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In this Policy Brief, we assess the effectiveness of the macroprudential capital buffers’ release on loans granted
to households, implemented in the context of the Covid-19 pandemic. We obtain causal estimates by exploring
differences in the availability of regulatory buffers prior to the pandemic shock among European countries
and accounting for the time-varying effect of unobservable confounding variables with the synthetic control
method. We find evidence that the buffers releases contributed, on average, to mitigate the procyclicality of
credit to households, specifically for house purchase and for small businesses purposes. For the aggregate
household lending, we find that the average treatment effect for both the release of the CCyB and that of the

SYRB were positive. However, the results suggest that, for credit associated to small businesses purposes, only
the release of the CCyB had an effect.
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In 2020, we have witnessed an unprecedented exogenous shock that has disrupted social and economic life
across the globe caused by a pandemic of a coronavirus (COVID-19). The containment measures that the great
majority of countries across the globe has implemented in order to protect human lives and safeguard public
health resulted in a synchronized global sudden stop in economic activity. This makes the global Covid-19 crisis
unique, as it negatively impacted both supply and demand (Boissay and Rungcharoenkitkul, 2020).

In addition to the aforementioned measures targeted at preserving public health, several authorities
(governments, central banks, regulatory authorities) have put forward other type of policy measures, of a fiscal,
monetary and regulatory nature, to mitigate the well-known long-lasting adverse effects the former ones and of
the pandemic itself on the economy. In what regards measures taken by the regulatory and supervisory
authorities to safeguard financial stability, the materialization of risks caused by the pandemic prompted the
implementation of several measures aimed at complementing the aforementioned fiscal and monetary policy
responses, ensuring that the balance between preserving financial stability and sustaining economic activity is
maintained. These measures include the temporary flexibility in complying with part of the capital requirements
and Pillar 2 guidance, with a view to encouraging institutions to make use of their capital buffers, and the release
of some macroprudential buffers. The principle of building up capital (and liquidity) buffers to deal with systemic
risk materialisation underlies regulatory changes in the wake of the previous international financial crisis, with
the purpose of preventing procyclical behavior of the financial system during troubled times, which could
exacerbate the effects of an adverse shock. Therefore, by reducing requirements and increasing management
buffers, capital releases are expected to incentivise banks in supporting the non-financial private sector.

In recent work, we provide evidence on the effectiveness of releasing macroprudential capital buffer on loans
granted to households in the context of the Covid-19 pandemic (Avezum, Oliveira and Serra, 2021). Effectiveness
is measured as the average difference between household loan growth in countries where macroprudential
requirements were released versus an estimated counterfactual scenario of no buffer release.? Specifically, the
analysis reviews the impact of releasing the Countercyclical Capital Buffer (CCyB) and the Systemic Risk Buffer
(SyRB). The assessment focuses on the household sector to minimize the confounding effects that might arise
from the interaction with state-guaranteed-loans, which have been mostly intended to support NFCs.
Furthermore, to improve the identification, the analysis excludes those European countries with extensive public
support measures which could have impacted households beyond buffer releases.

Results suggest that macroprudential buffer releases contributed to mitigating the procyclicality of credit
provision to households. Between March and August 2020, credit to households grew, on average, 0.99
percentage points more in countries where buffers were released, when compared to the estimated
counterfactual scenario of no release (Figure 1). The intervention period considered starts in March 2020, when
most national authorities announced the release of capital buffers. Given implementation lags on the side of
banks, it is reasonable to observe a weak effect in March. As a wide range of policy measures were implemented
(or relaxed) in 2020, it is reasonable to expect that uncertainty on the estimated effect could increase on impact.
Combined, these considerations suggest that the estimated effects during the months of April, May and June
should be the most reliable for analysing the impact of buffer releases on lending. Results are in fact statistically
significant at the 5% level for the second quarter of 2020 and are robust to a number of tests and further

2 The counterfactual scenarios are obtained using the synthetic control method of Abadie and Gardeazabal, 2003 and
Abadie, Diamond, and Hainmueller, 2010. The confidence intervals are obtained by bootstrapping placebos, following
Acemoglu et al. (2016) and Berger et al. (2020).
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analyses. At the same time, cautiousness is warranted given the modest magnitude of most of the
macroprudential releases and the difficulty to identify macroeconomic effects during crisis periods. Nevertheless,
the identified results suggest that capital buffer releases supported lending growth during the peak of the COVID-
19 pandemic.

Figure 1. Impact of buffer releases on household lending

-0.54

Gap in cumulative loans growth

-1.54 T T - T :
Jul 2019 Oct 2019 Jan 2020 Apr 2020 Jul 2020

Sources: SDW, OECD data and authors’ calculations.

Notes: The gap in cumulative loans growth (black line) is the average difference between the loan
growth in countries where a buffer release was implemented and the estimated counterfactual
scenario where the buffers were not released. The vertical dashed line separates the pre- from the
post-buffer release periods. The dark and light shaded area contain the confidence interval at 10%
and 5% level, respectively. The confidence intervals are obtained by bootstrapping placebos,
following Acemoglu et al. (2016) and Berger et al. (2020). Therefore, we conclude that a result is
significant if the gap in cumulative loans growth is outside the confidence interval.

Both the CCyB and the SyRB releases seem effective in sustaining lending to households. Investigating both
releases separately is useful as only the CCyB was conceptually designed to be released; this feature, and the
general lack of experience with macroprudential releases, could make banks expect authorities to allow a shorter
window to replenish the SyRB and could be thus less effective in relative terms. Nevertheless, between March and
August 2020, credit to households grew on average 0.90 and 1.11 percentage points more in countries where the
CCyB and SyRB were released, respectively, when compared to the counterfactual (Figure 2).
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Figure 2. Impact on household lending by type of capital buffer
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Sources: SDW, OECD data and authors’ calculations.

Notes: The gap in cumulative loans growth (black line) is the average difference between the loan
growth in countries where a buffer release was implemented and the estimated counterfactual
scenario where the buffers were not released. The vertical dashed line separates the pre- from the
post-buffer release periods. The dark and light shaded area contain the confidence interval at 10%
and 5% level, respectively. The confidence intervals are obtained by bootstrapping placebos,
following Acemoglu et al. (2016) and Berger et al. (2020). Therefore, we conclude that a result is
significant if the gap in cumulative loans growth is outside the confidence interval.

The effect of releasing capital buffers on lending to households appears to be driven by lending for house
purchase and other lending. On average, between March and August 2020, lending for house purchase grew 0.46
percentage points whereas other lending grew 2.85 percentage points more in countries where buffers were
released (Figure 3). The result for lending for house purchase suggests that the overall impact of buffer releases
was driven by lending for house purchases (Figure 1). Buffer releases appear to have contributed to mitigating
the pandemic’s impact on households’ real estate investment decisions. Furthermore, the strong result on other
lending suggests that released buffers also allowed banks to meet the demand for liquidity in the form of loans
granted to households for small business and debt consolidation purposes. Conversely, the effect of buffer
releases on credit for consumption was not statistically significant (Figure 3). This result may reflect the impact
that containment measures and the uncertainty surrounding the course of the pandemic had on private
consumption and, consequently, on credit demand for this segment.

Figure 3. Impact of capital buffer releases on the segments of household lending

Housing Consumption Other lending

Gap in cumulative loans growth

T T T T T T
Jul-19 Dec-19 May-20 Jul-18 Dec-19 May-20 Jul-19 Dec-19 May-20

Sources: SDW, OECD data and authors’ calculations.

Notes: The gap in cumulative loans growth (black line) is the average difference between the loan
growth in countries where a buffer release was implemented and the estimated counterfactual
scenario where the buffers were not released. The vertical dashed line separates the pre- from the
post-buffer release periods. The dark shaded area contains the confidence interval at 10% level.
The confidence intervals are obtained by bootstrapping placebos, following Acemoglu et al.
(2016) and Berger et al. (2020). Therefore, we conclude that a result is significant if the gap in
cumulative loans growth is outside the confidence interval.
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Conclusion

In this Policy Brief we assess the effectiveness of the macroprudential measures implemented in the context of
the Covid-19 pandemic, in particular the impact of the capital buffers’ release on loans granted to households.

We find evidence that macroprudential buffers releases contributed, on average, to mitigate the procyclicality of
credit to households. Compared to countries that did not release buffers, credit growth to households was 0.99
percentage point higher in countries where there was a buffer release. Our results suggest that the release of
capital buffers contributed, first, to mitigate the impact that the containment measures and the uncertainty with
respect to the development of the crisis had on households’ investment decisions, and, second, to provide finance
to loans to households for business purposes, but had a muted effect on loans for consumption. In addition, for
aggregate household lending, we find that the average treatment effect was positive for both the countries where
the CCyB was released and for the countries where the SyRB was released. However, the results suggest that for
credit associated to households’ business purposes only the release of the CCyB had an effect.

Our study is the first, to the best of our knowledge, to find a difference in the effect of the release of cyclical and
structural buffers on lending. The uncertainties related to capital generation in stressed period and the
expectation banks may have that supervisors will require structural buffers to be build up in a shorter period
than the CCyB may explain the different effects. Hence, taking into account the policy concern of limiting the
procyclical nature of lending and capital requirements, the evidence provided in this study points to the need to

further discuss an adjustment of the capital regulation framework to allow for more releasable capital buffers.
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