


1 
!

30th March 2020 

THE EFFECTS OF MACROPRUDENTIAL POLICY ON BANKS’ 
PROFITABILITY 

!

E Philip Davis, Dilruba Karim and Dennison Noel1 
Brunel University and NIESR 

London 
!

!

!

Abstract: "#! $%#&#'(! #)$*%*+,-! #&(*),(#&! ./! #//#+(&! ./! ),+%.$%01#'(*,-! $.-*+*#&! .'! 2,'3&4!
$%./*(,2*-*(56!,!3#5!,&$#+(!./! (7#!(%,'&)*&&*.'!./!),+%.$%01#'(*,-!)#,&0%#&8!9.!.0%!3'.:-#1;#!(7*&!



2 
!

1. Introduction 
 
W(!7,&!2##'!).%#!(7,'!(#'!5#,%&!&*'+#!(7#!;-.2,-!/*','+*,-!+%*&*&!./!?==V@?==T6!:7*+7!+.'(%*20(#1!(.!
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(.! /.%#&(,--! .%! -*)*(! (7#! *)$,+(! ./! 2,'3*';! +%*&#&8! X0$$.%(*';! (7*&6! (7#%#! 7,B#! 2##'! '0)#%.0&!
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,1B,'+#1!+.0'(%*#&!,'1!#)#%;*';!),%3#(!#+.'.)*#&!&0+7!,&!Y,B*&!#(!,-!C?=>VG6!Q,%%#%,&!#(!,-!C?=>TG6!
Q#%0((*! #(! ,-! C?=>VG6! F3*'+*! ,'1! E-)&(#,1@D0)&#5! C?=>TG6! Q-,#&&#'&! #(! ,-! C?=>AG6! Y#--4F%*++*,! #(! ,-!
C?=>?G!,'1!P*)!#(!,-!C?=>>GG8!N.&(!./!(7#&#!&(01*#&!7,B#!&$#+*/*+,--5!/.+0&#1!.'!(7#!#//#+(*B#'#&&!./!
),+%.$%01#'(*,-! $.-*+5! *'! (7#! ,%#,! ./! (7#! /*','+*,-! &#+(.%! :7#%#! (7#%#! *&! (7#! ).&(! $.(#'(*,-! /.%!
&5&(#)*+!%*&3!(.!1#B#-.$6!(7,(!*&!2,'3!+%#1*(!,'1!(7#!7.0&*';!),%3#(8!
!
W'! (7*&! +.'(#K(6! 2,'3&! %#),*'! +#'(%,-! *'! (7#! /*','+*,-! &#+(.%! *'! B*%(0,--5! ,--! +.0'(%*#&Z! ,! &.0'1! ,'1!
$%./*(,2-#! 2,'3*';! &#+(.%! %#),*'&! *)$.%(,'(! /.%! (7#! #//#+(*B#! /0'+(*.'*';! ./! (7#! #+.'.)58! 97*&! *&!
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&#+0%*(*#&!),%3#(&6! *)$%.B#)#'(! *'! /*','+*,-! &5&(#)! (#+7'.-.;5!,'1! (7#! (%,'&/.%),(*.'&!./!2,'3&4!
.$#%,(*';! #'B*%.')#'(8! F! %#+#'(! #K,)$-#! *&! (7#! /-*;7(! (.! 2,'3! +%#1*(! -*'#&! 25! +.)$,'*#&! :7#'!
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3. Empirical research on the factors affecting banks’ profitability 
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10 
!

(7#! *'1*B*10,-! 2,'38! b'1#%! $#%/#+(! +.)$#(*(*.'! (7#! *'1#K! *&! ]#%.! ,&! (7#! .0($0(! $%*+#! C),%;*',-!
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,&!!
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Table 2: Instruments in the IMF Dataset of Macroprudential Tools (2015)!
!

Instrument Abbreviation Effect 

!"#$%&'()*+#",%)+*'   !!
P.,'@(.@\,-0#!D,(*.! P9\! Q.'&(%,*'&!7*;7-5!-#B#%#1!).%(;,;#!

1.:'!$,5)#'(&!25!#'/.%+*';!.%!
#'+.0%,;*';!,!-*)*(!.%!25!1#(#%)*'*';!
%#;0-,(.%5!%*&3!:#*;7(&8!

Y#2(@(.@W'+.)#!D,(*.! Y9W! Q.'&(%,*'&!7.0&#7.-1!*'1#2(#1'#&&!25!
#'/.%+*';!.%!#'+.0%,;*';!,!-*)*(8!
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5. Baseline model 
 
"#! 0&#! *'&*;7(&! /%.)! (7#! ,2.B#@)#'(*.'#1! %#&#,%+7! -*(#%,(0%#! .'! (7#! 1#(#%)*','(&! ./! 2,'3&4!
$%./*(,2*-*(5!).1#-6!,&!&0)),%*&#1!*'!X#+(*.'!A6!(.!;0*1#!(7#!&(015!./!),+%.$%01#'(*,-!$.-*+5!#//#+(&!
.'!2,'3&4!$%./*(,2*-*(58!"#!+.'&(%0+(#1!,!2,&#-*'#!).1#-!:7*+7!&##3&!(.!*'+-01#!,--!%#-#B,'(!+.'(%.-!
B,%*,2-#&! &.! (7#! #//#+(! ./! $.-*+5! *&! +.%%#+(-5! )#,&0%#16! 2#/.%#! ,11*';! (7#! ),+%.$%01#'(*,-! $.-*+5!
B,%*,2-#&!.'#!25!.'#8!
!
W'!-*'#!:*(7!(7#!20-3!./!(7#!-*(#%,(0%#6!:#!)#,&0%#!.0%!1#$#'1#'(!B,%*,2-#6!2,'3!$%./*(,2*-*(5!25!(7#!
%#(0%'&!.'!,B#%,;#!,&&#(&!CDEFFG!,'1!#H0*(5!CDEFIG8!DEFF!%#/-#+(&!7.:!,!2,'3!*&!0&*';!*(&!,&&#(&!(.!
;#'#%,(#!$%./*(&!:7*-#!DEFI!)#,&0%#&!(7#!$#%/.%),'+#!./!,!2,'3!2,&#1!.'!*(&!,B#%,;#!&7,%#7.-1#%&4!
#H0*(56! (7#! %#(0%'! (.! &7,%#7.-1#%&! .'! (7#*%! #H0*(58! 97#! %#(0%'&! /*;0%#! *&! 2,&#1! .'! ,! '0)2#%! ./!
&02+.)$.'#'(&6! ',)#-5! '#(! *'(#%#&(! *'+.)#6! '.'@*'(#%#&(! *'+.)#6! '.'*'(#%#&(! +.&(&! ,'1!
$%.B*&*.'*';! ,'1!2,'3&! ,%#! -*3#-5! (.! (%,1#@.//! +7,';#&! *'! (7#&#! &02+.)$.'#'(&! (.! &(,2*-*&#! .B#%,--!
$%./*(,2*-*(58!!
!
97#'!/.%! *'1#$#'1#'(!+.'(%.-!B,%*,2-#&6!:#!7,B#!&#-#+(#1!(7#!&(,'1,%1!,'1!+.)).'!2,'3@&$#+*/*+6!
*'10&(%5! ,'1! ),+%.#+.'.)*+! B,%*,2-#&! '.(#1! *'! X#+(*.'! A! (.! #K$-,*'! (7#! 1#(#%)*','(&! ./! 2,'3&4!
$%./*(,2*-*(5! C&##! 9,2-#! A! 2#-.:G8! F&! &7.:'! *'! (7#! /.0%(7! +.-0)'6! /.%! ),'5! ./! (7#&#! B,%*,2-#&! (7#!
%#&0-(&!*'!(7#!%#&#,%+7!-*(#%,(0%#!CX#+(*.'!AG!&7.:!)*K#1!%#&0-(&6!:#!&7.:!*'!(7#!/*',-!+.-0)'!.0%!.:'!
,!$%*.%*!#K$#+(,(*.'8!
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Table 3: Determinants of Banks’ Profitability description!
!!
Variables Symbol Proxy Literature  

relation 
(+/-) 

Our 
expected 
relation 
(+/-) 

-%1%)/%)+'$0#.023%*'
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CPI\G!(7#!%,(*.!#H0*(5_(.(,-!,&&#(&Z!+%#1*(!%*&3!CQDWXLG!)#,&0%#1!25!'.'@$#%/.%)*';!-.,'&_;%.&&!-.,'&Z!
-*H0*1*(5!%*&3!CPDWXLG!&7.:'!25!;%.&&!-.,'&_1#$.&*(&Z!),',;#)#'(!#//*+*#'+5!CQEX9WeQG!,&!&7.:'!25!
+.&(@*'+.)#!%,(*.!./!(.(,-!.$#%,(*';!#K$#'&#&_(.(,-!*'+.)#Z!,'1!1*B#%&*/*+,(*.'!CYW\XWJG!:7*+7!*&!(7#!
%,(*.!'.'@*'(#%#&(!*'+.)#_;%.&&!%#B#'0#8!!
!
Industry!%#/#%&!(.!2,'3*';!*'10&(%5!:*1#!B,%*,2-#&6!:7*+7!,%#!(:./.-18!97#!^QDWXWX!B,%*,2-#!*&!,!B#+(.%!
+,$(0%*';!(7#!$%#&#'+#!./!,!2,'3*';!+%*&*&!10%*';!(7#!$#%*.1!,!+.0'(%5!#K$#%*#'+#1!,!2,'3*';!+%*&*&6!,&!
1#/*'#1!25!P,#B#'!,'1!\,-#'+*,! C?=>TG8! W(! *&!,!10))5!B,%*,2-#!,'1! *(! *&! +.1#1!.'#! *'! (7#!5#,%! (7#!
+%*&*&! &(,%(&! 0'(*-! (7#! 5#,%! *(! :,&! .B#%! ,'1! *&! .(7#%:*&#! ]#%.8! PWeYIj! *&! (7#! +7.&#'! +.)$#(*(*.'!
B,%*,2-#6!(7#!P#%'#%!W'1#K6!:7*+7!B,%*#&!2,'3!25!2,'388!e.(#!(7,(!:#!1.!'.(!#)$-.5!(7#!f,'],%@D.&&#!
[! &(,(*&(*+! 0'-*3#! X+7,#+3! ,'1! Q*7p3! C?=>?G6! Y,B*&! ,'1! L,%*)! C?=>aG! ,'1! .(7#%&6! .:*';! (.! &.)#!
(#+7'*+,-!*&&0#&!,%*&*';!:*(7!(7*&!)#,&0%#89!
!
97#! Macro! B,%*,2-#! *&! (7#! B#+(.%! ./! ),+%.#+.'.)*+! B,%*,2-#&8! 97#&#! +.)$%*&#! I+.'.)*+! ;%.:(7!
CDUYfU"DG!(7#!D#,-!UYf!;%.:(7!%,(#!C,''0,-!cGZ!W'/-,(*.'!CWeJPF9G!(7#!QfW!W'/-,(*.'!%,(#!C,''0,-!cG8!!
!
f-#,&#!&##!F$$#'1*K!?!/.%!(7#!&0)),%5!&(,(*&(*+&!,+%.&&!(7#!&,)$-#6!:7*+7!,%#!*'!-*'#!:*(7!(7.&#!*'!
.(7#%!&(01*#&!&0+7!,&!Y,B*&!,'1!L,%*)!C?=>aG8!F$$#'1*K!?!,-&.!&7.:&!(7#!+.%%#-,(*.'!),(%*K!/.%!(7#!
B,%*,2-#&!,+%.&&!(7#!&,)$-#8!"#!/*'1!(7,(!'.'#!./!(7#!B,%*,2-#&!,%#!7*;7-5!+.%%#-,(#1!#K+#$(!/.%!(7#!
+.%%#-,(*.'!2#(:##'!),',;#)#'(!#//*+*#'+5!CQEX9WeQG!,'1!P#%'#%!W'1#K!CPWeYIjG!,(!@=8VRa6!:7*+7!*&!
).1#%,(#-5!'#;,(*B#-5!+.%%#-,(#1!Cf#,%&.'4&!+.%%#-,(*.'!+.#//*+*#'(G!C&##![*'13-#!#(!,-!C?==AGG8!e.'#!
./!(7#!.(7#%!+.%%#-,(*.'&!#K+##1!=8S8!!
!
"#!#&(*),(#1!(7#!2,&#-*'#!).1#-!25!$,'#-!EPX!
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Table 4: Regression results for return on average assets (ROAA) and return on average equity 
(ROAE) as dependent variable (all countries) for the period 2000-2013 

 
!  ROAA ROAE 
! Our expected relation 

(+/-) 
Panel OLS with bank 

level fixed effects 
Panel OLS with bank 

level fixed effects!
Q.'&(,'(! ! A8VT<iii!

C?8aG!
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Table 7: Macroprudential instruments results for emerging market economies and advanced 
countries for the period 2000-13 

!
 Emerging market economies 
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Table 8: Regression results for return on average assets (ROAA) and return on average equity 
(ROAE) as dependent variable based on bank types for the period 2000-2013 (all countries) 

!
X#+(.%! Retail and Consumer Banks Universal Banks 
Dependent variable! ROAA ROAE ROAA ROAE 
! Panel OLS 
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Table 9: Macroprudential instruments results based on bank types for the period 2000-
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Table 10: Summary table of the results of the effects of macroprudential policy on banks’ profitability 
 
Table/ 
Paper 
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Table 10 above shows a 
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Table 12: Macroprudential instruments results with country fixed effects for the period 2000-2013 
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results are broadly in line with Table 5, although there CTC and CG have negative and significant 
effect on both ROAA and ROAE. 

Table 14: Macroprudential instruments results with banks and time fixed effects for the period 
2000-2013 (all countries) 

 
Dependent variable ROAA ROAE 

Macroprudential instruments Panel OLS with 
bank and time 
fixed effects 

Panel OLS with 
bank and time fixed 

effects 
Loan-to-Value Ratio (LTV (-1)) 0.0230 

(0.3) 
-1.368 
(-1.4) 

Debt-to-Income Ratio (DTI(-1)) -0.235*** 
(-3.2) 

-2.690*** 
(-3.4) 

Capital Surcharges on SIFIs (SIFI(-1)) -0.032 
(-0.1) 

1.28 
(0.5) 

General Countercyclical Capital Buffer/Requirement 
(CTC(-1)) 

-2.605** 
(-2.3) 

14.583 
(-1.6) 

Time-Varying/Dynamic Loan-Loss Provisioning (DP(-1)) -0.29 
(-1.1) 

0.742 
(0.4) 

Leverage Ratio (LEV(-1)) -0.001 
(-0.0) 

0.260 
(0.3) 

Limits on Interbank Exposures (INTER(-1)) 0.034 
(0.4) 

0.734 
(0.8) 

Concentration Limits (CONC(-1)) 0.183 
(2.5) 

1.080 
(0.9) 

Limits on Domestic Currency Loans (CG(-1)) -0.852 
(-1.5) 

-8.380*** 
(-2.9) 

Levy/Tax on Financial Institutions (TAX(-1)) 0.120 
(1.7) 

1.847*** 
(3.8) 

Reserve Requirement Ratios (RR(-1)) 
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unlike in Table 5, where it was insignificant but there is some consistency with Table 10, universal 
banks where it was significant and has a negative effect on both ROAA and ROAE. There is some 
difficulty in interpreting the results for reserve requirements as it is link to their dual role as an 
instrument of monetary policy and of macroprudential policy (Davis et al (2017), Izquierdo et al 
(2013)).  
 
Despite the contrasts highlighted above, overall, we contend that the results for robustness underpin 
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Russia RUS EME Europe  148 
Saudi Arabia SAU EME Middle East  14 
Serbia 
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YD 
SLOPE -0.045 0.104 -0.006 0.008 -0.003 -0.002 -0.012 0.031 0.021 0.048 0.460 0.547 1.000 
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