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Motivation

The importance of the topic is based on:

° the high variety of macroprudential policies implemented by regulatory authorities
in response to financial crises

° not all of the effects and connections of these measures were studied (e.g. cultural
factors)

The research questions:

° How does the national culture influence the macroprudential policy actions’
tightness across the banking sector?

° Which are the channels through which culture affects macroprudential policies?




Background information (systemic events)

Systemic risk Negative spillovers
Amplification mechanisms o Collapse of confidence
* Contagion phenomena E Asset bubbles

% From micro to macroprudential From bail-ins to bailouts
ﬁ regulation ‘5




Previous studies




Findings — macroprudential policy actions

A large strand of the literature investigates their effects on financial stability
(Claessens, Ghosh, and Mihet, 2013; Ghosh and Kumar, 2022), lending (Cerutti,
Claessens, and Laeven, 2017), spread of negative spillovers of monetary
policies within financial system (Coman, and Lloyd, 2022) or credit growth
(Drehmann and Gambacorta, 2012).

Macroprudential policy tightening is associated with lower bank credit growth,
housing credit growth, and house price appreciation (Akinci & Olmstead-
Rumsey, 2018).

The main determinants of macroprudential interventions are considered the
monetary policy (Lim et al., 2013; Boar et al., 2017) or electoral cycles (Sever
and Yucel, 2022).



Findings — national culture

Previous studies showed that a higher level of individualism results in a higher
level of risk taking by banks (Berger, 2020) and a lower level of deposits
attracted, while trust and hierarchy are positively related to the level of deposits
(Damtsa, 2019).

Credit provision is also affected by the national culture, being higher in countries
with higher collectivism, power distance, uncertainty avoidance, and masculinity
scores (El Ghoul & Zheng, 2016).

Banks have the tendence to offer the borrowers smaller loans at a higher interest
rate especially when they are culturally distant (Giannetti & Yafeh, 2012).



Data & Methodology




Data

A worldwide sample of 57 countries (six continents) over 2000-2020.

Data on macroprudential policy interventions are from the International
Monetary Fund’'s (IMF) Integrated Macroprudential Policy Database (iMaPP),
originally constructed by Alam et al. (2019).
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MPPI Index

« The database incorporates a large spectrum of policy instruments classified into 23
categories including capital, liquidity, activity-based, and borrower-based measures.

Computation method of the MPPI Index:

« The components can take the following monthly values: -1 for loosening, O for
maintenance, and 1 for tightening;

« sum of all component indices in each category, by country and quarter;

« computation of a cumulative index that aggregates the changes in policies over
time (i.e., the MPPI index rises by one unit after a tightening event, maintains
when no policy action is taken, and falls by one unit after a loosening event);




* Cultural values of Hofstede
* Power distance
* Individualism
« Masculinity
* Uncertainty avoidance
* Long term orientation
* Indulgence

« Controls
« Banking market characteristics
« Macroeconomic characteristics




Methodology

The tightnesslloosenes6s is estimated through a GLS model:

Yor=a+ Z piCulture; . + y * Bank controls.;_; +

i=1
& * Macro controls.;—q + U + &.¢

* Y., - the macroprudential policy index in country c in a given quarter (higher values
= tighter policy)

® Culture; . - the values of the six national culture indices (power distance,
individualism, masculinity, uncertainty avoidance, long-term orientation, and
indulgence).

® Bank controls.,_, - banking sector controls which consist of Bank non-performing
loans to Gross loans, Bank deposits to GDP, Bank Z-score, Bank return on assets,
Government owned banks share, and the variation of Bank return on assets,
Domestic credit to the private sector, Total assets to GDP.

® Macro controls. ;4 - macroeconomic controls which consist of GDP growth,
Inflation, share of debt to GDP and a dummy variable for advanced vs. emergent
countries.

* 9;-region fixed effects

® .+ - standard error term clustered at country level







Main results: The impact of culture on macroprudential
tightness

Dependent variable: Macroprudential policy index

Variables mn o 6 ® o ©® 0
Method used: random Culture
effects generalized P 38006 4300
(0943)  (9.49)
least squares (GLS) Individnalism -19478%** 20961 +**
(6.132) (7312)
Masculinity 27.208++* 22 249%+
(10.374) (8.695)
Uncertaiaty avoidance 32 540+ 31.021%*
(1L727) (13.643)
Long-tem orientation 27 1465+ 20 651%+*
6 - an -
MPPI, = a + Z B, * Culture;, (71343) (2.716)
' =1 Indulgence 1433 13.120%
, (7343) (7223)
+y x Banking controlsc;— Constant 0602* 8882 11305 16693** 20310  15.620%s* 24274%%s

(13321)  (8421)  (6496) (6510) (16723) (5213) (5473

+ & * Macroeconomic controlsg;—1 + 0, + €

Banking sector controld YES YES YES YES YES YES YES
Macroeconomic controls YES YES YES YES YES YES YES
Region FE YES YES YES YES YES YES YES
Cluster Coumntry  Country  Country  Counfry  Country  Country  Country
Observations 2,733 2.803 2,803 2,803 2,803 3154 3,031
No of countries 49 3 52 52 52 57 53

R-seuared overall 0.384 0.123 0.221 0.165 0.161 0.146 0.104




Robustness check:
alternative methodology,
additional controls,
alternative macroprudential
policy index, alternative
cultural measures

Variables [i5] & 3} ) &)
Additomal
R controls: Alternacve R Ahamative
Altemativs oo ey Y:MPPT  CLmmatve cultural
m.nr_-'l:-_n-dc_]rug-_;- and Carurt ot 2l T:_ M:P'?' IOGALIICRG
o insrirmtinmal (31T e SLOBE
varizhles
Culmure
Powsr distance 2293+ 2T AT+ -GS -0 QAT
(0.810) (12.045) {2.69E) (02010
[mdividualism 0.072 -lE. 755 -0.230 -0.0935
(0.373) {B.B32) {2.045E) {9.143)
hdasculinity -1.5974 -24_ 126+ -5 AEGee -0 4B
I (10.2EE) {1.574) (0.1
Uncertainty avoidancs 2. 500%++ 33 TEI+e T. 700 O.TLI+*
(0.838) (1Z.037) {3.294)
Long term erisatatbon LE5me+ 20 1To++ 2381
(0.TET) {7.561) {2.65E)
Imdnlzence 0.0E]1 -T063 -2.914
(0. 7T94) {B.B52 {2.67T)
Power distance socistal practices e
{1.393)
Collectivism socistal practicas 3 558%e
{1.50%9)
Gender sgalitariznism socistal practces 33549
{1.661)
Unceriainty avoidance societal values T.BGGer
(Z.10-4)
Fatime criextation societl practce T.A410Qves
{2.22T)
Crler comcrads
Crverall resticticas -1 3ETwe
{0.334)
Capital regulatory -0 103
(0.332
Fxternal rating and credit momitoring 0.810
{1.17%)
Private psomitoring 0.340
(0.&50
Regalatory gaality 6.117
{3.544)
Baxiring crisis dozomy -3 AT *e
{0.859)
Comstamt 0.134 23332 3884 0412 ~TL.EOG*+
(10358 (12.BE4) {4.4E5) (02733 (L3461)
Baziring sector comtrols YES YES YTES YES YES
Macrosconomic controls YESE YES TES YTES YES
Region FE YES YES YES YES YES
Clhaster Coumnmy Counoy Coumiry Coousitry Connmy
Chserradons 2,733 1,728 2,253 2,733 1,937
Mo of countzies 49 43 47 45 33
Puendo F-sguared 0058
R-somared overall 0.506 0.347 .02z 0564




Policy implications (l)

Dependent variable: MFFL

The effects of the
supervisory framework
on the relation between
culture and
macroprudential policy
tightness: Independence
of supervisory authority

Matigating facter Fanel A Independence of supervisory aufarity
Variables L ] (5) (5} N
hfitreating fxctor 0128 2723 -3.934 4415 -5.485
(12.10a5) 3 (4.903) (3341 4.675)
Culiure x AMifizatimg factor
Powner distance -15.202 11.038
(10550 (13.106)
Power distance % Mitipaimg factor -14 003 -T.511
(000E)y  (11.25%)
Iirvichaatism -2.670
(6,577}
Indivithnalizm x Mitigating factor -13 5474+
58T
Mlasonlimicy —35}3!}5:""
(10532
Miaconlimity = Mitisating facior 10428
(7200)
Uncerminty avoidance X5 72T 25378
(11.557) (14.007)
Uncerminty avoidance = Mitizatng factor 13. 771+ 2,100+
(3.780) (.02
Lons term arientation 34.470we 35008+
(B350 (10.455)
Long term oriengation x Mitizating facior O RTE* 10404
(4. 562) (5.332)
Inchilpence -5.230 R E Ly
(100584 (10.3913
Iminlpence & Mitizanins factor 5008 12620
[B.743) (B.733)
Barking sector conimols YES YES YES YES YES
Miacroeconomic controls YES YES YES YES YTES
Region FE YES YES YES YES YES
Chister Connoy CimiTy Coumiry Coundry Clourndtry
Ohservanons 2.4653 2,813 1813 3074 2051
Lo of couniries 4a 52 52 57 55
F-squared 0430 0116 R L] 0152 Q.00




Policy implications (ll)

The effects of the
supervisory framework
on the relation between
culture and
macroprudential policy
tightness: Supervisory
forbearance

Dependent variable: MPFIL

Alitigating factor

FPamel C. Sopervizory forbearance

Variables 0 h] 22 (33 (4) 5 &) ]
Mitigating factor 0260 -0.070 0.512 2.500 §.80gmer 0.332 -1.341
(5.014) (2.076) (2.706) (1.842) (1.431) (1.947) (1.134)
Culture x Mitigating factor
Power distance -5 1000 === 2.350
(9.048) {10.928)
Power distance x Mitigating factor B.oDqn 1.277
(3.493) (4.128)
Individualism -31.49g% -31.504%m=
(2.210) (B.683)
Individoalism x Mitdgating Sactor Q. 180%* 0.324
(3.851) 4447
Masculinity -21.536% -15.821
(12.469) (10.961)
Masoulinity = Mitipating factor -2 786 -3.918
(2.636) (3.138)
Uncertainty aveidance 40 3474 47760+ =+
(14.772) (14323)
Uncertainty aveidance = Mitigating factor ~10.635%%" -0.G1L*="
(2.960)
Long term orientation 20684~ 28 TOQw
(9.855) (11.858)
Long term orientation x Mitdgating factor -0.255 0.302
(3.557 (3.123)
Indulzencs -3.752 20.602%*
(11.8246) (9.345)
Indulzence x Mitizating factor -2.025 4172
(4.080) (2.566)
Banking sector contrels YES YES YES YES YES YES YES
Macroeconomic controls YES YES YES YES YES YES YES
Fegion FE YES YES YES YES YTES YES YES
Chaster Country Conntry Country Country Country Country  Country
Observatons 2,733 2,893 2,893 2,803 2,893 3.154 3,031
Mo of couniries 40 52 52 52 52 57 55
F-zguared 04148 0115 0.217 0159 0.193 0.141 o.094




Policy implications (lil)

Dependent variable: MPFPI

Aitigating factor

Fanel B. Multiple supervisors

The effects of the
supervisory framework
on the relation between
culture and
macroprudential policy
tightness: Multiple
supervisors

Variables {1y 2 (3) ) 5 (6) {7y
Alitigating factor -12.633 1.736  -12.244%%s 3 TT]ees _]3 454+ ] 371 -2.071

(15.253) (4.41%) 4.722) 4417 (3.322) {6104
Culture x Mifigating factor
Power distance -37 086 2306

(96300 (8.818)
Power distance x Mitdgating factor -1.245 -10.830

(11.2435) (8.092)
Individualism -21.255%++ -30. 141 %==

(6.513)
Individualizm x Mitgating factor 0._585

(12.137)
Masculinity -2§.185%%%

(10.019)
Masculinity x Mitigating factor 8009

(10.511)
TUncertainty avoidance S0 24 v

(11.362)
Uncertainty aveidance x Mitigating factor §.054

(B.TE0)
Long term orientation 20 161w 20.45] %>

(2987)

Long term orientation x Mitigating factor -8.405

(65904
Indulzencs 1.219 -12.539

(7-642) {7-185)
Indnlzence x Mitizating factor 0_560 -2.001

(20.054) (10.646)
Banking sector conmels YES YES YES YES YES YES YES
Macreecononic Contrels YES YES YES YES YES (ES YES
Fegion FE YES YES YES YES YES (ES YES
Chaster Counsry Country Country Couniry Conntry Coountry Country
Observations 2,733 2,893 2,803 2,803 2,893 3,154 3,031
Mo of couniries 40 52 52 52 52 37
E-sguared 0.401 0.141 0.233 0.179 0.172 0.155




Conclusions




Contributions to the literature

Our results suggest that policymakers should consider cultural heritage when imposing
restrictions aiming to increase banks’ resilience, or limits that address borrowers’
vulnerabilities, and account for supervisory capacity.

As policy recommendation, our findings suggest that the cultural factors should be
taken into consideration when the regulatory authorities implement different types of
macroprudential policy tools.
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