification for financial contracts. US Department of the Treasury.


Link to publication:
http://www.gpo.gov/fdsys/pkg/FR-2010-11-30/pdf/2010-30018.pdf

8 | ICFR Macroprudential Data Scoping Meeting

Bibliography

In order to identify connections among market participants and to monitor systemic risk, the Office
of Financial Research intends to standardise how parties to financial contracts are identified in the
data which it collects. Thus far, private firms and regulators have created a range of identifiers,
leading to inefficiencies for firms and regulatory hurdles. Consequently, the Office aims to establish a
universal standard for identifying these entities, to be implemented by both private industry and
other relevant stakeholders. This statement of policy proposes characteristics for a Legal Entity
Identifier (LEI) and its method of implementation. The deadline for comment is the 31 st January
2011.

Fender, I. and P. McGuire (2010). Bank structure, funding risk and international shock
transmission: concepts and measurement. BIS Quarterly Review, pp. 63-79.


Link to publication:
http://www.bis.org/publ/qtrpdf/r_qt1009h.pdf

In order to assess system-wide bank funding risks and the transmission of shocks across countries,
the authors stress the need for banks’ consolidated balance sheets to contain data which honour a
“geographically disaggregated dimension” of those balance sheets – that is, where the structure of
banks’ global operations (on both the assets and liabilities side of the balance sheet) is visible.
Although a dataset does not yet exist which could provide such a geographically disaggregated view,
it is argued that such a dataset – together with more granular data from the firm or market level –
could yield critical information with which to monitor future systemic funding risks.

Giesecke, K. and B. Kim (2010). Systemic risk: what defaults are telling us.


Link to publication:
http://www.eu-financialsystem.org/fileadmin/content/Dokumente_Events/13th_conference/Papers/kim.pdf

This paper defines systemic risk as the probability of failure of a large number of institutions and the
cascade consequences that would follow this event. The risk factors of failure encompass different
“estimators” based on time-varying and sector-specific effects that are used as sample tests to
demonstrate that the fitted risk measures, accurately quantify systemic risk for different time
horizons. This proves the value of the risk measures in a macroprudential context.

Huang, X., H. Zhou and H. Zhu (2009). A framework for assessing the systemic risk of major
financial institutions. BIS Working Papers, No 281.


Link to publication:
http://www.bis.org/repofficepubl/arpresearch200904.pdf

The authors of this BIS Working Paper propose a framework for measuring and stress testing the
systemic risk of major financial institutions. Their yardstick for systemic risk is a theoretical insurance
premium which protects against financial distress at any given time, based on ex ante default
probabilities of individual banks and their forecasted asset return correlations. To demonstrate the
model, the authors calculate the theoretical insurance premium for twelve major US financial firms
between 2001-2008.

Huang, X., H. Zhou and H. Zhu (2010). Assessing the systemic risk of a heterogeneous
portfolio of banks during the recent financial crisis. BIS Working Papers, No 296.
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Link to publication:
http://www.bis.org/publ/work296.pdf

This paper builds on the approach outlined in Huang, Zhou and Zhu (2009). The methodology
therein, using publicly available data, is here applied to twenty-two major banks in the Asia-Pacific
region. The authors argue that their results are helpful to understand the spillover mechanism of the
recent financial crisis into this region.

IMF (2010). Early warning systems and their role in surveillance. IMF Speech.


Link to publication:
http://www.imf.org/external/np/speeches/2010/020910.htm

In his speech, Deputy Managing Director of the International Monetary Fund (IMF), Takatoshi Kato,
reflects on the lessons of the crisis: there is now an increased need to take account not only of
regulatory issues, but also of cross-border spillovers and systemic risks posed by financial
institutions. The limitations of analytical tools which were already employed by the IMF in 2008, to
anticipate crises in advanced economies, are discussed. Building on this, discussion turns to how
future crises may best be anticipated and prevented, specifically with regard to the collaboration of
the IMF and the Financial Stability Board (FSB) in the ‘Early Warning Exercise’ – to provide periodic
assessments of global systemic risks.

IMF/BIS/FSB (2009). Guidance to assess the systemic importance of financial institutions,
markets and instruments: initial considerations. Report to G20 Finance Ministers and
Governors.


Link to publication:
http://www.bis.org/publ/othp07.pdf

This collaborative report outlines conceptual and analytical approaches to the assessment of
whether a financial institution, a market, or an instrument is systemically important. This leads to a
discussion of a possible form for general guidelines – “high level principles” – which should be
suitable for implementation across jurisdictions. This would mean that assessments of systemic
importance may contribute to identifying systemic risk which has the potential to inflict serious,
pervasive macroeconomic damage.

Jeanne, O. and A. Korinek (2010). Managing credit booms and busts: A Pigouvian Taxation
Approach. CEPR Discussion Paper 8105.


Link to publication:
http://www.eu-financialsystem.org/fileadmin/content/Dokumente_Events/13th_conference/Papers/korinek.pdf
http://www.cepr.org/pubs/new-dps/dplist.asp?dpno=8015.asp

The positive feedback between debt accumulation and asset prices in booms, and the negative
feedback between the two in busts, has frequently led to the suggestion that prudential tax policies
could be used to mitigate the build-up of systemic vulnerability during the boom. At its simplest, this
paper suggests that one way to address the issue of the magnification of cyclical effects would be to
internalise some of the externalities which emerge during periods of “excessive” movements in
financial asset prices – a “Pigouvian” tax on borrowing. The paper also explores the relationship
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between the prudential role of monetary policy and the effect of a Pigouvian tax which could in
theory be applied without the compromise that using only monetary policy might engender (i.e,
using monetary policy as a prudential tool at the expense of other objectives, e.g. the control of
inflation).

Perotti, E. and J. Suarez (2009). Liquidity risk charges as a macroprudential tool. Centre for
Economic Policy Research, Policy Insight No. 40.


Link to publication:
http://www.cepr.org/pubs/PolicyInsights/PolicyInsight40.pdf

The authors suggest that a subtle policy to assuage creation of systemic risk would be to charge
banks a “Pigouvian tax”, measured by their exposure to uninsured short-term funding. This would
exempt insured deposits, targeting instead the risk of sudden withdrawals of wholesale funding. This
addresses the systemic propagation which occurs during a panic, thus discouraging banks from
running large proprietary trading with cheap short-term funding.

Perotti, E. (2010). Systemic liquidity risk and bankruptcy exceptions. Centre for Economic
Policy Research, Policy Insight No. 52.


Link to publication:

http://www.cepr.org/pubs/PolicyInsights/PolicyInsight52.pdf
The policy insight highlights how the 2005 bankruptcy changes created a negative externality for all
intermediaries in liquidity runs. The paper first reviews the history of these privileges and their role
in the crisis, and then proposes a targeted liquidity charge of these instruments and argues it may be
used as a macroprudential tool to contain liquidity risk creation.

Senior Supervisors Group (2010). Observations on developments in risk appetite
frameworks and IT infrastructure.


Link to publication:
http://www.banque-france.fr/acp/travaux-internationaux/SSG-report.pdf

Improvements in IT infrastructure should be targeted in order to improve the workings of the
financial system, so that it will be better prepared for the next crisis. Risk appetite frameworks (RAF)
have undertaken significant IT projects to aggregate risk data more accurately, comprehensively and
quickly.

Song Shin, H. (2010). Macroprudential policies beyond Basel III. Policy Memo, Princeton
University.


Link to publication:
http://www.princeton.edu/~hsshin/www/MacroprudentialMemo.pdf

The publication sets the bases of the discussion on the changes proposed under Basel III. The focus
of the new rules are said to be focused toward a micro-prudential, and therefore concerned with the
solvency of individual banks, rather than a macro one, concerned with the resilience of the financial
system. The paper also mentions the need for greater “loss absorbency” of bank capital and the
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repercussions that this decision would have in terms of inadequacy in achieving a stable financial
system.

Tarashev, N., C. Borio and K. Tsatsaronis (2009). The systemic importance of financial
institutions. BIS Quarterly Review, September 2009.


Link to publication:
http://www.bis.org/publ/qtrpdf/r_qt0909h.htm

Prudential tools that target financial stability need to be calibrated at the level of the financial
system but implemented at the level of each regulated institution. They require a methodology for
the allocation of system-wide risk to the individual institution in line with its systemic importance.
This article proposes a general and flexible allocation methodology and uses it to identify and
quantify the drivers of systemic importance. It then illustrates how the methodology could be
employed in practice, based on a sample of large internationally active institutions.
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