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1. Introduction

After the global financial crisis of 2008 to 2009, many countries
took steps to prevent the buildup of vulnerabilities and enhance the
resilience of their financial systems. Among these steps, countries
strengthened their macroprudential regulatory frameworks. Many
central banks also obtained a more explicit financial stability man-
date and incorporated financial stability objectives in their deci-
sionmaking process (see also Jeanneau 2014). With these changes,
financial stability monitoring has become an even more important
task for central banks.

Communications about financial stability have also become a
tool to influence financial agents’ behavior (see, for instance, Born,
Ehrmann, and Fratzscher 2014). Although the literature on mone-
tary policy communications is large (see, for instance, Blinder et
al. 2008; Ericsson 2016; and Stekler and Symington 2016), cen-
tral banks’ financial stability communications have garnered less
research attention.1 Specifically, the drivers and the effects of finan-
cial stability communications, including how such communications
interact with financial stability governance frameworks, have largely
remained unexplored in the literature.

In this paper, we study how differences in financial stability gov-
ernance frameworks across countries relate to central banks’ finan-
cial stability communication strategies and the relative effectiveness
of these communications in preventing a deterioration in financial
vulnerabilities. To understand how governance frameworks might
interact with central banks’ communication strategies, we start with
proposing a set of testable hypotheses. Our first hypothesis refers
to how the relation between financial stability communications and
the evolution of the financial cycle might depend on each country’s
financial stability governance framework, based on the notion that
this framework may influence both the willingness to be transpar-
ent about the assessment of the state of vulnerabilities and how
the central bank communicates about vulnerabilities. The second
hypothesis explores how different communication strategies might

1Arseneau (2020) explores how central bank communications related to finan-
cial stability may be associated with the financial cycle from a theoretical per-
spective.
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explain differences in the effectiveness of financial stability commu-
nications across central banks conditional on their financial stabil-
ity governance frameworks. Variations in communication strategies
should show up in how the sentiment in central bank communica-
tions differs from that conveyed in news articles, which should not
contain any strategic goals, and should relate to the central bank’s
ability to use other policy tools, including macroprudential tools and
monetary policy rates.

To empirically test these hypotheses, we merge three databases.
The first one details the macroprudential governance frameworks
of 24 countries (see Correa, Edge, and Liang 2019 and Edge and
Liang 2017). We focus our attention on whether the central bank
participates or not in an interagency financial stability committee.
The second database uses text analysis techniques to determine the
sentiment conveyed by communications used by central banks to
transmit their assessment of financial vulnerabilities. In particular,
we extend the database of financial stability sentiment (FSS) indices
constructed from financial stability reports (FSRs) by Correa et al.
(2021) (CGLM hereafter). We also calculate a sentiment index using
news articles related to financial stability, which we name NS. The
third database includes a set of country-specific measures of financial
vulnerabilities, where we center our attention on the credit-to-GDP
gap.

We use panel-data and probit models to assess how cross-country
differences in macroprudential governance frameworks affect central
banks’ communication strategies. We exploit the cross-country het-
erogeneity to investigate how the FSS conveyed by central banks’
communications affects the evolution of financial cycle characteris-
tics, depending on three governance characteristics: (i) whether the
central bank participates in an interagency financial stability com-
mittee, either de facto or de jure; (ii) whether the committee exists
de jure—that is, implemented through a formal legal arrangement;
and (iii) whether the committee has the power to implement policy
tools, including macroprudential instruments.

In our first set of empirical tests, we explore whether a country’s
governance framework matters for the effectiveness of central banks’
financial stability communications. We find that the communication
of those central banks participating in interagency financial stability
committees is relatively more effective in limiting a deterioration of
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financial cycle characteristics than communications of other central
banks. We also explore whether the effect of central banks’ communi-
cations varies by governance characteristics around turning points in
the financial cycle, where turning points are defined as local credit-
to-GDP maximums followed by a decrease in the credit-to-GDP gap
over at least the next four quarters. Our evidence suggests that cen-
tral banks participating in interagency committees are more effective
in limiting a buildup of financial vulnerabilities through communi-
cations irrespective of whether we consider episodes around turning
points in the financial cycle or not.

We next use a probit model to assess whether the predictive
power of the FSS index for financial cycle turning points depends on
the macroprudential governance framework. We find that for central
banks not participating in financial stability committees, a deterio-
ration in the communicated sentiment helps predict financial cycle
turning points—a 1 percent increase in the FSS index (that is, a
deterioration in sentiment) of these central banks is associated with
a 0.21 to 0.26 percent higher probability of a turning point. In other
words, those central banks often “cry wolf” and the “wolf actually
comes.” However, communication by central banks participating in
a committee with the ability to implement macroprudential tools is
effective in reducing the probability of a turning point in the finan-
cial cycle. Thus, these central banks signal financial stability risks
and act in accordance, which then reduces the likelihood of financial
stresses.

In the second set of empirical tests, we investigate the drivers
of the relative effectiveness of communications by exploring whether
governance frameworks matter for how central banks incorporate
information in their financial stability communications. Our sec-
ond hypothesis suggests that some central banks could strategically
deviate from the publicly available information (that should have
no strategic bias) when communicating through FSRs. We test for
this by exploring the dynamic relation between the sentiment in
financial stability reports and that in news articles (FSS and NS,
respectively).

We find that after a deterioration in the sentiment conveyed
by news articles, central banks participating in financial stability
committees transmit a calmer message in their FSRs than central
banks not participating in such committees—that is, even as public
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information signals a deterioration in financial conditions, a cen-
tral bank participating in a financial stability committee transmits
a calmer message than central banks without this characteristic.

These findings suggest that a central bank having at its disposal
policy instruments to influence the financial cycle, or being able to
make other agencies use such policy instruments, acts differently.
To explore this possibility further, we assess whether the FSS index
is associated with either changes in macroprudential instruments
(Cerutti et al. 2016) or the monetary policy rate. We expect the
communication of a central bank that can influence, directly or indi-
rectly, macroprudential actions to be positively correlated with such
actions. Consistent with this intuition, we find that a deterioration
in sentiment conveyed by central banks participating in interagency
financial stability committees with authority for macroprudential or
related policy instruments is followed by a tightening of these instru-
ments. In contrast, we find that the sentiment in FSRs is not related
to monetary policy rates, which is a blunter tool to address financial
stability concerns.

In terms of the literature, our paper combines two strands: that
focusing on financial stability governance frameworks and that focus-
ing on central bank communications. The literature on central banks’
financial stability governance frameworks and the implementation of
macroprudential policies has gained much interest after the global
financial crisis (see Edge and Liang 2017, Masciandaro and Volpi-
cella 2016, and papers cited therein). The literature on central banks’
communication strategies and their interactions with central banks’
characteristics has focused mostly on communicating monetary pol-
icy and the role of transparency (see, for instance, Blinder et al. 2008;
Cukierman 2009; Ehrmann and Fratzscher; and Morris and Shin
2002). Some recent studies have explored aspects of the sentiment
conveyed in monetary policy communications, including how com-
munications can spill over across countries (Armelius et al. 2018).
We contribute to this literature by showing that governance frame-
works shape financial stability communication strategies and their
effectiveness to alleviate a deterioration in financial cycle conditions.

The literature on financial stability communications is still devel-
oping. To date, it has been mostly descriptive (see, for instance,
Allen, Francke, and Swinburne 2004; Cihak 2006; and Cihak et al.
2012), and only a few papers have explored the effect of financial
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stability communications on financial cycle characteristics. Osterloo,
de Haan, and Jong-A-Pin (2011) explore the effect of the publication
of FSRs on a number of business and financial cycle characteristics,
while Harris et al. (2019) analyze the effects of the Bank of Eng-
land’s FSR publication on stock returns and credit default swaps
(CDS) spreads. Born, Ehrmann, and Fratzscher (2014) and CGLM
use text analysis techniques to proxy the sentiment conveyed by cen-
tral banks’ financial stability communications and to investigate the
effect of sentiment on financial cycle characteristics.2 CGLM show
that their FSS index is a useful predictor of banking crises, as senti-
ment deteriorates just prior to the start of a crisis.3 At the same time,
this evidence suggests that financial stability communication alone
is insufficient to avoid a deterioration in financial vulnerabilities.
Our evidence, however, suggests that financial stability communi-
cation can be more powerful in preventing financial crises for those
countries with robust central bank governance frameworks.

Our work can also help explain why central banks without a
direct macroprudential role rely more on communication to trans-
mit concerns about financial stability, as they may signal to other
agencies the need to act when financial vulnerabilities increase. Our
empirical evidence also suggests that those central banks with direct
or indirect control over macroprudential instruments might transmit
a calmer message that conveys the system’s resilience following an
adverse shock.

The rest of the paper is organized as follows. Section 2 provides
the intuition for the interaction between governance frameworks and
central banks’ communication strategies and outlines our hypothe-
ses. Section 3 provides our data sources and presents the empirical
evidence regarding the role of governance frameworks in explaining
the effectiveness of central banks’ financial stability communications.
Section 4 explores differences in communication strategies, including

2Born, Ehrmann, and Fratzscher (2014) use Diction, a general-purpose text
analysis dictionary, to extract the sentiment conveyed by these communications.
CGLM construct a dictionary tailored to the financial stability context, as they
find that a large portion of words in FSRs convey a different sentiment when
used in a financial stability context.

3Other studies also use textual information to complement other indicators in
models designed as early warning systems. For example, Huang et al. (2019) use
the text from the Financial Times in a model to predict financial crises.
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the deviation from the sentiment in news articles and the imple-
mentation of macroprudential and monetary policy tools. Section 5
concludes.

2. Understanding Central Banks’
Communication Strategies

Central bank financial stability communications have evolved in
recent years, in part driven by a desire to make central banks’
views in this area more transparent, with the aim of increasing
the resilience of the financial system (Arseneau 2020). However,
as noted by Cihak (2006), financial stability communication has
several limitations, particularly when compared to monetary policy
communication. For example, communications about financial sta-
bility may actually trigger stresses in the financial system if market
participants already have concerns about the fragility of the sec-
tor. Also, and in contrast to monetary policy communications, to
achieve financial stability goals, central banks need to interact with
other agencies that have microprudential and supervisory powers or
are in charge of deploying macroprudential tools. These interactions
may also shape their communications. These and other dimensions
of financial stability communications make it important to assess
empirically whether the sentiment conveyed in these communica-
tions relates to the general financial stability governance framework
of countries and, specifically, to the governance of prudential instru-
ments. This section discusses these issues to motivate the hypotheses
tested empirically in Sections 3 and 4.4

As modeled in Arseneau (2020), central banks are typically
assumed to have more information than the public about the state
of vulnerabilities in the financial sector, as they might have some
private information. For example, central banks that have super-
visory powers can obtain private information about the financial
institutions they supervise. Having more information generates a
strategic decision for central banks: They can be completely trans-
parent about vulnerabilities as they see them; or they can withhold

4Section A.1 of the appendix provides a stylized conceptual framework that
further motivates the discussion in this section.
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(or alter) information depending on the potential effects of reveal-
ing that information. We therefore pose that each country’s financial
stability governance framework, including the degree to which cen-
tral banks can use other tools to manage financial vulnerabilities,
may determine their communication strategies and the effectiveness
of communications in the evolution of those vulnerabilities.

Our first hypothesis centers around the effectiveness of financial
stability communications. As noted in Correa et al. (2021), the sen-
timent conveyed in financial stability communications is associated
with various financial cycle indicators, suggesting that financial sta-
bility communications may influence the path of the financial cycle.
The effect of those communications may also depend on the finan-
cial governance structure in a given country. Governance frameworks
may influence both the willingness to be transparent about the cen-
tral bank’s assessment of the state of vulnerabilities and the way
that the central bank communicates about them. These conjectures
lead us to the first hypothesis that we will test empirically:

Hypothesis 1. Financial stability governance frameworks influence
the effect of central bank financial stability communications on the
evolution of the financial cycle.

The differential effects of financial stability communications may
also arise because communication strategies differ depending on each
country’s financial stability governance framework. Therefore, we
conjecture the following second general hypothesis:

Hypothesis 2. Financial stability governance frameworks and the
availability and use of policy instruments influence central bank com-
munication strategies.

We next propose three specific testable hypotheses as to how
differences in communication strategies relate to financial stability
governance frameworks and the use of policy instruments. First,
financial stability governance may influence how a central bank
communicates, because some governance frameworks lead a central
bank to withhold some information strategically in its communi-
cations. In this case, we should observe a divergence between the
financial stability sentiment conveyed in communications that are
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publicly available and have no strategic bias, such as news articles,
and the sentiment conveyed by the central bank in its FSRs. The
first hypothesis related to communication strategies is therefore the
following:

Hypothesis 2a. Financial stability governance frameworks affect
the sentiment conveyed in central bank communications relative to
the sentiment conveyed in news articles.

A divergence between the sentiment in FSRs and that in news
articles could, of course, be explained by the central bank’s strategic
decision to withhold private information (conditional on the central
bank having access to this information) or by the central bank’s
ability to use (or support the use of) other policy instruments,
such as macroprudential tools and the monetary policy rate. Macro-
prudential instruments have been found to mitigate vulnerabilities
associated with financial crises and reduce the risks of related eco-
nomic recessions (see Claessens 2015 for a review). The deployment
of macroprudential tools is, in many cases, left to relevant agen-
cies’ discretion, with some ex ante consulting and ex post reporting
requirements.5 As such, both the deployment of macroprudential
tools and communication on financial stability would depend on gov-
ernance arrangements (Committee on the Global Financial System
2016; Masciandaro and Volpicella 2016). We expect central banks
that have control over macroprudential tools (or can influence other
agencies that control such instruments) to be more likely to use
them as their financial stability communications become more neg-
ative. This would amount to coherent communication. At the same
time, substitution is possible too. For example, sentiment communi-
cated through FSRs could become more negative in situations where
macroprudential policies reach their limits (for practical, statuary,
or political economy reasons). This intuition leads to our second
testable hypothesis related to communication strategies.

Hypothesis 2b. Central banks that have direct or indirect (e.g.,
through a financial stability committee) control over macroprudential

5There are only international guidelines for the activation of the countercycli-
cal capital buffer and the use of surcharge for systemic banks, and even these
guidelines still give ample room for discretion.



184 International Journal of Central Banking October 2024

tools are more coherent and use such tools more when the sentiment
in their communications deteriorates.

Central banks are (foremost) monetary policy decisionmakers.
There is a large debate on the role of monetary policy in financial sta-
bility, with some arguing in favor of a policy of systemically “leaning
against the wind” (Borio, Disyatat, and Rungcharoenkitkul 2019),
while others argue this is too costly (Svensson 2017). Related to this
debate is the interaction between monetary and macroprudential
policy in mitigating financial stability risks. On the one hand, if the
central bank has macroprudential policies at its disposal (directly or
indirectly) and these are largely effective, then it may reserve mone-
tary policy for addressing inflation or economic activity and employ-
ment goals. On the other hand, in the presence of constraints on
either (or both) macroprudential or monetary policy, both policies
may need to be employed in the pursuit of financial stability (Inter-
national Monetary Fund 2013). In turn, this means that the relation
between financial stability communications and monetary policy is
ambiguously shaped by macroprudential governance arrangements.
If the central bank also has macroprudential tools at its disposal, it
could use those tools when it communicates a change in its finan-
cial stability sentiment and, at the same time, choose not to change
its monetary policy. Alternatively, it could use its monetary policy
tools to internalize any constraints it faces on the use of macropru-
dential instruments. Given this ambiguity, whether central banks’
use of monetary policy to curtail financial vulnerabilities varies by
governance framework becomes an empirical question, which we test
in a third hypothesis related to communication strategies.

Hypothesis 2c. Central banks use monetary policy to curtail a dete-
rioration in financial vulnerabilities if they have limited direct or
indirect access to macroprudential instruments.

3. The Effectiveness of Financial
Stability Communications

In this section, we test the first hypothesis introduced in
Section 2 and explore whether the effectiveness of central banks’
communications depends on countries’ financial stability governance
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frameworks. We first introduce the data and then assess which fea-
tures make communication strategies relatively more (or less) effec-
tive in alleviating the deterioration of financial cycle characteristics
and the risks of turning points in the cycle.

3.1 Data

We use a panel data set consisting of quarterly data for 24 coun-
tries for the sample period between 2005 and 2019.6 Our data set
consists of three types of data: (i) an index of sentiment from FSRs
(FSS index), (ii) a set of characteristics related to countries’ finan-
cial stability governance frameworks, and (iii) a set of financial cycle
indicators.

Financial Stability Sentiment. For each country, we char-
acterize central banks’ financial stability communications using the
FSS index as developed in CGLM. For each FSR, the FSS index is
calculated as follows:

FSS indexcountry,period =
#Negative words − #Positive words

#Total words
,

(1)

where the negative (or positive) connotation of words is obtained
from the financial stability dictionary proposed by CGLM.7

Although many central banks currently publish FSRs, we restrict
our sample to those central banks that have published at least one
FSR annually since 2005. As pointed out by CGLM, working with
this reduced sample has two main advantages. First, it allows us to
compare the indices for a homogeneous period. Second, it increases
the reliability of the empirical tests because most countries excluded
from our sample began publishing FSRs only around the global
financial crisis. Because FSRs are published at a biannual or annual
frequency, we assume a step function to interpolate between any two
dates when reports are available.

Panel A of Figure 1 shows the time series for the cross-country
average of the FSS indices demeaned at the country level. We use

6We use information for individual countries within the euro area (instead of
using communications from the European Central Bank), as the authority to use
macroprudential instruments is mostly available at the national level.

7The dictionary created by Correa et al. (2017) can be found at Juan M.
Londono’s website: https://juanmlondono.wordpress.com/.

https://juanmlondono.wordpress.com/
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Figure 1. Financial Stability Sentiment Indices:
Averages across Countries

Note: Panel A shows the equally weighted average of all countries’ demeaned
financial stability sentiment (FSS) indices. Panel B shows the average across all
countries for which the central bank participates (red solid line), in a committee
with powers (dashed green line), or does not participate (dotted blue line) in an
interagency financial stability committee. For reference, we add vertical lines for
the following key dates (quarterly equivalent): the collapse of Lehman Brothers
(marked as October 2008), the second Greek bailout (marked as March 2012),
and the Brexit referendum (marked as July 2016).
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demeaned FSS indices to control for systematic differences across
countries. Table 1 shows a set of summary statistics for the FSS
indices. As shown in Figure 1, the average FSS increases (that is,
sentiment deteriorates) during several key episodes, such as the fail-
ure of Lehman Brothers in September of 2008, the approval of the
second EU-IMF bailout for Greece in the first quarter of 2012, and
the Brexit referendum in the summer of 2016. Around these episodes,
FSS reached historical maximums for most countries in our sample,
as shown in Table 1.

Governance Frameworks. Table 2 summarizes the governance
framework characteristics for the central banks in our sample as of
December 2019. We center our attention on those characteristics
related to participating in a financial stability interagency commit-
tee, as reported in the financial stability governance framework data-
base of Correa, Edge, and Liang (2019). For each entry, we add a
time dimension to capture changes in the status of a country’s gov-
ernance framework. These not mutually exclusive characteristics are
whether (i) the central bank participates in an interagency financial
stability committee; (ii) the committee is official (“de jure”), and
(iii) the committee has the power to implement policy tools, includ-
ing macroprudential tools. The table also includes the date(s) for
whenever changes in each characteristic occurred within the sample
period (in most cases, from not having a particular characteristic,
“N”, to having it, “Y”).

Panel B of Figure 1 shows the time series of three cross-country
average FSS indices: for those central banks that participate in a
financial stability committee; for those where that committee has
powers; and for those countries where the central bank does not
participate in a committee. This panel provides some intuition for
the way communication strategies and the effectiveness of commu-
nication could vary across central banks depending on governance
frameworks. Although the three FSS indices—for central banks par-
ticipating in committees, in committees with powers, and not partic-
ipating in committees—are highly correlated, there are differences
in the levels and dynamics of the indices, especially in episodes of
high uncertainty. Notably, the FSS index for central banks partici-
pating in committees with powers increases much more around the
collapse of Lehman Brothers in 2008 and during the euro area crises
in 2012. This index is also more volatile, in part due to the fact that
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only four central banks in our sample participate in committees with
powers.

Financial Conditions. We use the credit-to-GDP gap as the
benchmark measure for the evolution of the financial cycle. This
gap is calculated as the deviation of the credit-to-GDP ratio from
its long-run trend and is expressed in percentages (Borio 2014). To
assess the robustness of the effectiveness of financial stability com-
munications, we use two other variables related to credit, namely
the 12-quarter growth in credit to the non-financial private sector to
GDP ratio and the debt-service ratio, where the latter is calculated
as the ratio of interest payments plus amortizations to income for
private non-financial borrowers. These variables are obtained from
the Bank for International Settlements (BIS).

Table 3 shows a set of summary statistics for the credit-to-GDP
gap in each country. There is substantial heterogeneity in the mean
credit-to-GDP gap for the countries in our sample (by construction,
the average gap is zero for large samples). The mean gap ranges
from –9.90 (the United Kingdom) to 20.19 (Hong Kong). Standard
deviations in the gap range from 4.0 (Austria) to 14.8 (Hong Kong).
To characterize turning points in the financial cycle, we construct
a dummy that takes the value of 1 whenever there is a local max-
imum in the credit-to-GDP gap followed by a decline in the gap
over at least the next four quarters and zero otherwise. We use
this definition of turning points in the financial cycle because our
sample is relatively short and includes very few financial crises (as
defined by Laeven and Valencia 2013, for instance). In our sam-
ple (60 quarters in total), there are no credit-to-GDP gap turning
points in Germany but nine in both Hong Kong and Singapore,
the most in the sample. We show the dates when turning points
occurred for all countries in our sample. Many of these correspond
to the key dates where FSS reaches maximum levels (as shown in
Table 1).

3.2 Financial Stability Communications and the
Evolution of the Financial Cycle

Motivated by the hypotheses outlined in Section 2, we first test how
financial stability governance frameworks affect the relation between
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central banks’ communications and the evolution of the financial
cycle, Hypothesis 1. In particular, we investigate how countries’
financial stability governance characteristics influence the associa-
tion between the FSS index and the (four-quarters-ahead) evolu-
tion of the selected financial cycle indicators using the following
panel-data regression:

FCi,t+4 = α + (β1 + β2Di,t−4)FSSi,t + β3Di,t−4 + γCi,t−1 + ei,t+h,
(2)

where FCt is the credit-to-GDP gap, our benchmark financial cycle
characteristic; Di,t is a dummy that takes the value of 1 when the
country’s central bank has one of the three characteristics in the
governance framework database (see table 2) and zero otherwise;
FSSt is the financial stability sentiment index; and Ci,t is a vec-
tor that includes the following control variables: the change in real
GDP with respect to the previous year, the change in the GDP
deflator with respect to the previous year, and the unemployment
rate. The dummy for the specific governance characteristic is lagged
by one year to control for potential endogeneity between FSSt

and Dt (although, as noted, the time variation is limited for these
characteristics).8

Table 4 presents the evidence as to the role of each of the three
governance characteristics in explaining the differential effects of
financial stability communication on the four-quarters-ahead credit-
to-GDP gap. In all estimations, we use country fixed effects to
account for other time-invariant country characteristics unrelated
to governance and Huber-White standard errors.9 For the purpose
of brevity, we only show estimates of the coefficients associated with
FSS.

The result in column 1 shows that the relation of the FSS index
with the four-quarters-ahead credit-to-GDP gap is not statistically
significant when we do not consider governance characteristics. The

8In Section 4.2, we control for policy actions in the regression setting in
Equation (2).

9Clustering at the country level is not feasible, given the small number of
countries in the sample.
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Table 4. Financial Stability Governance Frameworks
and How Financial Stability Communications

Relate to Financial Cycle Indicators

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

FSS (β1) 1.82 2.98 2.82 2.44
(1.80) (2.02) (1.62) (1.78)

D*FSS (β2) –2.03 –3.68* –4.40**
(1.60) (1.39) (1.45)

R2 0.21 0.22 0.23 0.21
N 1,192 1,128 1,128 1,128

Note: This table reports the results for the following panel-data regression:

FCi,t+4 = α + (β1 + β2Di,t−4)FSS i,t + β3Di,t−4 + γCi,t−1 + ei,t+4,

where FCi,t is the credit-to-GDP gap and Di,t is a dummy that takes the value of 1
when the country has one of the characteristics in the financial stability governance
framework database and zero otherwise, and is lagged by one year to control for endo-
geneity with FSS i,t, the financial stability sentiment index calculated using the text
in financial stability reports. Ci,t includes the following control variables: the change
in real GDP with respect to the previous year, the change in the GDP deflator with
respect to the previous year, and the unemployment rate. Huber-White standard
errors (see Wooldridge 2002) are reported in parentheses. *, **, and *** represent
the usual 10 percent, 5 percent, and 1 percent significance levels, respectively. In
all estimations, we consider country fixed effects to account for other time-invariant
country characteristics not related to governance. For the purpose of brevity, we only
report estimates of the coefficients associated with FSS (β1 and β2).

specifications presented in the following columns, however, suggest
material differences across governance characteristics. Specifically,
financial stability communication by central banks participating
in (interagency) committees is relatively more effective in limiting
increases in the credit-to-GDP gap, as the coefficients associated
with the interactions between these governance indicator variables
and the FSS index, β2, are negative. Interestingly, the coefficient
associated with the interaction between FSS and the committee
dummy is not significant if we consider both de jure and de facto
committees (column 2). However, when we consider only official
committees (column 3), β2 becomes statistically significant, and its
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estimate becomes even more negative when we consider central
banks participating in committees with powers (column 4).10

Table 5 assesses the robustness of our main results for the inter-
action between FSS and financial stability governance frameworks
when we consider two alternative financial cycle measures. These
alternative indicators are the 12-quarters growth rate in credit to
the non-financial private sector (panel A) and the debt-service ratio
(panel B). Our results for the negative coefficient associated with the
interaction between FSS and the dummy for central banks partici-
pating in a financial stability committee with powers remain robust
for these alternative financial cycle characteristics.

As an additional robustness check, Table 6 explores whether
other country-specific characteristics unrelated to financial stability
governance, but arguably proxying for the overall quality of a coun-
try’s financial governance, can explain the differential effects of
financial stability communication on financial cycle variables. In
particular, we test for the relevance of the following institutional
and banking system characteristics (in addition to the effect of
participating in a financial stability committee with powers): the
transparency index of Dincer and Eichengreen (2014), the central
bank independence index of Garriga (2016), the financial openness
index of Chinn and Ito (2006), the foreign bank ownership share
of Claessens and van Horen (2014), and the ratio of total interna-
tional banking claims to local bank claims obtained from the BIS.
The results show that the coefficients associated with the interac-
tion between all these additional variables and the FSS index, β3, are
not statistically significant at any standard confidence level. Impor-
tantly, the differential effect of participating in a committee with
powers, β2, remains negative and significant in all cases.11 Over-
all, our results lead us to not reject Hypothesis 1 and suggest that

10There are only a handful of countries in which the central bank participates
in a committee with powers, including Hong Kong, which is a financial center.
In unreported results, which are available upon request, we show that our results
remain robust when we exclude Hong Kong from the sample.

11Because there are only a few countries that have committees with powers, in
Table A.1 in the appendix we confirm that these results remain robust if we use
the indicator variable for official committees as the financial stability governance
characteristic.
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Table 5. Financial Stability Governance Frameworks
and How Financial Stability Communications

Relate to Financial Cycle Indicators: Alternative
Financial Cycle Indicators

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

A. Credit Growth

FSS (β1) 1.5 1.3 1.52 1.78
(1.01) (1.23) (1.04) (0.95)

D*FSS (β2) –0.02 –1.06 –4.01***
(2.01) (2.34) (0.99)

R2 0.16 0.18 0.16 0.15
N 1,192 1,128 1,128 1,128

B. Debt-Service Ratio

FSS (β1) 0.18 0.49 0.43 0.06
(0.33) (0.42) (0.32) (0.35)

D*FSS (β2) –0.73 –1.35 –1.00***
(0.75) (1.06) (0.18)

R2 0.06 0.07 0.10 0.07
N 877 831 831 831

Note: This table reports the results for the following panel-data regression:

FCi,t+4 = α + (β1 + β2Di,t−4)FSS i,t + β3Di,t−4 + γCi,t−1 + ei,t+4,

where FCi,t is one of the following alternative financial cycle indicators: the 12-
quarter credit growth (panel A) and the debt-service ratio (panel B). Di,t is a dummy
that takes the value of 1 when the country has one of the characteristics in the finan-
cial stability governance framework database and zero otherwise, and is lagged by one
year to control for endogeneity with FSS i,t, the financial stability sentiment index
calculated using the text in financial stability reports. Ci,t includes the following con-
trol variables: the change in real GDP with respect to the previous year, the change
in the GDP deflator with respect to the previous year, and the unemployment rate.
Huber-White standard errors (see Wooldridge 2002) are reported in parentheses. *,
**, and *** represent the usual 10 percent, 5 percent, and 1 percent significance
levels, respectively. In all estimations, we consider country fixed effects to account
for other time-invariant country characteristics not related to governance. For the
purpose of brevity, we only report estimates of the coefficients associated with FSS
(β1 and β2).
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the differential effects of communication by various central banks
reported in Table 4 are not driven by any other related and observ-
able country-specific characteristics.

3.3 Financial Stability Communications around
Turning Points in the Financial Cycle

Having examined how financial stability governance frameworks
affect the mapping between central banks’ communications and the
evolution of financial cycle indicators, we now investigate how com-
munication strategies and their effectiveness may vary over time.
Specifically, we seek to address the following questions: Do gover-
nance characteristics affect how financial stability communication
changes around turning points in the financial cycle? And if so, does
this change in communication make some central banks relatively
more effective at preventing these turning points?

We first explore whether the patterns documented in Table 4
change around turning points in the financial cycle. To do so, we
use the following panel-data estimation setting:

FCi,t+4 = α + (β1 + (β2 + β3TPi,t−4)Di,t−4 + β4TPi,t−4)FSSi,t

+ β5Di,t−4 + β6TPi,t−4 + γCi,t−1 + ei,t+4, (3)

where TPi,t is a dummy that takes the value of 1 when the credit-
to-GDP gap turns and decreases over at least the next four quarters
(see Table 3).

Table 7 summarizes the results for the relation between the FSS
index and the credit-to-GDP gap around turning points. Most esti-
mates of the coefficients associated with the additional effects around
turning points, β3 and β4, are not statistically significant. Neverthe-
less, the main takeaway is that a deterioration in sentiment by cen-
tral banks participating in committees, especially committees with
powers, is followed by a relative improvement in the credit-to-GDP
gap, and that this relationship holds around turning points in the
credit-to-GDP gap, as shown by β2 and β2 + β3, respectively.

To further investigate the effectiveness of central banks’ commu-
nications around turning points in the financial cycle, we use the
following probit specification:
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Table 7. Financial Stability Governance Frameworks and
How Financial Stability Communications Relate to
Financial Cycle Indicators Around Turning Points

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

FSS (β1) 1.82 2.81 2.60 2.26
(1.80) (2.13) (1.66) (1.81)

D*FSS (β2) –1.96 –3.54* –4.11**
(1.90) (1.50) (1.35)

D*TP*FSS (β3) –2.65 0.78 0.55
(1.43) (1.11) (1.09)

TP*FSS (β4) 2.90* 1.77 1.98
(1.38) (1.35) (1.50)

R2 0.21 0.23 0.23 0.21
N 1,192 1,128 1,128 1,128

Note: This table reports the results for the following panel-data regression:

FCi,t+4 = α +
(
β1 + (β2 + β3TP i,t−4

)
Di,t−4 + β4TP i,t−4)FSSi,t

+ β5Di,t−4 + β6TP i,t−4 + γCi,t−1 + ei,t+4.

where FCi,t is the credit-to-GDP gap, Di,t is a dummy that takes the value of 1 when the
country’s central bank has one of the characteristics in the governance framework database
and zero otherwise, TP i,t is a dummy that takes the value of 1 when there is a turning
point in the credit-to-GDP gap followed by a decrease in the gap over at least the next four
quarters, and FSSi,t is the financial stability sentiment index calculated using the text in
financial stability reports. Ci,t includes the following control variables: the change in real
GDP with respect to the previous year, the change in the GDP deflator with respect to the
previous year, and the unemployment rate. Huber-White standard errors (see Wooldridge
2002) are reported in parentheses. *, **, and *** represent the usual 10 percent, 5 percent,
and 1 percent significance levels, respectively. In all estimations, we consider country fixed
effects to account for other time-invariant country characteristics not related to gover-
nance. For the purpose of brevity, we only report estimates of the coefficients associated
with FSS (β1, β2, β3, and β4).

Pr[TPi,t+4 = 1] = Φ[Xi,tβ], (4)

where the vector Xi,t contains the demeaned FSS index.
Table 8 summarizes the estimates of Equation (4). The results

show that an increase in the financial stability sentiment conveyed
by central banks not participating in committees is followed by a sig-
nificantly higher probability of a turning point in the financial cycle.
This evidence is consistent with the results reported in Tables 4
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Table 8. Financial Stability Governance Frameworks and
the Heterogeneous Predictive Power of Financial Stability
Communications for Turning Points in the Financial Cycle

Official Committee
Committee Committee with Powers

Yes No Yes No Yes No
(1) (2) (3) (4) (5) (6)

FSS 0.05 0.26** –0.16 0.25** –1.03*** 0.21**
(0.13) (0.10) (0.18) (0.08) (0.16) (0.07)

R2 0.00 0.03 0.01 0.02 0.13 0.01
N 1,140 906 729.00 1,317 174 1,872

Note: This table reports the results for the following probit regression:

Pr [TP i,t+4 = 1] = Φ[Xi,tβ] ,

where TP i,t is a dummy that takes the value of 1 when there is a turning point in the
credit-to-GDP gap followed by a decrease in the gap over at least the next four quar-
ters and Xi,t contains the demeaned financial stability sentiment index calculated
using the text in financial stability reports, FSS i,t. For each governance framework
characteristic, we split the sample into central banks with that characteristic (“Yes”)
and those without it (“No”). *, **, and *** represent the usual 10 percent, 5 percent,
and 1 percent significance levels, respectively.

and 7—that is, for a central bank not participating in committees,
the financial cycle is little affected by the central bank’s communica-
tions, and the probability of a turning point in the financial cycle is
higher than for other central banks. The coefficient associated with
the FSS index is only negative and statistically significant—that is,
a deterioration in sentiment lowers the probability of a turning point
in the cycle—for central banks participating in a financial stability
committee with powers (column 5). The evidence in Table 8 sug-
gests that the results in CGLM, where it was found that central
banks’ communication is a useful predictor of crises and turning
points in the financial cycle, are driven mostly by central banks not
participating in a committee.12

12In Table A.2 in the appendix, we show that the main results in our probit
specifications are robust to considering two alternative FSS indices, a “nega-
tivity” index, which is calculated using only negative words, and a “summary”
index, which is calculated using only the text in FSR’s summaries.
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4. Communication Strategies

In this section, building again on the intuition introduced in Section
2, we test the second hypothesis related to financial stability com-
munication strategies. In particular, we explore the extent to which
governance frameworks and the policy tools available to central
banks determine their communication strategies. First, we inves-
tigate whether central banks convey information that differs in its
sentiment from that reflected in news articles depending on their
governance characteristics. Second, we explore the trade-offs faced
by central banks in their communication strategies when taking
into account other tools at their disposal, such as macroprudential
instruments and monetary policy.

4.1 Deviations between the Sentiment in
FSRs and in News Articles

In Section 3, we showed that some governance characteristics
are associated with relatively more effective financial stability
communications—that is, they are consistent with more limited
increases in financial vulnerabilities (i.e., excess credit). We now
explore whether central banks’ communication strategies respond
differently to information about the financial cycle that is publicly
available depending on the governance framework in which they
operate. To do so, we empirically test Hypothesis 2a in Section 2
by exploring the relation between the FSS index and the financial
stability sentiment conveyed in news articles.

We calculate a financial stability sentiment index for each coun-
try using news articles related to financial stability instead of FSRs.
Similar to the FSS index, the news index, which we call NS, is cal-
culated as the proportion of negative to positive words in each quar-
ter (as in Equation (1)). We use all news articles in the Refinitiv
Machine Readable News (MRN) Reuters Daily News Feed database
associated with financial stability topics. To select articles related
to financial stability, we filter all articles in which the body of the
article contains at least one of the top bigrams found in all FSRs in
our sample. To link these articles to each country, we make sure that
either the headline or the body of the article contains a country-name
stem (for instance, “Argentin” for Argentina).
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Figure 2 compares the evolution of the (demeaned at the coun-
try level) FSS and NS indices since 2005.13 Panel A compares the
time series for all countries, while panel B does the same for central
banks in a financial stability committee. Irrespective of the gover-
nance characteristic, the NS and FSS indices follow similar dynamics
and both tend to increase (that is, sentiment deteriorates) around
episodes of heightened financial vulnerabilities or stress. As can be
seen from the figures, however, NS tends to increase less than FSS
in some of these key episodes.

We first confirm that news about financial stability is not strate-
gically biased. To do so, we extend our main results about strategic
central bank communication and its relative effectiveness by assess-
ing whether the relation between the sentiment in news articles and
the evolution of the financial cycle depends on the governance char-
acteristics of the central bank. After all, the strategic communication
considerations explained so far should not apply to the sentiment in
news articles. Table 9 explores the relation between NS and the evo-
lution of the financial cycle using the same setting as that used for
Table 4. Our results suggest that an increase in the sentiment in news
is followed by a deterioration in the credit-to-GDP gap (β1 is positive
and statistically significant in column 1), but this relation does not
depend on whether the country’s central bank participates or not
in an interagency financial stability committee (β2 is insignificant in
columns 2–4).

To compare the dynamics of the FSS and NS indices, Table 10
presents the estimates for the contemporaneous and lead-lag coeffi-
cients of regression specifications alternating between the two senti-
ment indices as regressands and regressors. As can be seen in column
1, which reports the contemporaneous relation between the FSS and
NS indices, the information from NS is reflected in the FSS index—
the coefficient for NS is positive and statistically significant. Impor-
tantly, the association is lower for central banks participating in
interagency financial stability committees with powers—that is, the
estimate of β2 is negative and significant in those cases. The results
in column 2 confirm that NS is also strongly related to the one-
quarter-ahead FSS, and that this relation is less strong for central

13The time series of NS can be found at Juan M. Londono’s website:
https://juanmlondono.wordpress.com/.

https://juanmlondono.wordpress.com/
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Figure 2. Financial Stability Sentiment Indices from
Financial Stability Reports and from News Articles:

Averages across Countries

Note: Panel A compares the sentiment from financial stability reports with that
obtained from news articles. These indices are calculated as the proportion of
negative to positive words in either financial stability reports (FSS) or financial
stability news articles (NS). The time series shown are equally weighted aver-
ages of all countries’ demeaned sentiment indices. Panel B shows the average
across all countries for which the central bank participates in an interagency
financial stability committee. For reference, we add vertical lines for the follow-
ing key dates (quarterly equivalent): the collapse of Lehman Brothers (marked as
October 2008), the second Greek bailout (marked as March 2012), and the Brexit
referendum (marked as July 2016).



Vol. 20 No. 4 Financial Stability Governance and Central Bank 203

Table 9. Strategic Communication: Sentiment
in News Articles and Their Relation to Financial

Stability Governance Frameworks

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

NS (β1) 3.03* 1.76 2.26 3.82*
(1.22) (2.17) (1.92) (1.50)

D*NS (β2) 4.49 4.08 –7.28
(4.33) (4.85) (4.06)

R2 0.21 0.24 0.23 0.21
N 942 889 889 889

Note: This table reports the results for the following panel-data regression:

FCi,t+4 = α + (β1 + β2Di,t−4)NS i,t + β3Di,t−4 + γCi,t−1 + ei,t+4,

where FCi,t is the credit-to-GDP gap and Di,t is a dummy that takes the value
of 1 when the country has one of the characteristics in the financial stability gov-
ernance framework database and zero otherwise, and NS i,t is the sentiment from
news articles, which is calculated as explained in Section 4.1. Ci,t includes the fol-
lowing control variables: the change in real GDP with respect to the previous year,
the change in the GDP deflator with respect to the previous year, and the unem-
ployment rate. Huber-White standard errors (see Wooldridge 2002) are reported in
parentheses. *, **, and *** represent the usual 10 percent, 5 percent, and 1 percent
significance levels, respectively. In all estimations, we consider country fixed effects
to account for other time-invariant country characteristics not related to governance.
For the purpose of brevity, we only report estimates of the coefficients associated
with FSS (β1 and β2).

banks participating in financial stability committees with powers.
Interestingly, however, the relation between the one-quarter-ahead
sentiment in news and FSS does not change depending on whether
central banks participate in committees or not, as shown in column
3, which confirms the evidence in Table 9 for the lack of strategic
bias in news articles.14

Overall, consistent with Hypothesis 2a, this evidence suggests
that central banks participating in a committee choose a commu-
nication strategy different from those institutions without such a
financial stability governance arrangement. In particular, following

14In Table A.3 in the appendix, we show that these patterns hold when we
consider official committees instead of committees with powers.
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Table 10. Strategic Communication: Deviations
between the Sentiment in Financial Stability

Reports and in News Articles

Contemporaneous RHS: Lagged NS RHS: Lagged FSS
(1) (2) (3)

RHS (β1) 0.42*** 0.47*** 0.20***
(0.06) (0.06) (0.05)

D*RHS (β2) –0.28* –0.29* 0.14
(0.11) (0.14) (0.16)

R2 0.12 0.15 0.08
N 1,606 1,579 1,577

Note: This table reports the results for contemporaneous and lead-lag analyses
between the financial stability sentiment index, FSS, and the financial stability sen-
timent from news articles, NS, where NS is calculated as explained in Section 4.1.
Column 1 shows the results for a regression in which we explore how information
from NS is contemporaneously correlated with the FSS index when the country’s
central bank participates (or not) in a committee with powers:

FSS i,t = α + (β1 + β2Di,t−4)NS i,t + β3Di,t−4 + ei,t.

Column 2 shows the results for a regression in which the right-hand-side (RHS)
variable is the NS index, one-quarter lagged to the FSS index,

FSS i,t+1 = α + (β1 + β2Di,t−4)NS i,t + β3Di,t−4 + ei,t+1.

Finally, column 3 shows the results for a regression in which the RHS variable is the
FSS index, one-quarter lagged to the NS index,

NS i,t+1 = α + (β1 + β2Di,t−4)FSS i,t + β3Di,t−4 + ei,t+1.

In all regressions, Di,t−1 is a dummy that takes the value of 1 when the country’s
central bank participates in a committee with powers. Huber-White standard errors
(see Wooldridge 2002) are reported in parentheses. *, **, and *** represent the usual
10 percent, 5 percent, and 1 percent significance levels, respectively. For the purpose
of brevity, we only report estimates of the coefficients associated with FSS or NS
(β1 and β2).

a deterioration in financial conditions, central banks that are part of
financial stability committees convey a calmer message, on average,
compared with their counterparts that are not part of committees.

Our evidence is in line with the intuition that central banks might
differ on how they convey their assessment of current or expected
financial conditions because of one or more of the following strate-
gic considerations: (i) communication by itself is effective at turning
around the deterioration of financial vulnerabilities, (ii) revealing
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private information or alarming markets might accelerate the onset
of a crisis, or (iii) they are confident about their ability to use tools,
directly or indirectly, to prevent financial crises. We already tested
the first consideration in Sections 3.2 and 3.3. The second considera-
tion is difficult to test, at least with our data, as we cannot disentan-
gle information that is publicly available from that available only to
the central bank. In Section 4.2, we explore the third consideration,
namely whether central banks can use or influence the use of tools
to limit extreme events associated with the financial cycle.

4.2 Financial Stability Communications and Policy Actions

As outlined in Hypotheses 2b and 2c, we explore the strategic con-
siderations relating central banks’ communication and the imple-
mentation of policy actions available to the central bank using the
following equation:

PAi,t+4 = α + (β1 + β2Di,t−4)FSSi,t + β3Di,t−4 + γCi,t + ei,t+4,
(5)

where PAi,t is either the cumulative macroprudential policy index
of (Cerutti et al. 2016) or the monetary policy rate targeted by
the country’s central bank, and Ci,t includes the macroeconomic
control variables used in our previous estimations. Based on the
intuition introduced in Section 2, we expect that central banks
that have macroprudential tools or can influence other agencies that
have those instruments are more likely to use them as their finan-
cial stability communications become more negative. The relation
between financial stability communications and monetary policy is
more ambiguous.

The results are presented in Table 11. The estimates in panel A
show that communication by central banks in a committee with pow-
ers (column 4) appears relatively more “coherent,” in the sense that
a deterioration in sentiment is followed by a tightening in macropru-
dential policies (β2 is positive and significant), whereas communica-
tion by central banks with none of the governance characteristics
is followed by a relaxation in these tools—β1 is negative, although
statistically insignificant. This finding confirms the conjecture out-
lined in Hypothesis 2b.
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Table 11. Coherence in Communication: The Relation
between Financial Stability Communications,
Macroprudential Tools, and Monetary Policy

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

A. Cumulative Macroprudential Policies

FSS (β1) –0.01 –0.24 –0.14 –0.13
(0.16) (0.18) (0.21) (0.17)

D*FSS (β2) 0.09 0.00 0.57**
(0.36) (0.31) (0.17)

R2 0.02 0.17 0.10 0.03
N 764 700 700 700

B. Monetary Policy Rate

FSS (β1) –0.34 –0.09 –0.08 –0.30
(0.25) (0.14) (0.10) (0.23)

D*FSS (β2) –0.48 –1.01 –0.24
(0.47) (0.64) (0.18)

R2 0.06 0.09 0.11 0.07
N 860 982 982 982

Note: This table reports the results for the following panel-data regression:

PAi,t+4 = α + (β1 + β2Di,t−4)FSS i,t + β3Di,t−4 + Ci,t + e
i,t+4,

where PAi,t is either the cumulative macroprudential index from Cerutti et al. (2016)
(panel A) or the monetary policy rate (panel B). Di,t is a dummy that takes the value
of 1 when the country’s central bank has one of the characteristics in the governance
framework database and zero otherwise, FSS i,t is the financial stability sentiment
index calculated using the text in financial stability reports, and Ci,t are the fol-
lowing control variables: the change in real GDP with respect to the previous year,
the change in the GDP deflator with respect to the previous year, and the unem-
ployment rate. Huber-White standard errors (see Wooldridge 2002) are reported in
parentheses. *, **, and *** represent the usual 10 percent, 5 percent, and 1 percent
significance levels, respectively. In all estimations, we consider country fixed effects
to account for other time-invariant country characteristics not related to governance.
For the purpose of brevity, we only report estimates of the coefficients associated
with FSS (β1 and β2).

The results in panel B suggest that a deterioration in sentiment
is not associated with a significant change in the policy rate, which
rejects the premise of Hypothesis 2c. This result could be interpreted



Vol. 20 No. 4 Financial Stability Governance and Central Bank 207

as lack of coherence between communication and actions, as mon-
etary policy could be tightened to prevent a further expansion in
the financial cycle. It could also indicate, however, that those cen-
tral banks balance financial stability concerns and monetary policy
objectives using different tools. The central bank may assess that
it could fail to meet its monetary policy objectives (price stability
and, in some cases, employment) if it acts just on financial stability
considerations. At the same time, it may try to use macroprudential
tools to curtail financial vulnerabilities, as suggested by the analysis
presented in panel A.

Given that communication is more coherent for central banks
participating in committees with powers to implement policy instru-
ments, we next explore whether, for such central banks, communi-
cation complements other policy actions in preventing the deterio-
ration of financial cycle conditions. This evidence helps gain insights
into the governance and policy settings under which communication
is effective in alleviating the deterioration in financial cycle condi-
tions. To do so, we estimate the following augmented version of the
panel-data specification in Equation (2):

FCi,t+4 = α + (β1 + β2Di,t−4)FSSi,t + β3MPi,t + β4IRi,t

+ β5Di,t−4 + γCi,t−1 + ei,t+4,

where, again, Di,t−1 is an indicator equal to 1 when the country’s
central bank participates in an interagency financial stability com-
mittee and zero otherwise, and where we control for lagged policy
actions, with MPi,t the cumulative macroprudential index and IRi,t

the monetary policy rate. The results, reported in Table 12, suggest
that, after controlling for policy actions, sentiment in FSRs pub-
lished by central banks participating in interagency financial stabil-
ity committees with powers is more effective in limiting increases
in the credit-to-GDP gap (column 4) than for central banks not
participating in these committees.15

15Table A.4 in the appendix reports the results using the probit specification
described in Equation (4), where we assess the predictive power of the FSS index
for turning points in the financial cycle after controlling for policy actions. The
results show that, after controlling for these actions, sentiment in FSRs by cen-
tral banks not participating in committees remains a better predictor of turning
points than the sentiment conveyed by other central banks.
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Table 12. Financial Stability Governance Frameworks and
How Financial Stability Communications Relate to

Financial Cycle Indicators: Controlling for Policy Actions

Official Committee
Homogeneous Committee Committee with Powers

(1) (2) (3) (4)

FSS (β1) 1.82 0.39 0.52 0.37
(1.80) (1.41) (1.39) (1.35)

D*FSS (β2) 0.12 –1.46 –2.97*
(1.46) (2.23) (1.38)

MP (β3) –7.00 –2.57 –8.50**
(3.82) (4.78) (2.70)

IR (β4) 0.78 0.43 0.31
(0.84) (0.84) (0.76)

R2 0.21 0.57 0.56 0.56
N 1,192 667 667 667

Note: This table reports the results for the following augmented version of the
panel-data regression in Table 4:

FCi,t+4 = α + (β1 + β2Di,t−4)FSS i,t + β3MP i,t + β4IRi,t + β5Di,t−4

+ γCi,t−1 + ei,t+4,

where FCi,t is the credit-to-GDP gap and Di,t is a dummy that takes the value of 1
when the country has one of the characteristics in the financial stability governance
framework database and zero otherwise, and is lagged by one year to control for
endogeneity with FSS i,t, the financial stability sentiment index calculated using the
text in financial stability reports. We control for lagged policy actions, specifically,
MP i,t, the cumulative macroprudential index from Cerutti et al. (2016), and IRi,t,
the monetary policy rate. Ci,t includes the following control variables: the change
in real GDP with respect to the previous year, the change in the GDP deflator with
respect to the previous year, and the unemployment rate. Huber-White standard
errors (see Wooldridge 2002) are reported in parentheses. *, **, and *** represent
the usual 10 percent, 5 percent, and 1 percent significance levels, respectively. In
all estimations, we consider country fixed effects to account for other time-invariant
country characteristics not related to governance. For the purpose of brevity, we only
report estimates of the coefficients associated with FSS (β1 and β2) and with lagged
policy actions (β3 and β4).

Together, these results suggest that for central banks not partici-
pating in financial stability committees, sentiment deteriorates more
(they cry wolf) and fewer policy actions are implemented (less coher-
ent communication) than for central banks with financial stability
governance characteristics. Importantly, central banks without these
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governance characteristics are less likely to prevent the occurrence
of a turning point in the financial cycle.

5. Conclusion

Financial stability communications and macroprudential policies
have gained prominence and become part of the set of policy tools
available to central banks worldwide. Yet, the interaction between
central banks’ financial stability communications and countries’
financial stability governance frameworks, including the allocation
of powers to use macroprudential tools, remains mostly unexplored
in the literature.

We investigate how differences in governance frameworks across
countries explain central banks’ financial stability communication
strategies and the effectiveness of these strategies in preventing
turning points in the financial cycle. To do so, we propose a set
of testable hypotheses to understand central bank communication
strategies. In particular, our first hypothesis relates financial stabil-
ity governance frameworks to the effectiveness of financial stability
communications, while our second hypothesis relates these gover-
nance frameworks to differences in communication strategies and
the use of other policy tools. We test these hypothesis empirically,
and we show how these strategical aspects play a role in the evolu-
tion of the financial cycle. Using the sentiment in financial stability
communications derived from text in FSRs published by the central
banks of 24 countries and data on their respective countries’ financial
stability governance frameworks, we empirically test whether gover-
nance frameworks are important determinants of the effectiveness of
financial stability communication strategies.

We find that communications by central banks participating
in an interagency financial stability committee are relatively more
effective in ameliorating the deterioration in financial vulnerabil-
ities and the occurrence of turning points in the financial cycle.
We then investigate what drives the effectiveness of communication
by exploring how governance frameworks matter for central banks’
communication strategies. After observing an increase in financial
vulnerabilities or a worsening of the sentiment reflected in news
articles, we find that central banks participating in financial stabil-
ity committees transmit a calmer message than banks without this
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characteristic. To understand why central banks might decide to
transmit a calmer message, we explore the relation between com-
munication and other policy actions, and we find that governance
characteristics affect the coherence between financial stability com-
munications and actions—that is, changes in the implementation
of policy actions follow a deterioration in sentiment for those cen-
tral banks with direct or indirect access to macroprudential tools.
Moreover, we find evidence that financial stability communications
by central banks in financial stability committees are more effec-
tive in alleviating the deterioration of the financial cycle and the
occurrence of crises, even after controlling for the implementation of
policy actions. Overall, we can conclude that central banks’ finan-
cial stability governance frameworks influence their financial stabil-
ity communication strategies and their effectiveness in preventing a
worsening of financial cycle conditions.

Appendix

A.1 Conceptual Framework Relating Financial Stability
Communications to Governance Arrangements

This section develops a conceptual framework that outlines a central
bank’s decisionmaking process to communicate information about
its financial stability assessments, potentially through a financial
stability report. The framework describes actions that take place
over three periods. Its main intuition is summarized in Figure A.1.
In the first period, t, the central bank observes the initial finan-
cial conditions, FCi,t, forms its expectations about the evolution
of the financial cycle, ECB

t (FCi,t+h), and decides its general com-
munication strategy. In the second period, t + l, the central bank
communicates its views about the current financial conditions and,
potentially, about the evolution of the financial cycle, FSSi,t+l and
FSSi,t+h, respectively. Besides communicating about financial sta-
bility, the central bank might, in this period, use other policy tools,
including monetary policy and macroprudential tools. In the third
period, t + h, financial stability conditions evolve depending on ini-
tial conditions, the decisions made by the central bank, including
financial stability communication, and other shocks. For simplicity,
we assume that only two states are possible in period t + h, a good
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Figure A.1. Central Bank Communication
and Financial Stability Governance

Note: This figure shows a diagram for the conceptual framework used to under-
stand the interaction between financial stability governance frameworks and
central bank communication.

state, with probability π, and a bad state (financial crisis or turning
point in the cycle), with probability 1−π. From a financial stability
perspective, the goal of the central bank is to decide the mixture of
tools and communications that minimizes the probability of the bad
state.

The financial and other information the central bank of coun-
try i observes in the first period, t, is assumed to include not only
the information available to the public, Ipublic

t , but also informa-
tion available exclusively to the central bank, Iprivate

t , such as infor-
mation obtained directly from financial institutions for supervisory
purposes. Based on this information, the central bank forms expec-
tations about the evolution of the financial cycle. In particular, the
central bank will determine its expectations about time t + h (final)
financial cycle conditions,

ECB
i,t (FCi,t+h) = FCB

i (Ipublic
i,t , Iprivate

i,t , Ci,t),

where Ct is a set of characteristics of the country’s central bank,
including the financial stability governance framework in which it
operates, its level of transparency and independence, its credibility,
and its resources.
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In the second period, the central bank uses its communication
strategically to reveal some of its assessment of current financial con-
ditions and, potentially, of the evolution of the financial cycle. Its
communications about both current and future financial conditions,
FSSi,t+l and FSSi,t+h, depend on the set of information available
to the central bank and the central bank’s characteristics,

FSSi,t+l = F current
i (Ipublic

i,t , Iprivate
i,t , Ci,t), (A.1)

FSSi,t+h = F future
i (Ipublic

i,t , Iprivate
i,t , Ci,t). (A.2)

These assessments become part of the information set available to
the public at time l, Ipublic

t+l .
The central bank’s public assessments, FSSi,t+l and FSSi,t+h,

however, might differ from FCi,t and ECB
i,t (FCi,t+h), respectively—

that is, the central bank does not necessarily reveal (all) its private
information about current financial cycle conditions nor its (full)
expectations about the evolution of the financial cycle, and it may
reveal its private information in a (deliberately) biased manner.

There are three main reasons why FSSi,t+l �= FCi,t and/or
FSSi,t+h �= ECB

i,t (FCi,t+h). The first one is institutional: The cen-
tral bank does not reveal (all) information transparently because it
is not fully independent or has other limits on being fully transpar-
ent. For example, legally, it cannot reveal certain institution-specific
information. The second one is strategic: The central bank questions
the value of full transparency. For example, it may have private infor-
mation that points to a deterioration in financial stability conditions
beyond what the set of information available to the public suggests,
but revealing this could simply accelerate or exacerbate the occur-
rence of the bad state—for instance, lead to a financial crisis (see
Cukierman 2009). The third reason is about coherence in communi-
cation: Given the other tools it has at its disposal and the confidence
it has in them, it may convey risks differently. For example, if the
central bank believes it has the tools to prevent a financial crisis
(or financial boom) and is willing to use the tools, it may decide
to transmit a message of calm even in the face of a deterioration
(loosening) in financial conditions.

The first reason could make for a systematic bias or more noisy
communication. The second reason would create a specific asymme-
try in that bad information is not revealed. The third reason could
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imply that the bank’s communication affects its use of other tools
and vice-versa.

The final financial cycle conditions, FCt+h, are then a function
of time-t conditions, the central bank communication strategy (FSS)
and its policy actions (PA) at time t + l, its governance framework
and other characteristics, and shocks to financial stability, zi,t+h:

FCi,t+h = Fi(I
public
i,t , Iprivate

i,t , FSSi,t+l, PAi,t+l, Ci,t) + zi,t+h.

(A.3)

We assume that, in terms of financial stability—that is, setting
aside its other mandates—the central bank decides its communica-
tion strategy, which in our framework is represented by FSSi,t+l

and FSSi,t+h, such that it minimizes 1 − π, the probability of the
bad state. Our simple framework then implies that the central bank’s
communication strategy, and the extent to which it is effective at pre-
venting the deterioration of financial cycle conditions, will differ by
a number of central bank characteristics, including the governance
framework in which it operates.
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Table A.2. Financial Stability Governance Frameworks
and the Predictive Power of Financial Stability

Communications for Turning Points in the
Financial Cycle: Alternative FSS Indices

Official Committee
Committee Committee with Powers

Yes No Yes No Yes No
(1) (2) (3) (4) (5) (6)

A. FSS Negativity

FSS Negativity 0.08 0.24* –0.19 0.24** –0.97** 0.20*
(0.13) (0.12) (0.18) (0.09) (0.35) (0.09)

R2 0.00 0.01 0.01 0.01 0.09 0.01
N 672 659 410 921 80 1,251

B. FSS Summary

FSS Summary 0.06 0.14*** 0.02 0.13*** –0.43*** 0.13***
(0.07) (0.04) (0.12) (0.03) (0.05) (0.03)

R2 0.00 0.03 0.00 0.02 0.13 0.02
N 629 607 367 869 80 1,156

Note: This table reports the results for the following probit specification:

Pr [TP i,t+4 = 1] = Φ[Xi,tβ] ,

where TP i,t is a dummy that takes the value of 1 when there is a turning point in the
credit-to-GDP gap followed by a decrease in the gap over at least the next four quar-
ters and Xi,t contains one of the following alternative (demeaned) financial stability
sentiment index measures: the negativity index, in panel A, which is calculated as the
proportion of negative to total words in financial stability reports, and the summary
index, in panel B, which is calculated using only the text in the summaries of FSRs.
For each governance framework characteristic, we split the sample into central banks
with that characteristic (“Yes”) and those without it (“No”). *, **, and *** represent
the usual 10 percent, 5 percent, and 1 percent significance levels, respectively.
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Table A.3. Strategic Communication: Deviations between
the Sentiment in Financial Stability Reports and

in News Articles: Official Committee as the
Benchmark Governance Characteristic

Contemporaneous RHS: Lagged NS RHS: Lagged FSS

RHS (β1) 0.48*** 0.52*** 0.23***
(0.07) (0.08) (0.06)

D*RHS (β2) –0.27* –0.27* –0.10
(0.10) (0.12) (0.08)

R2 0.13 0.16 0.07
N 1,606 1,579 1,577

Note: This table reports the results for a lead-lag analysis between the financial sta-
bility sentiment index, FSS, and the financial stability sentiment from news articles,
NS. NS is calculated as explained in Section 4.1. Column 1 shows the results for the
following contemporaneous regression in which we explore how information from NS
is contemporaneously correlated with the FSS index when the country’s central bank
participates in an official committee:

FSS i,t = α + (β1 + β2Di,t−4)NS i,t + β3Di,t−4 + ei,t.

Column 2 shows the results for a regression in which the right-hand-side (RHS)
variable is the one-quarter-lagged NS index,

FSS i,t+1 = α + (β1 + β2Di,t−4)NS i,t + β3Di,t−4 + ei,t+1.

Finally, column 3 shows the results for a regression in which the RHS variable is the
one-quarter-lagged FSS index,

NS i,t+1 = α + (β1 + β2Di,t−4)FSS i,t + β3Di,t−4 + ei,t+1.

In all regressions, Di,t−1 is a dummy that takes the value of 1 when the country’s
central bank participates in an official committee. Huber-White standard errors (see
Wooldridge 2002) are reported in parentheses. *, **, and *** represent the usual 10
percent, 5 percent, and 1 percent significance levels, respectively. For the purpose of
brevity, we only report estimates of the coefficients associated with FSS or NS (β1
and β2).
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Table A.4. Financial Stability Governance Frameworks
and the Predictive Power of Financial Stability

Communications for Turning Points in the
Financial Cycle, Conditional on Policy Actions

Official Committee
Committee Committee with Powers

Yes No Yes No Yes No
(1) (2) (3) (4) (5) (6)

FSS –0.05 0.29** –0.48* 0.25*** –1.96*** 0.18*
(0.14) (0.09) (0.21) (0.07) (0.14) (0.07)

MP 0.05** 0.03 0.05* 0.05** 0.21*** 0.04**
(0.02) (0.04) (0.02) (0.02) (0.02) (0.02)

IR 0.00 0.05** 0.04* 0.03 0.18* 0.03
(0.01) (0.02) (0.02) (0.02) (0.08) (0.01)

R2 0.02 0.05 0.07 0.04 0.29 0.03
N 500 496 289 707 51 945

Note: This table reports the results for the following panel-data probit regression:

Pr [TP i,t+4 = 1] = Φ[Xi,tβ],

where TP i,t is a dummy that takes the value of 1 when there is a turning point in
the credit-to-GDP gap followed by a decrease in the gap over at least the next four
quarters and Xi,t contains the demeaned financial stability sentiment index calcu-
lated using the text in FSRs, FSS i,t, the cumulative macroprudential index from
Cerutti et al. (2016), and the monetary policy rate. For each governance framework
characteristic, we split the sample into central banks with that characteristic (“Yes”)
and those without it (“No”). *, **, and *** represent the usual 10 percent, 5 percent,
and 1 percent significance levels, respectively.
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