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1. Cooke Committee  

Meeting, BIS, June 1979  

 

I. Macro-Prudential Surveillance: Terminology 

Evolution 

References   Policy Concerns and Follow-ups 

The authorities were increasingly worried about the 

implications for macroeconomic and financial stability of the 

rapid pace of lending to developing countries and were 

examining policy options to address them. 

Main policy concerns relate to the lack of transparency in 

derivatives markets and the concentration of market-

making functions in a few institutions, which could undermine 

the robustness of market liquidity. 

 

The follow-up policy efforts led to the collection of better 

statistics in derivatives markets. 

2. “Issues related to 

the measurement of 

market size and 

macroprudential risks 

in derivative markets”, 

Brockmeijer Report, 

1995 

3. Following the Asian 

Crisis: “Toward a 

framework for a sound 

financial system”, IMF, 

1998  

The main policy follow-up included the development of 

better statistics to evaluate financial system 

vulnerabilities, so called “macroprudential indicators” (MPIs) 

in 2000 that were later renamed “Financial Soundness 

Indicators” (FSIs). 

Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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1. Macro-Prudential Surveillance: Terminology 

Origins 

Cooke Committee Meeting, BIS, June 1979   

 

“The Chairman [W. P. Cooke, Bank of England] said that 
micro-economic problems (which were of concern to the 
Committee) began to merge into macro-economic 
problems (which were not) at the point where micro-
prudential problems became what could be called macro-
prudential ones. The Committee had a justifiable concern 
with macro-prudential problems and it was the link 
between those and macro-economic ones which formed 
the boundary of the Committee's interest.” 

 
Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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1. Macro-Prudential Surveillance:  Terminology 

Origins 

“The use of prudential measures in the international banking 

markets”, Alexandre Lamfalussy, October 1979 

 

“Prudential measures are primarily concerned with sound banking 
practice and the protection of depositors at the level of the individual 
bank. Much work has been done in this area – which could be 
described as the ‘micro-prudential’ aspect of banking supervision. […] 
However, this micro-prudential aspect may need to be matched by 
prudential considerations with a wider perspective. This ‘macro-
prudential’ approach considers problems that bear upon the market 
as a whole as distinct from an individual bank, and which may not 
be obvious at the micro-prudential level.”  

      
 

Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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2. Macro-Prudential Surveillance:  The initial public 

references 

– “Recent Innovation in international banking”, ECSC, 1986 
Macroprudential policy is defined as a policy that promotes “the safety and 
soundness of the broad financial system and payments mechanism”. 

 

– “Recent developments in international bank relations”, ECSC, 
1992 

The report “focus on the role and interaction of banks in non-traditional 
markets, notably the markets for derivative instruments, to examine the 
linkages among various segments of the interbank markets and among the 
players active in them, and to consider the macro-prudential concerns to 
which these aspects might give rise”.  
 
– “Issues related to the measurement of market size and 
macroprudential risks in derivative markets”, Brockmeijer 
Report, 1995 
  

 

Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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3. Macro-Prudential Surveillance:  After the Asian 

Crisis 

“Toward a framework for a sound financial system”, 

IMF, 1998 

 “Effective bank supervision must be seen by banks as a 
continuous presence. This is mainly achieved through off-
site monitoring, both micro- and macro-prudential in 
scope. […] Macro-prudential analysis is based on 
market intelligence and macroeconomic information, 
and focuses on developments in important asset 
markets, other financial intermediaries, and 
macroeconomic developments and potential 
imbalances.”  
 

 Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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4. Macro-Prudential Surveillance:  Renewed 

Prominence 

Crockett (2000) 

Two dimensions of macroprudential approach  

 - Time dimension  or Procyclicality of the financial system:  

 How risk evolved over time, with special reference to the financial 
cycle, i.e. the mutually amplifying processes between the financial 
system and the real economy? 

 Call for a build-up of cushions in good times so that they could 
be drawn down in bad times. 

 - Cross-sectional dimension: 

 Focus on institutions having the similar exposures within the financial 
system and the interconnections between those institutions.  

 Call for the calibration of prudential tools with respect to the 
systemic significance of individual institutions, i.e. their 
contribution to overall risk. 

 
Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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4. Macro-Prudential Surveillance:  Renewed 

Prominence 

Crockett (2000) 

Distinction between micro-prudential and macro-prudential 

dimensions : 

 

“The distinction between the micro- and macro-prudential dimensions 
of financial stability is best drawn in terms of the objective of the tasks 
and the conception of the mechanisms influencing economic 
outcomes. It has less to do with the instruments used in the pursuit of 
those objectives.”  

 

Source : The term “ macroprudential” : origins and evolution, Piet Clement, BIS Review , March 2010 
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IMF Analytic Framework for Financial Stability, 2003 

Source : Financial 
Soundness 
Indicators, 

Compilation Guide, 
IMF, 2006 
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Type of Macro Linkages  

11 

  

Weakness in 

Bank’s 

Capital 

Adequacy 

 

Tightening  

of  

credit 
 

Affect 

condition of 

the 

nonfinancial 

sector : 

declining 

productivity 

and income 

in the non 

financial 

corporations 

 

 Reduce 

debt-

servicing 

capacity that 

could make 

the financial 

system 

vulnerable 
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FSIs: Sectoral Financial Statements for Deposit-Takers 
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FSIs: Sectoral Financial Statements for Other Financial 

Corporations 

Source : Financial Soundness Indicators, Compilation Guide, IMF, 2006 
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FSIs: Sectoral Financial Statements for Nonfinancial 

Corporations 
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FSIs: Sectoral Financial Statements for Households 
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Using Interbank Stress Testing to Assess Systemic 

Risk 

Source : “Financial Soundness Indicators, Compilation Guide”, IMF, 2006 
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5. Macro-Prudential Surveillance: In the light after the 

recent financial crisis 

G20- Recommendations after the London Summit, April 2009 

 

  “ We will amend our regulatory systems to ensure authorities are able 
to identify and take account of macro-prudential risks across the 
financial system to limit the build up of systemic risk.  

 We call on the FSB to work with the BIS and international standard 
setters to develop macro-prudential tools.” 
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5. Macro-Prudential Surveillance: Addressing 

Systemic Risk  

Improving the Safety  

of the Financial Markets 

Improving the Safety  

of the Financial Institutions 

Improving the Safety  

of the Financial Instruments 

Source: “Towards a failsafe financial system",  BIS Annual Report 2008/09  
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5. Macro-Prudential Surveillance: Financial Instruments 

Cross-Sectional Dimension 

 

Concentrated positions or a series 

of counterparty relationships 

could pose the system risk of 

joint failures. 

 

 

Procyclical Dimension 

 

 Booms are periods where 

flourishing financial innovation 

will tend to create hidden, 

underpriced risks. As strains 

develop, unseen risks 

materialize. 

Policy Recommendations: 

Balancing innovation and safety  

- Requiring some form of product registration that limits investor access 

to instruments according to their degree of safety. 

- Issuers should bear increased responsibility for the risk assessment of 

their products. 

Source: “Towards a failsafe financial system",  BIS Annual Report 2008/09  
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5. Macro-Prudential Surveillance: Financial Markets 

Cross Sectional Dimension 
 

When one institution holds a sufficiently 
large position, it can create common 

exposures that put the system at 
risk. 

 

 

 

 

Procyclical Dimension 
 

 Parties to OTC derivatives transactions 
generally require collateral to mitigate the 
counterparty risk they face. 

• During period of stress, collateral 
requirements (increases in margin 
requirement) are likely to make it more 
difficult to fund existing position.  

• Increase in uncertainty will put pressure 
on markets for the securities used as 
collateral. 

Policy Recommendations: 

Moving away from OTC arrangements and replace it with Central 

Counterparties (CCPs) 

The CCP would require each participant to hold a balance in a margin 

account according to participants’ outstanding contracts value and are in 

a position to mitigate the procyclicality that arises from the individual 

counterparties’s tendency of increasing margin during time of financial 

stress. 

Source: “Towards a failsafe financial system",  BIS Annual Report 2008/09  
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5. Macro-Prudential Surveillance: Financial Institutions 

Cross Sectional Dimension 

 

-    Similar portfolio ; or  

- Interconnecting 
counterparty exposures 

 

 Higher correlation among 
institution’s balance sheets. 

Procyclical Dimension 

 

 Tendency of institutions to 
become less prudent during 
cyclical upturns and more 
prudent during downturns. 

 

  

Source: “Towards a failsafe financial system",  BIS Annual Report 2008/09  

Policy Recommendations: 

- Implementation of a Systemic Capital Charge (SCC) that would 

complement a minimum leverage ratio (Capital to Assets).  

- Implementation of a Countercyclical Capital Charge (CCC) that would 

require institutions to build up defensive buffers in good times that could 

be drawn down in bad times. 
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II. A- Macro-Prudential Surveillance for Islamic 

Finance: What has been done ? 

Compilation guide on prudential and structural Islamic Finance 
Indicators, IFSB, March 2007 
 

 

 

• to facilitate the monitoring and analysis of the soundness and stability of the IFSI 
 

• to foster cooperation among central banks/monetary authorities and other relevant 
supervisory authorities; 
 

• to support and help coordinate the formulation, development and enhancement of 
appropriate international prudential standards by the IFSB; 
 

• to help promote the development of the IFSI as a vehicle for stimulating economic 
development and reducing disparities in economic progress between nations; 
 

• to help strengthen transparency and international comparability of domestic IFSIs in 
order to facilitate their integration into the international financial system through public 
accessibility to the PIFD and other published cross-country industry data in IFSB research 
reports; and 
 

• to help ascertain the market shares of Shari’ah compliant financial transactions, products 
and services as a percentage of the entire financial system, at both the national and global 
levels, so as to gauge the performance of the IFSI at any given time. 
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II. A- Prudential and Structural Islamic Finance 

Indicators 

  

• PSIFIs can be regarded as a set of FSIs compiled on an aggregate 

basis for the IFSI, or as a peer group, supplemented with additional 

structural indicators and particular definitions in order to reflect the 

specificities of Institutions offering Islamic Financial Services. 

 

• PSIFIs should help facilitate an analysis of the strengths, 

vulnerabilities and structure of the Islamic Financial Services 

Industry. 

 

Source: “Compilation guide on prudential and structural Islamic Finance Indicators”, IFSB, March 2007 
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II.  A- Core Prudential Islamic Finance Indicators 
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II. A- Core Structural Islamic Finance Indicators 

Source: “Compilation guide on prudential and structural Islamic Finance Indicators”, IFSB, March 2007 
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II. A- Encouraged Prudential Islamic Finance 

Indicators 
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II. A- Encouraged Structural Islamic Finance 

Indicators 
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• Risk concentrations: (a) Real Estate exposures, (b) intra-group contagion, 

e.g. between Takaful and banks ; 

 

• Use of Murabahah-based structures to create high leverage; 

 

• Reliance on short-term funding of long-term assets under low market liquidity 

conditions; 

 

• Whereas in the conventional system, the failure of a few institutions cannot 

threaten the entire system, damage to the reputation of Islamic finance is a 

pronounced systemic risk. 

II. B- Macro-Prudential Surveillance for Islamic 

Finance : Cross-Sectoral Issues 
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• Profit Equalization Reserves are not sufficient as a countercyclical 

measure.  

 

• The regulatory capital framework of IFIs should be strengthened in 

terms of quality and level of capital requirement. The applicability of 

Systemic and Countercyclical Capital Charges for IFIs should be 

addressed.  

II. B- Macro-Prudential Surveillance for Islamic 

Finance : Procyclicality Issues 
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CONCLUSION 

 

 

 

Building a fail-safe financial system is impossible. 

 

If the reform process can identify and mitigate these systemic 

risks, the overall system will be more resilient. 

Source: “Towards a failsafe financial system",  BIS Annual Report 2008/09  


