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(Table 1) Overlap of Microprudential and Macroprudential Toolkits

Instrument Micro Macro
Minimum Capital Requirements for Individual Institution 0
Capital Risk Weight 0 0
Pillar 2 Capital Requirement 0 0
Countercyclical Capital Buffer 0
Capital Conservation Buffer 0

Systemic Capital Surcharge

Dynamic Provisioning

Leverage Ratio

Large Exposure Limits

Loan-to-Value Limits

Debt-to-Income Limits

Foreign Exchange Limits

oO|lo|lo|o|lo|lo|lo|o

Liquidity Requirements

Risk Management Standards

oO|lo|lo|lo|lo|lo|jlo|Oo|O

Licensing Standards

Source: Osinski, Seal, and Hoogduin(2013, p.23).
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The Macroprudential Illusion: Conceptual Inconsistency

and the Failure of Regulatory Separation’

Jaehong Hwang™*

Abstract

This study examines why macroprudential regulation is not substantively distinct
from microprudential regulation, arguing that the issue lies not merely in
overlapping policy instruments but in the conceptual foundations of the micro-
macro distinction itself. Macroprudential regulation is justified through its focus
on systemic risk and the fallacy of composition. However, microprudential
regulation has also pursued systemic stability, and the fallacy of composition is
not unique to macroprudential reasoning but a general feature of both micro and
macro analysis. Moreover, while macroprudential discourse relies on a Keynesian
distinction between the micro and the macro, its practical regulation adopts a
Lucasian microfoundation approach. The study therefore argues that macroprudential
regulation tends to converge toward an extended form of microprudential
regulation rather than constituting an independent regulatory paradigm.
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