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The countercyclical capital buffer (CCyB) is a macroprudential buffer originally 
designed to be accumulated in times of an exuberant financial cycle.
 2015 - 2019: weak correlation between the evolution of cyclical systemic risk indicators and 

CCyB activations.
 Since 2021: surge of CCyB activations, despite decline in cyclical systemic risks

Introduction and motivation
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Figure 1 – CCyB announcements and evolution of cyclical systemic risk in the euro area

Source: authors’ calculations



www.ecb.europa.eu © 

ECB-CONFIDENTIAL

www.ecb.europa.eu © 

• Can one identify specific indicators of cyclical systemic in guiding the setting of 
the CCyB for euro area countries?

• Have other than cyclical risk or political economy factors influenced the decisions 
of national macroprudential authorities?
• Accumulated risks
• Characteristics/performance of the banking sector
• Institutional framework

• Has the balance between risk and other considerations in the setting of the CCyB 
changed over time?

• What has been the time lag in decision making?
 This paper: empirical analysis using 1) a conditional fixed effects logit model with 

local projections and 2) a pooled logit model for euro area countries in the period 
2015-2024

Research questions
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• Indicators to guide the setting of the CCyB: 
• Credit-to-GDP gap:  BCBS (2010), Drehmann et al. (2011)

• Role of other credit indicators, equity and house prices as well as banking sector 
variables in predicting banking crises 

      (Behn et al. 2013, Detken. et al. 2014, Ferrari and Pirovano 2016, Castro et al. 2016, Tölö et al. 2018, 
Anundsen et al. 2016, Coudert and Idier 2018)

• Research on determinants of CCyB decisions:
• Edge & Liang (2022): 58 countries, pooled cross section, focus on role of governance.

 CCyB activation less likely if powers to activate it lies with the central bank/prudential authority, compared to FSC.

• Herz and Keller (2023): EU countries, ESRB indicators, 2015-2019.
 No role of credit GAP, rather house price developments (+) and NPLs (-). Confirm results Edge&Liang on governance.

• Döme and Sigmund (2024): EU countries, 2015-2019
 CCyB decisions mainly driven by supervisory funding structure

Related literature
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Conditional logit model integrating local projections approach (Jorda, 2005). 

• Binary dependent variable 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡=1 if positive announced or implemented CCyB rate

Pr 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡+𝑘𝑘 = 1 𝒙𝒙𝑖𝑖,𝑡𝑡 ,𝛽𝛽,𝛼𝛼𝑖𝑖 =
exp(𝛼𝛼𝑖𝑖 + 𝒙𝒙𝑖𝑖,𝑡𝑡𝑇𝑇 𝛽𝛽)

1 + exp(𝛼𝛼𝑖𝑖 + 𝒙𝒙𝑖𝑖,𝑡𝑡𝑇𝑇 𝛽𝛽)

• Conditional likelihood removes unobservable cross-country heterogeneity

• Focuses exclusively on within-country variation

• Consistent estimation as 𝑁𝑁 →  ∞ for fixed 𝑇𝑇.
• Avoids incidental parameter problem

Methodology
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Lags from 𝑡𝑡 + 1 to 𝑡𝑡 + 4 to account for lags in 
policy implementation
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Data: 19 EA countries from 2015-2024 at quarterly frequency
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Dependent variable:
𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡 = 1 if positive CCyB has been 
announced or is implemented

Time variant regressors (conditional logit):
• Cyclical and structural systemic risk
• banking sector characteristics
• external imbalances
• other macropru requirements (RWs/SyRB)
• macro controls

Time invariant regressors (pooled logit):
• Relative size banking sector;
• Share of assets held by foreign subsidiaries;
• Institutional framework for CCyB decisions:
     Central bank (1), Supervisory authority (2), Committee
    (3), Political authority (4)
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Measures of cyclical systemic risk
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Basel credit-to-GDP gap

• Deviation credit-to-GDP ratio from long-term 
trend (HP filtered)

• Positive gap indicates excessive credit growth 
relative to economic activity

• Primary reference indicator to guide CCyB 
setting (BCBS, 2010)

Shortcomings (Lang & Welz, 2017)
• Downward bias following periods of prolonged 

credit growth (role of statistical trend)
• Can overestimate excessive credit in economic 

transition phases (strong credit growth justified by 
economic fundamentals)

Domestic systemic risk indicator (Lang et al. 2019)

Composite indicator, constructed as the weighted average 
of 6 normalised early warning indicators: 
• Bank credit-to-GDP (2yr change): 36%
• RRE price-to-income (3yr change): 17%
• Real equity prices (3yr growth): 17%
• Current account-to-GDP: 20%
• Debt service ratio (2yr change): 5% 
• Real total credit (2yr growth): 5%

 Weights selected to maximise early-warning properties 
for systemic banking crises

 Captures several dimensions of cyclical risk
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Parsimonious model, focus on interactions between systemic risk variable and time 
dummies for:
• Pre covid: 2015 – 2019 Q4
• Pandemic: 2020 Q1 – 2021 Q4
• Post-pandemic: 2022 Q1 – 2024 Q4

Results I: Role of cyclical systemic risk over time
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Average effect of a marginal increase of the d-SRI (a), the Credit-to-GDP gap (b) and credit growth (c) on the probability to 
activate or maintain a positive CCyB rate. The model also controls for GDP growth and RRE price growth.

Statistically significant impact of systemic risk 
on CCyB activation pre-pandemic, not after 
(advent of PN CCyB strategies)
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Results II: Determinants of CCyB decisions (𝑡𝑡 + 2)
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Role of d-SRI, external imbalances and other macropru requirements 
stronger at longer horizons (t+4):
• Lags in policy implementation (persistent signals or slow decision process)
• Consideration of different macroprudential tools more relevant for medium-

term planning of CCyB implementation

Authorities are more likely to raise the CCyB when banks, on average:
• hold relatively small voluntary buffers
• are profitable and can generate new capital through retained earnings 

(lower cost of activation)
• bank balance sheets are healthy

Some role of private sector indebtedness (structural rather than 
cyclical vulnerability)
• even in the absence of excessive credit growth, high private sector 

leverage may amplify the severity of financial stress
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Results III: Covid pandemic as regime shift
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All model variables interacted with time dummy: pre-covid until 2019 Q4, post-covid from 2020 Q1

CA/GDP: Pre-covid export and foreign asset dependence; Covid & aftermath risk of sudden stops and bubbles
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• Countries with a higher proportion of banking 
assets held by foreign subsidiaries are more 
likely to activate the CCyB
• Ringfencing of capital?
• Lower lobbying power?
• Cost of higher requirements borne by foreign 

institutions?

• A larger banking sector is associated with a 
lower probability of activating the CCyB
• Greater lobbying power of banking sector? 

• Institutional framework for CCyB decisions:
• no significant effect of decision-maker being 

supervisory authority or committee compared to a 
central bank

• Weak evidence that were a political authority is in 
charge of CCyB decisions, likelihood of activation is 
lower

Results IV: Pooled logit model
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This study provides new insights for the drivers of CCyB decisions in the euro area, from 2015 to 

2024

• Results suggest a regime shift in how macroprudential authorities operate the CCyB following 

the COVID-19 pandemic: 

• Less focus on cyclical, more on stock vulnerabilities

• Stronger role of bank profitability considerations, 

• Switch of sign for external imbalances 

• Most significant results found for one-year lag between indicator signals and policy activation

• No statistically significant effect of institutional framework 

• A couple of political economy findings: Size of banking sector negative, share of foreign 
subsidiaries positive effect on CCyB decisions 

Conclusion
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Background slides
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Results II: determinants of CCyB decisions (𝑡𝑡 + 4)
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Results III: Covid pandemic as regime shift
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Robustness
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