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		Whether and when does banking serve to stabilize the economy? Caprio and Honohan view the banking system as a filter through which foreign and domestic shocks feed through to the domestic economy. The filter can dampen or amplify the shocks through various credit market channels, including credit growth, import of foreign capital, and possibly interest rates. The question is whether the prudential quality of banking, as proxied by measures of regulatory quality and openness to foreign banking, amplify or dampen these shocks.    

The authors find that many of the regulatory characteristics that have been found to deepen a financial system and make it more robust to crises - notably those which empower the private sector - also appear to reduce the sector's ability to provide short-term insulation to the macroeconomy. It is as if prudent bankers are reluctant to absorb short-term risks that, if neglected, might cause solvency and growth problems in the longer run.  Forbearance might dampen short-term volatility, but at the expense of the longer run health of the banking sector and the economy. One way to avoid this apparent tradeoff is evident: banking systems which have a higher share of foreign-owned banks, a feature already associated with financial deepening and lowered risk of crisis, also seem to score well in terms of short-term macroeconomic insulation.    

This paper - a joint product of Finance, Development Research Group, and the Financial Sector Strategy and Policy Department - is part of a larger effort in the Bank to analyze bank regulation and supervision. The authors may be contacted at gcaprio@worldbank.org or phonohan@worldbank.org. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Caprio,  Gerard and Honohan,  Patrick and Honohan,  Patrick, Banking Policy and Macroeconomic Stability: An Exploration (June 2002).  Available at SSRN: https://ssrn.com/abstract=636220
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Gerard Caprio (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Williams College  ( email )

			

			
			
				
				
				
					Williamstown, MA  01267
United States
413-597-2465 (Phone)
413-597-4045 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Patrick Honohan

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Trinity College Dublin - Department of Economics  ( email )

			

			
			
				
				
				
					Dublin 2
Ireland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Peter G. Peterson Institute for International Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Peter G. Peterson Institute for International Economics  ( email )

			

			
			
				
				
				
					1750 Massachusetts Avenue, NW
Washington, DC  20036
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					33 Great Sutton St,
Clerkenwell,
London, EC1V 0DX
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      178

			

		
		
		
			Abstract Views

			    1,427

		

		
		 
		
			Rank

			  306,573

		

		
	


	

	
		
			
				       30 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,781

                                    

                                    
                                        PAPERS

                                           31,804

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Economic Growth eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Economic Growth eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              628

                                    

                                    
                                        PAPERS

                                           14,959

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        William Easterly at New York University - Department of Economics

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Cross-Country Causes and Consequences of the 2008 Crisis: Early Warning

                        
                            By
                                
                                
                                    
                                    Andrew Kenan Rose
                                     and 
                                
                                    
                                    Mark M. Spiegel
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Cross-Country Causes and Consequences of the 2008 Crisis: Early Warning

                        
                            By
                                
                                
                                    
                                    Andrew Kenan Rose
                                     and 
                                
                                    
                                    Mark M. Spiegel
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Cross-Country Causes and Consequences of the 2008 Crisis: Early Warning

                        
                            By
                                
                                
                                    
                                    Andrew Kenan Rose
                                     and 
                                
                                    
                                    Mark M. Spiegel
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Cross-Country Causes and Consequences of the 2008 Crisis: International Linkages and American Exposure

                            
                                By
                                    
                                    
                                        
                                        Andrew Kenan Rose
                                         and 
                                    
                                        
                                        Mark M. Spiegel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Cross-Country Causes and Consequences of the 2008 Crisis: International Linkages and American Exposure

                            
                                By
                                    
                                    
                                        
                                        Andrew Kenan Rose
                                         and 
                                    
                                        
                                        Mark M. Spiegel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How the Subprime Crisis Went Global: Evidence from Bank Credit Default Swap Spreads

                            
                                By
                                    
                                    
                                        
                                        Barry Eichengreen, 
                                        
                                    
                                        
                                        Ashoka Mody, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How the Subprime Crisis Went Global: Evidence from Bank Credit Default Swap Spreads

                            
                                By
                                    
                                    
                                        
                                        Barry Eichengreen, 
                                        
                                    
                                        
                                        Milan Nedeljkovic, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Cross-Country Incidence of the Global Crisis

                            
                                By
                                    
                                    
                                        
                                        Philip R. Lane
                                         and 
                                    
                                        
                                        Gian Maria Milesi-ferretti
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Cross-Country Incidence of the Global Crisis

                            
                                By
                                    
                                    
                                        
                                        Gian Maria Milesi-ferretti
                                         and 
                                    
                                        
                                        Philip R. Lane
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

