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There are strong links between monetary and macro-prudential 
policies. In Latam, the latter are used to enhance resilience and 
smooth out cycles. 
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Source: BIS Working Papers No 636 .The impact of macroprudential policies and their interaction with monetary policy: 

an empirical analysis using credit registry data  



• Limiting central banks’ ability to act as a lender of last resort in 
foreign currency. 

 

• Increasing banks’ solvency risk associated with exchange rate 
fluctuations. 

 

• Reducing the effectiveness of conventional monetary policy. 

In dollarized economies, the monetary/macro-prudential link is 
stronger because dollarization affects financial stability by: 

3 



• Reducing the risk of credit boom-bust cycles. 

 

• Limiting currency mismatches and preventing balance 

sheet effects. 

 

• Limiting excessive leverage. 

 

• Increasing banks’ availability of international liquidity. 
 

 

Macro-prudential policies can reduce dollarization risks 
affecting financial stability by : 

4 



The Central Reserve Bank of Peru (BCRP) uses non-conventional 
instruments to limit the financial risks from dollarization.  
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Inflation Targeting

Control of 

Dollarization Risks

 Liquidity Risk :
• High reserve requirement on foreign

currency liabilities

 Exchange Risk (Balance Sheet Effect)
• Sterilized FX Intervention to reduce

volatility of exchange rate

• Preventive accumulation of international

reserves

• Inflation target : 2% +/- 1%

• Operational Target: Overnight interest

rate

+

1% to 3% 
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Higher reserve requirements in dollars are used to reduce 
incentives for financial dollarization. 
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Reserve requirement adjustments have been actively used to 
reduce the risks from credit boom-bust cycles. 

7 

4,0

9,0

14,0

19,0

24,0

0,0

10,0

20,0

30,0

40,0

50,0

60,0

Ja
n

-0
7

A
p

r-
0

7

Ju
l-

0
7

O
ct

-0
7

Ja
n

-0
8

A
p

r-
0

8

Ju
l-

0
8

O
ct

-0
8

Ja
n

-0
9

A
p

r-
0

9

Ju
l-

0
9

O
ct

-0
9

Ja
n

-1
0

A
p

r-
1

0

Ju
l-

1
0

O
ct

-1
0

Ja
n

-1
1

A
p

r-
1

1

Ju
l-

1
1

O
ct

-1
1

Ja
n

-1
2

A
p

r-
1

2

Ju
l-

1
2

O
ct

-1
2

Ja
n

-1
3

A
p

r-
1

3

Ju
l-

1
3

O
ct

-1
3

Ja
n

-1
4

A
p

r-
1

4

Ju
l-

1
4

O
ct

-1
4

Ja
n

-1
5

A
p

r-
1

5

Ju
l-

1
5

O
ct

-1
5

Ja
n

-1
6

A
p

r-
1

6

Ju
l-

1
6

O
ct

-1
6

Ja
n

-1
7

A
p

r-
1

7

Ju
l-

1
7

Year-on-year credit growth Average reserve rate

Bank system domestic-currency credit to the private sector and 

average reserve requirement

0,0

5,0

10,0

15,0

20,0

25,0

30,0

35,0

40,0

45,0

50,0

-30,0

-20,0

-10,0

0,0

10,0

20,0

30,0

40,0

Ja
n

-0
7

A
p

r-
0

7

Ju
l-

0
7

O
ct

-0
7

Ja
n

-0
8

A
p

r-
0

8

Ju
l-

0
8

O
ct

-0
8

Ja
n

-0
9

A
p

r-
0

9

Ju
l-

0
9

O
ct

-0
9

Ja
n

-1
0

A
p

r-
1

0

Ju
l-

1
0

O
ct

-1
0

Ja
n

-1
1

A
p

r-
1

1

Ju
l-

1
1

O
ct

-1
1

Ja
n

-1
2

A
p

r-
1

2

Ju
l-

1
2

O
ct

-1
2

Ja
n

-1
3

A
p

r-
1

3

Ju
l-

1
3

O
ct

-1
3

Ja
n

-1
4

A
p

r-
1

4

Ju
l-

1
4

O
ct

-1
4

Ja
n

-1
5

A
p

r-
1

5

Ju
l-

1
5

O
ct

-1
5

Ja
n

-1
6

A
p

r-
1

6

Ju
l-

1
6

O
ct

-1
6

Ja
n

-1
7

A
p

r-
1

7

Ju
l-

1
7

Year-on-year credit growth Average reserve rate

Bank system foreign-currency credit to the private sector and 

average reserves 



Higher reserve requirements on banks’ external short-term liabilities were used 
as an incentive for banks to extend their funding maturities and reduce 

their exposure to liquidity risks, particularly from sudden capital reversals. 
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Additional reserve requirements linked to dollar loan 
performance are used since 2013 to expedite credit de-

dollarization. 
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International reserves are used to limit liquidity risks in the 
domestic financial system. 
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FX intervention is used to reduce the risk of balance sheet effects  
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BCRP: FX Intervention 

Leaning against the wind to tame volatility. 

Discretionary (based on the daily assessment of the FX 

market) 

Symmetric (given the financial stability motive)  

 

Sterilized (OMOs are conducted to keep interbank interest 

rates as close as possible to the policy rate) 

 

Includes indirect intervention since 2002. 
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