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MACROECONOMIC CONSEQUENCES  
OF NEW PRUDENTIAL REGULATION  

IN THE BANKING SECTOR 

This article presents the impact of new prudential regulations for banking sector and their 
implications for GDP growth rate. Amongst large numbers of new financial regulations that 
have been created in recent years, the impacts of Basel III and CDR IV/CRR was chosen for 
analysis. This article was created for reviewing purposing.  The aim of the paper is to create a 
structured section of macroeconomic effects of Basel III (CRD IV/CRR). So far, the results of 
researching  the effects of the changes on the economy and the banking system analyzed by 
different institutions - have led to different conclusions, which justifies the need to collect and 
compare these results. However, it must be noted that conducting such studies is difficult due 
to various assumptions that are implemented. The main objective of paper was to assess the 
impact of new prudential regulations for banking sector. Furthermore, it discusses the channels 
through which changes in regulations translate into economic growth and other macroeconom-
ic indicators. Additionally, an analysis of the macroeconomic impact of these changes in rela-
tion to the economies of the world and domestic market was conducted. The results obtained 
lead to conclusions that the consequences of new regulations will lead to slight decline in fu-
ture growth of economy. Therefore, there are questions which arise regarding the desired de-
gree for regulation, its scope, scale, and time period that the standards should be maintained. 
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1. INTRODUCTION 
The global financial crisis that has taken place in recent years has resulted in a threat to the 

security of the entire financial system.  In order to avoid errors so far banking supervisory 
authorities introduced a number of new regulations aimed to increase the safety of banks, as 
an institution of public trust3. These procedures have been forced by the dynamic changes 
taking place in the area of risk in this market4.On the one hand, the new prudential standards 
were introduced to support the safety of banks. The regulatory projects that were introduced in 
the banking system are geared primarily to reduce the risks in banks. The introduction of new 
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capital requirements should help to increase the solvency of financial institutions, but at the 
same time to increase interdependence occurring in the banking system5. On the other hand, 
those new regulations impose stricter prudential standards, which are very difficult to fulfill 
and may lead to limiting the number of customers, which will be able to access to the credit. 
There is a real danger that will lead to a decline in economic growth. 

In the interest of supervisors and individual economies it is to create such regulatory stand-
ards that will affect not only the strengthened stability of financial systems but also on the 
development of the banking system and stimulation of economic growth. The question is 
whether it is possible to reconcile these two objectives. Therefore, an impression arises that 
the developed regulation are mainly a response to financial crisis and unilaterally set for pru-
dential purposes. There is a serious danger that the proposed solutions will be contributed to 
the creation of new, threats which have low researches conducted. 

This article is for reviewing purposes. Its aim is to create a structured section of macroeco-
nomic effects of Basel III (CRD IV/CRR). For analysis a study was conducted, where the 
main focuses was put on the attempts to access the impact of new prudential regulations for 
the development of the banking sector and their implications for economic growth. In relation 
to the objectives, the answers were searched for the following research problems: 

Q1: What goals were accompanied by the introduction of the new regulations? 
Q2: What are the impacting channels of regulatory changes on economic growth? 
Q3: What will be the macroeconomic effects of introducing new regulations in the banking 

system?  
 These issues have fundamental importance for responding to a question about the real con-

sequences of introducing new prudential standards. They allow verifying of stereotypical 
beliefs about the need to introduce new higher and stricter financial regulations. It is necessary 
to find a balance between the dangers of under regulating, and the overregulating the banking 
system6. Amongst large numbers of new financial regulations that were created in recent 
years, the impacts of Basel III and CDR IV/CRR was chosen for analysis. The analysis focus-
es on the macroeconomic effects of new regulations, deliberately excluding the impact of 
these changes on the size of the indicators reflecting the situation in the banks. Moreover, 
these changes have also been indirectly included in this study. 

2. MAIN CHANGES IN BASEL III REGULATIONS AND OBJECTIVE S ASSOCI-
ATED WITH THEIR OCCURRENCE 
Changes in regulation of capital and liquidity in the banking sector are presented in the 

documents of the Basel Committee by banking supervision7. In Poland, the implementation of 
these guidelines will take place through establishment on the basis of EU regulations: Package 
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CRD IV/CRR, Directive 2013/36 / EU and Regulation of the European Parliament and Coun-
cil Regulation (EU) No 575/2013.The most important new solutions include: 

 
1. Clarification of the concept of equity, by describing their categories and improv-

ing their quality - the new definition of own funds have 2 categories: Tier 1 - 
primary funds that are used to cover the losses from the normal courses of busi-
ness and Tier 2 - supplementary funds, which are used to cover losses within 
bankruptcy. Both definitions of these categories have been strengthened. In addi-
tion, the list of deductions from own funds was expanded and was permitted to 
reference these deductions to CET1, abandoning the ability to fulfill the re-
quirements with respect to capital adequacy ratio by means of short-term capital 
(Tier 3.) The purpose of these changes was to increase the quality and transpar-
ency of the capital base of the banks. 

2. Establishing quantitative liquidity standards - Basel III introduces two require-
ments: LCR and NSFR. LCR8states that every bank must maintain sufficient 
quality of liquid able assets to secure financing for 30 days of any problems with 
liquidity and is therefore designed to strengthen banks' short-term resistance to 
liquidity risk.9NSFR10ensures the long-term liquidity. Long-term assets such as; 
Mortgages, should be funded by liabilities with a maturity of more than one year. 
NSFR standard is complementary to standard LCR, together they provide short-
term and long-term liquidity11. 

3. When increasing minimum capital requirements for banks - the Basel III intro-
duces an additional capital buffer in the form of capital adequacy ratio based on 
core funds. In accordance, the share capital is to be the value of at least 4.5% of 
risk-weighted assets, which means that it has to increase my 2.5 % prove the 
value before.  This provision is designed to increase the absorption of capital by 
banks and at the same time increase their resilience to shocks on financial mar-
kets. 

4. The introduction of new buffers (security and counter-cyclical) - means that 
banks will have to maintain a protective buffer capital of 2.5% of risk-weighted 
assets and the countercyclical buffer ranging from 0 to 2.5% of risk-weighted as-
sets, depending on economic conditions. As in the previous case, the introduc-
tion of these buffers is to reduce banks susceptibility to external shocks12. The 
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legitimacy of using this instrument was explained by the negative impact of 
banks' losses during the crisis in the sector and real sphere13.  

5.  Determination of leverage - has to complement the risk-based measure, which 
operates within the framework of Basel II. The leverage ratio will apply from 
2018, until now there predictions about future intentions for couple of years, that 
supervisory authority will monitor it. Leverage ratio was set at a minimum of 
3%. The purpose of this provision is to prevent excessive leverage of financial 
institutions14.  

Assessment of objectives of newly created regulations should be considered as reasonable 
and correct. The essence of the changes is that they serve to strengthen stability of financial 
system and its resistance to external interference. Efforts were made to ensure that the new 
regulations prevent errors, which are the main cause of the previous crisis, such as: insuffi-
cient capital, global assets financed by short-term sources of systemic risk - the interconnect-
edness and complexity of operations and the lack of systemic solutions for large institutions 
conducting bankruptcy15. New standards can be implemented gradually and their effects will 
be monitored, a target period to put them in a final version will be year 2019. 

3. INFLUENCING CHANNELS IMPACTING REGULATIONS ON GROWT H OF 
ECONOMY 

Although the objectives pursued from creating new prudential standards are reasonable 
and logical, and are intended to secure solvency, thereby protecting customers and the banks 
themselves for losses or bankruptcy, their inevitable consequence of an increase in the cost of 
financing16. The global economy is a system of connected vessels and systematic risk, which 
tend to move through various channels.17Transferring the regulatory changes on economic 
growth takes place mainly through the credit channel. Of all the proposed changes, the great-
est impact on economic growth is the introduction of capital and liquidity standards. It is be-
lieved that stricter prudential requirements will result in increased interest rates on loans and 
on demand for capital.18Increasing lending rates can be decomposed into cost of financing, 
risk premium, premium reflecting the market position of the bank and  premium reflecting the 
sensitivity of the cost of capital on the volume of loans.19As a result from increasing prices of 
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credits, demand for consumer loans and investment will be reduced. Consumer demand and 
investment demand are components of GDP, which means that a decrease in these numbers 
will translate into a decreasing rhythm of economic growth. In addition, changes in interest 
rates are affecting the value of exports and imports, prices and the value of financial assets. 
Decline in GDP translates into a general deterioration of the conditions for the functioning of 
society and leads to a further reduction in lending due to increased credit risk. 

4. IMPLICATIONS OF NEW PRUDENTIAL REGULATION IN THE BA NKING 
SECTOR WHICH STIMULATE  GROWTH IN THE WORLD  

Introduction of new prudential norms were preceded by public consultation and research 
studies of possible consequences. One of the first studies devoted to this subject was conduct-
ed by experts from the Basel Committee, the Banking Supervision, from European Central 
Bank and European Commission.20They show that the consequences of higher capital stand-
ards and liquidity ratios translate into economic growth to some extent. It has increased from 
0.3% to 2.0% due to reduced frequency and likelihood of financial crises. It is expected that 
the probability of financial crises will be limited in seven Member States with range of 29% to 
89%.The final analysis shows the advantage and benefits of the new regulations that exceed 
their costs.21 

However, there are some doubts that Basel Committee did not estimate the exact cost of 
applying new regulations. Attention is drawn to the following issues: the additional capital 
required for global banks, too broad definition of systemically important banks, the separation 
of banking activities of different legal entities, however it is not excluded that the introduction 
of new regulations may result in further need of regulations.22 

From another research from Bank for International Settlements it turns out that increasing 
banks' capital adequacy ratio by 1 percentage, on a constant structure of assets will result in 
increasing interest rates by 15 basis points. Meeting the liquidity requirements for banks leads 
to   a further increase in interest rates by another 24 basis points. These studies were carried 
out on the basis of data from the period 1993-2007 with 6844 banks in 13 OECD countries.23 

According to OECD, macroeconomic effects from introduction of new regulations will re-
sult in significant grow in GDP and rising unemployment level. The introduction of new 
standards will result in decline in GDP in the euro area over the medium term range from 0.08 
to 0.23 percentage points per year.GDP of main OECD countries (United States, European 
area, Japan) according to calculations will decline in range of 0.05 to 0.15 percentage points. 
These changes are primarily due to increasing credit margins. It is expected that by 2015, 
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lending rates will increase by 15 basis points in 2019 of OECD countries - this means an in-
crease by 50 basis points. In general, increase in capital adequacy ratio by one percentage in 
the OECD countries translates into an increase in credit margins of 14.4 basis point.24Similar 
conclusions were reached, by the authors of  the report: Assessing the macroeconomic impact 
of the transition to stronger capital and liquidity requirements – Final Report, who presented 
the research results, with average of  97 models, including 42 models of national economies, 
40 models, of International Monetary Fund and 15 models of  European Central Bank and the 
European Commission.25.  It shows that the increase in the capital adequacy ratio by 1 per-
centage point will translate into an increase in credit margins by 15 basis points and a decrease 
in the effective demand for loans by 1.89%, and this translates into a decline in GDP of 0.22% 
after 35 quarters after conducted changes. This means limiting the annual GDP growth rate by 
0.03 percentage points. The studies focus on occurrence of the factors that may mitigate the 
negative impact of new regulations on interest rates and economic growth. This means 
strengthening capital base of many banks by retaining earnings, new issues and opportunities 
for more efficient management of operating costs. The potential for reducing the negative 
effects of the new regulations is through careful cost management in banks.26It is confirmed 
that the impact of new regulations on the growth of lending rates in the long term will be neg-
ligible. 

Studies of relationship between Basel III and economic growth in the long term have 
shown that an increase in the capital adequacy ratio by 1 percentage point, GDP would de-
crease by 0.09%compared to the baseline scenario, and then with an increase in the demand 
for liquid assets by a further 0.08% -0.15%.At the same time the forecast is to reduce the am-
plitude of the fluctuations in GDP27.  

The Institute of International Finance estimates that in 2015 the level of GDP for the Unit-
ed States, European are , Japan, the UK and Switzerland would be about 3.2% lower than it 
would be if the new regulations were not been introduced (baseline scenario).The decrease in 
the level of employment in these countries rated an average of 7.5 million. The first adjusting 
mechanisms have to raise the level of banks' lending rates and limiting access to them. Within 
five years, it is expected that level of interest rates on loans will increase, in countries with 
364 basis points and the appearance of an additional capital requirement at the level of $ 1.3 
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billion. However, it was considered that these are the costs for short term, and longer-term 
changes will bring benefits to achieving financial stability.28More detailed results of this esti-
mation are summarized in Table 1. 

Table1. Changes in GDP and employment in the global economy due to adaption of requirements- 
Basel III in 2015 

 

Change of GDP, 
compared to the 
baseline scenario 
(percentage diffe-

rence) 

GDP growth 
(in percentage 

points) 

Employment 
  (in millions) 

USA -2,7% -0,6% -2,9 
European area -3,0% -0,6% -2,8 
Japan -4,0% -0,8% -0,5 
United King-
dom 

-5,5% -1,1% -1,2 

Switzerland -3,7% -0,8% -0,1 
G3 Group -3,0% -0,6% -6,2 

Total -3,2% -0,7% -7,5 

Source: based on Institute of International Finance, The Cumulative Impact on the Global Economy 
of Changes in the Financial Regulatory Framework, Washington 2011, p.11. 

The reports conducted by the International Monetary Fund highlight the varying impact of 
new regulations on individual countries, resulting from the level of economic development. 
The relatively large decrease in the amount of granted loans can be expected in countries such 
as: Denmark and Japan, and less in the United States. Generally the estimated increase for 
granting loans will be by 16 basis points, which will cause a decrease in rate of change of 
loans by 1.3% in the long term29.  

Studies on the effects of the regulation were carried out also by the European Union. They 
calculated that the increase in the capital adequacy ratio of banks by one percentage point in 
the euro area will increase lending rates by 12 basis points in the long term, which is translated 
into a decline in GDP by 25 basis points over eight years and 36 basis points in the long 
term30.  

In the face of such a wide variety of test results is difficult to assess the impact of new reg-
ulations on economic growth. Due to the differences when adopting and creating various sce-
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narios and assumptions, analysis that were obtained are practically incomparable with each 
other. However, following the quantitative criterion, the negative correlation between the new 
regulations and economic growth can be determined 

5. IMPLICATIONS OF NEW PRUDENTIAL REGULATION IN THE BA NKING 
SECTOR WHICH STIMULATE  GROWTH IN POLAND  

It is not possible to directly transfer the conclusions drawn from studies conducted in the 
world for the Polish market. When assessing the implications of the new prudential regula-
tions for the domestic, the conditions and prospects of development of the Polish banking 
sector should be taken into consideration. Despite the undoubted growth of financial integra-
tion, also taking place in the area of banking services31, Polish banking sector has many spe-
cific features. There are many indications that banks in the countries of Central and Eastern 
Europe are less affected by the previous crisis than banks from developed countries32. In 
should be noted that lower banking penetration ratio in Polish Economy has different mode of 
actions in the banks. Until recently, banks operating on the Polish market have a surplus on 
economic capital surplus over regulatory capital. The introduction of new legislation on capi-
tal adequacy of banks and inhibited activity did not result in a sharp increase in held capital 
and sometimes lead to a reduction in the surplus. However, the new capital regulations may 
significantly affect the changes in the capital requirements for specific areas and encourage 
banks to changes its activity different areas of operations.33Presumably, the development of 
the Polish banking sector will determine access to finance. It may be difficult because of pos-
sible occurrence of shortage of free capital on a global scale and the perception of the smaller 
markets, and thus Polish, as more risky and less reliable.34 

For Polish market researched were conducted by Financial Supervision Commission to in-
vestigate changes in economic growth under influence of Basel III regulation. The study 
showed that the increase in average capital adequacy ratio may lead to a moderate increase in 
interest rates on loans and a slight decline in GDP growth. Increase in the capital adequacy 
ratio by 2.5 percentage points will result in compliance with the study over the next four years, 
growth in consumer lending rates by 0.56 percentage points and housing by 0.42 percentage 
points, which means a decrease in demand for housing loans by approximately 7.7%, 3.6% 
consumer and least - corporate loans by 0.07%.These changes should result in a decrease in 
consumption and investment, it is projected that there will be a decline in consumer demand 
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during this period by 20% and 6% of the investment. The result allow to expect a decline in 
GDP of 8% over 4 years.35. These relationships are shown in table below. 

Table 2. Effect of growth capital adequacy ratio by 2.5 percentage points to the basic macroeconomic 
parameters 

 
Subsequent years of simulation 

1 2 3 4 
In percentage points 

The CPI inflation (y / y) 0,00 -0,01 -0,02 -0,02 
GDP (y / y) 0,00 -0,01 -0,04 -0,03 
 In percentages 
Corporate loan 0,00 -0,01 -0,03 -0,07 
Consumer loan -0,19 -1,48 -2,83 -3,64 
Mortgage loan -3,85 -7,81 -8,25 -7,67 
Overall loan -0,67 -1,83 -2,48 -2,95 
Capital expenditure 0,00 0,00 -0,03 -0,06 
GDP 0,00 -0,01 -0,05 -0,08 

Source: based on P. Wdowiński, Makroekonomiczne skutki wyższych standardów kapitałowych: 
Analiza symulacyjna dla Polski, Komisja Nadzoru Finansowego, Warszawa 2011, p. 21. 

An independent study on the impact of Basel III and CRD IV/CRR for banks was conduct-
ed by Marcinkowska, Wdowiński, Flejterski, Bukowski i Zygierewicz36. The analysis con-
firmed the results of previous studies. That study used 2 econometric models - The single 
panel model and interdependent multi-equation simulation model (macro-econometric). Both 
models have shown a positive and statistically significant effect of the solvency ratio, liquidity 
ratios and on level of interest rates on loans.In the panel model the attention is drawn to differ-
ences in sensitivity changes in the capital and liquidity requirements for a group of large banks 
and other banks37. Influence of changes in WIBOR on interest rate of credit provided by large 
banks is lower than in smaller banks. Taking into account when the criteria adopted in the 
research division of large banks and others, the first group represented 65% of the total. It can 
be concluded that the results which were obtained have relatively high importance. 

The entire macroeconometric analysis was performed assuming a growth capital adequacy 
ratio in the banking sector by 4 percentage points and liquidity ratios M2 and M4 by 50 per-
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Komisja Nadzoru Finansowego, Warszawa 2011, p. 21. 
36 M. Marcinkowska, P. Wdowiński, S. Flejterski, S. Bukowski, M. Zygierewicz, op. cit., s. 144–146. 

37 Banks were assigned to the "big banks" or "other banks" based on the average value of assets. The division of the 
panel relied on the assumption that the share of the average assets of large banks (in the sample) was greater than 
5%. Mean values were calculated on the basis of the available number of observations in the period 1997-2011. The 
total share of the large banks in the sector was 65%. 
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centage points for a long period of time. The research shows that increasing capital and liquid-
ity requirements in the Polish banking sector as a result of the adoption of Basel III solutions 
and CRD IV / CRR will reduce the level of GDP and economic growth. The decline in GDP 
growth is associated with a decrease in consumption, investment and lending. Limiting the 
number of loans is expected to be mainly in the area of housing loans. Downturn may be ac-
companied by depletion of deposits, which in the long term contributes to the deterioration of 
liquidity in the banking system. As a result, you can expect an increase in the amount of non-
performing loans and the deterioration in the labor market. In terms of numbers, these results 
are presented in Table 3 

Table 3. The effect of increase, in the capital adequacy ratio by 4 percentage points and liquidity ra-
tios M2 and M4 by 50 percentage points on the basic macroeconomic parameters 

 
Subsequent years of simulation 

1 2 3 4 
In percentage points 

GDP (y/y) -0,05 -0,37 -0,31 -0,16 
Unemployment rate 0,01 0,09 0,22 0,28 
 In percentages 
GDP -0,05 -0,42 -0,73 -0,53 
Corporate deposit -0,21 -1,40 -2,02 -0,38 
Household deposit 0,00 -0,14 -0,65 -1,06 
Corporate loan -0,07 -1,26 -2,08 -2,35 
Consumer loan 0,00 -0,80 -2,20 -3,41 
Morgage loan 0,00 -5,64 -9,35 -9,67 
Total loans -0,02 -2,86 -4,69 -5,12 

Source: Based on: M. Marcinkowska, P. Wdowiński, S. Flejterski, S. Bukowski, M. Zygierewicz, 
Wpływ regulacji sektora bankowego na wzrost gospodarczy – wnioski dla Polski, Naro-
dowy Bank Polski, „Materiały i Studia” 2014, 305, p. 180. 

6. CONCLUSIONS 
The conducted analysis tried to show the possible impact of introducing new prudential 

regulations and how they impact development of economy. Results of the studies which fo-
cused on changes on the economy and the banking system analyzed by different institutions 
often led to divergent conclusions. Please note that all of them were carried out using a large 
number of assumptions, so the results should be treated with caution. 

Most of the studies we can conclude that there is a real, however unknown possibility to 
slow down economic growth, moreover the analysis of the Basel Committee on Banking Su-
pervision show that  new rules will help to achieve high enough level of stability in the finan-
cial markets and this should stimulate growth.All other studies contradict this thesis. The most 
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expected result of the new regulations that the demand of banks for equity will increase. 
Threat to the stability of the financial system will create pressure, which leads to solutions 
which are mainly aimed at strengthening the security of banks and increase the possibility of 
absorption by the effects of shocks that have arisen as a result of financial and economic cri-
ses. However, the development of new standards includes a lacking wider aspects of economy. 

The results for Poland are consistent with the results of studies, for more developed econ-
omies. Also in relation to our country, inhibit of economic growth is expected. Polish situation 
is more difficult in comparison with other economies, because decision-makers in these cases 
are outside the borders of our country, and the influence of Polish Institutions that shape the 
regulations is very limited. It can be stated that supervisory authorities more often call it 
"Home bias", When solving global problems, their attention is based on minimizing  conse-
quences for the domestic market, even if it causes expenses for such banks in different coun-
tries. 

Very often new regulations are based on the analysis of phenomena that do not exist on the 
Polish market, or are not important. The high level of control for Polish banking system by 
foreign capital has fair significance. Potential scenarios for banks to adjust to the new rules 
will depend on macroeconomic conditions, on their individual situation and conditions in the 
group in which have to operate. As a result of all these considerations, it can be concluded that 
there are no universal and timeless solutions that can be applied to all countries. There is also 
concern that the use of the new prudential norms will not lead to achieving the desired effects. 
Therefore there are questions about the desired degree of regulation, its scope and scale, as 
well as how long the standards should be maintained. 
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MAKROEKONOMICZNE KONSEKWENCJE NOWYCH REGULACJI 
OSTROŻNOŚCIOWYCH W SEKOTRZE BANKOWYM 

W artykule przedstawiono wpływ nowych regulacji ostrożnościowych na rozwój sektora 
bankowego i tempo wzrostu PKB. Analizą objęto przede wszystkim regulacje związane z wpro-
wadzeniem Bazylei III i CRD IV / CRR. Celem artykułu są przegląd dotychczasowych badań w 
tym zakresie i próba uporządkowania wniosków płynących z dotychczasowych rozważań. Jak 
dotąd wyniki badania wpływu nowych regulacji na gospodarkę i system bankowy często prowa-
dziły do różnych wniosków, co uzasadnia potrzebę gromadzenia i porównywania tych wyników. 
Jednak należy zauważyć, że porównywanie takich badań jest trudne ze względu na różne założe-
nia, które są dokonywane. Głównym celem pracy była ocena wpływu nowych regulacji ostroż-
nościowych na funkcjonowanie sektora bankowego. Ponadto omówiono kanały transmisji, przez 
które nowe przepisy przekładają się na tempo wzrostu gospodarczego i inne wskaźniki makroek-
onomiczne. Przeprowadzono analizę wpływu tych zmian zarówno w odniesieniu do gospodarki 
krajowej, jak i światowej. Uzyskane wyniki prowadzą do konkluzji, że wprowadzenie nowych 
regulacji doprowadzi do nieznacznego spadku przyszłego wzrostu gospodarczego. W związku z 
tym pojawiają się pytania dotyczące pożądanego stopnia regulacji, jej zakresu, skali i czasu 
utrzymania. 

Słowa kluczowe: sektor bankowy, wzrost gospodarczy, Bazylea III, regulacje kapitałowe i 
płynnościowe 
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