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Macro-prudential Supervision… 

 “Macro-prudential supervision seeks to ensure financial 

stability by limiting disruptions to financial services caused 

by an impairment of all or parts of the financial system 

and [and which have] the potential to have serious 

negative consequences for the real economy.” (Source: 

Committee on the Global Financial System, 2010) 

 

 “Macroprudential policy has been defined as the use of primarily prudential tools to 

limit systemic risk. A central element in this definition is the notion of systemic 

risk—the risk of disruptions to the provision of financial services that is caused by 

an impairment of all or parts of the financial system, and can cause serious negative 

consequences for the real economy”.  (Source: IMF, 2013) 

 



interacts with other policies. 

Source: IMF, 2013 



The cost of financial instability… 

Financial 
Crisis 

Estimated GDP loss 
from CLICO/BAICO 
ECCB -17%, T&T -8-
11%,  Guyana 1-3%  

(DaCosta et al, 2012) 

Cyprus – estimated 
GDP loss of 29.3% to 

20.4% over 2012-
2014 (Pashardes and 
Pashourtidou, 2013) 

40 banking crises 
since the 1980- 

average output loss of 
9.2% of GDP 

(Cecchetti et al, 2009) 



makes having a clear framework necessary. 

Source: The Reserve Bank of New Zealand, 2013 



The Caribbean Countries report FSIs… 

Source:  Central Bank of Trinidad and Tobago, 2013 



stress tests,… 

Source: Farelius, 2013 



and regional interconnectedness. 

Source: IMF, 2013 



Macro-economic data are important… 
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early warning indicators. 

 

 

 

 



They all are used to assess financial 

stability. 

Source: Bank of Jamaica, Financial Stability Report 2012 



Different tools are used … 

Source: ESRB, 2014 



with reserve requirement measures… 

Source: Zhang and Zoli, 2014 



and FX measures being popular. 

Source: Zhang and Zoli, 2014 



 Empirical analysis suggest that… 

 Krznar and Morsink (2014): Canada - Reductions in 
maximum LTV ratios for first-time buyers and refinancing 
in 2010, 2011, and 2012 curbed mortgage credit growth 
and moderated the surge in house price. Results suggest 
that a 1% reduction in the maximum LTV ratio lowers 
annual mortgage credit growth by about ¼ to ½ %.   

 

 Wang and Sun (2013):  Empirical analysis based on 171 
banks in China shows that some usefulness of  macro-
prudential policy tools (e.g., the reserve requirement 
ratio and house-related policies) in containing systemic 
risk. 

 



macro-prudential policy has achieved some 

level of success. 

 IMF (2012):  2000 to 2011, 36 countries,  

 Findings -credit growth -statistically significant effects for both 
capital requirements and reserve requirements. house price 
appreciation –statistically strong effects for limits on LTV ratios 
and capital requirements, but not for reserve requirements. 

 Claessens et al (2013) 2800 banks in 48 countries over 
2000–2010  

 measures aimed at borrowers – caps on debt-to-income and 
loan-to-value ratios, and limits on credit growth and foreign 
currency lending – are effective in reducing leverage and asset 
growth during boom times. While countercyclical buffers (such 
as reserve requirements, limits on profit distribution, and 
dynamic provisioning) also help mitigate increases in bank 
leverage and assets.  



Regionally… 

 Several countries produce financial stability reports – 

Barbados, Jamaica, Trinidad and Tobago 

 CCMF is coordinating the Regional Financial Stability 

Report 

 In addition the IMF occasional produces Financial Stability 

Assessment Reports on the countries – most recent 

Barbados Feb. 2014, also did a regional one for ECCB in 

Sept. 2004 



and locally policy is being developed. 

 Financial Stability Committee supported by a Financial 

Stability Secretariat 

 Creation of a Financial Stability Unit 

 Reorganization of the Financial Stability Report – risk 

based, forward looking 

 Development of New Indicators 

  

  



Tools currently available in the region… 
Barbados 

 

Belize Jamaica Trinidad and Tobago 

Reserve Requirement Govt securities 

- 10.0%; 

Domestic 

deposits - 5.0%; 

Foreign 

currency 

deposits - 2.0% 

Commercial 

banks - 8.5% of 

deposit liabilities 

in Cash 

Reserves 

Commercial Banks, FIA Licensees, 

Building Societies - 12.0% 

(domestic), 9.0% (foreign); 

*Building societies meeting 

'qualifying assets' threshold - 1.0% 

(domestic), 1.0% (foreign) 

Primary Reserve Ratio -  

17.0% (commercial banks), 

9.0% (non-banks); 

Secondary Reserve 

requirement ratio - 2.0% 

Loan to Value Ratio 

Liquidity Requirements Commercial 

Banks - 23.0% 

of deposit 

liabilities in 

approved liquid 

assets 

Commercial Banks, FIA Licensees, 

Building Societies - 26.0% 

(domestic), 23.0% (foreign); 

**Building societies meeting 

'qualifying assets' threshold - 5.0% 

(domestic), 5.0% (foreign) 

Debt to Income Ratio 

Counter-cyclical capital buffers 

Sectoral Capital Buffers 

Dynamic Provisioning 

Source: Various Central Banks 



needs to be supplemented. 

 Adequate data – timely, accurate, long time series 

 Develop appropriate early warning tools and instruments 

 Investigate further interconnectedness 

 Understand the linkages between the real and financial 

sector 

 Development of a shadow rating system for the 

Caribbean 

 



Thank you 


