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Introduction 

Well-known The global financial crisis 2007–2008 revealed a number of problems in the 

regulation of financial institutions both in individual countries and in a global context. Globally, the 

realization of risks in one country led to the realization of risks in other countries, triggering a 

network effect. In November 2008 the leaders of the G20 with the aim of stopping these threats 

decided to implement financial regulation reform, which implies the reducing procyclicality in 

regulatory policy and improving the efficiency of regulation during the economic cycle. In 

December 2010 there was published the Basel III - the document containing recommendations for 

escalation the resilience of banks and banking systems. 

Overcoming The global financial crisis has shown that the use of monetary policy and 

micro-prudential banking supervision alone is not enough to prevent and resolve problems that may 

occur in the financial sector. As a result, there was the formation of macroprudential policy - main 

purpose of which was to prevent systemic risks and ensure macrofinancial stability. 

Macroprudential policy tools are represented by equity, liquidity and other (specific) instruments, 

that include instruments related to lending. 

The paper considers the practice of applying LTV in lending to households in Slovakia, 

Romania and confirming the feasibility of its implementation in Ukraine to prevent or decelerate 

credit booms. We outline the nature and main features of credit booms, as well as what tools of 

macroprudential policy can be used to reduce them. The experience of countries shows that they 

often use a combination of several tools to overcome systemic risk. The paper focuses on the main 

characteristics of macro-prudential specific lending instruments, such as LTV, DTI / DSTI, foreign 

currency lending restrictions and credit growth limits. We also review the dynamics of the ratio of 

household debt to nominal GDP in Ukraine, Slovakia and Romania during 2007-2021, and the 

dynamics of the ratio of non-performing loans to the total loans in that countries during 2008-2021 

in order to identify the connection between the emergence of credit booms. 

The aim of the paper is to summarize both theoretical approaches and practical trends in the 

use of credit macroprudential instrument such as LTV to prevent credit booms in an exacerbation of 

the crisis. 
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The study of macroprudential policy tools today is widely presented: these are the works of 

specialists of the International Monetary Fund and the Bank for International Settlements, such as 

B. Gadanecz, K. Jayaram [9] and Ukrainian N. Versal, L. Zherdetskaya and O. Antonyuk [17, 18, 

19] etc. 

Theoretical and practical material.  

Most of those presented at table 1 macroprudential instruments can be used to slow down 

credit booms, however, their effectiveness will be different. Of course, lending restrictions will be 

more effective and faster than, for example, capital buffers. In addition, instruments such as LTV, 

DTI / DSTI and restrictions on foreign currency lending can be adapted to sector-specific risks [8]. 

As a strong example there is a forbiddance to provide foreign currency loans to households in 

Ukraine as a result of the Global Financial Crisis. 

Table 1 

Macroprudential policy instruments 

Operational goals of 
macroprudential policy 

Tools for achieving operational goals 

Capital management • Global systemically important institutions buffer (G-SII) 
• Systemic Risk Buffer (SRB) 
• Capital Conservation Buffer (CCoB) 
• Leverage ratio (LR) 

Liquidity risk management • Liquidity coverage ratio (LCR) 
• Net Stable Funding Ratio (NSFR) 

Prevention of credit booms • Countercyclical capital buffer (CCyB) 
• Restrictions on: 

- loan-to-value ratio (LTV) 
- debt service-to-income or debt-to-income ratio (DSTI, DTI) 
- loan-to-income ratio (LTI) 
- loan-to-deposit ratio (LTD) 
- the share of unsecured loans in the loan portfolio 
- volumes of lending in foreign currency 
- growth of lending 
- loan restrictions or eligibility criteria of the borrower etc. 

Source: based on [7, 12, 18, 20] 

To increase the effectiveness of macroprudential policies is usually used a combination of 

several tools. For example, LTV and DTI are used together by regulators to slow down the rapid 

growth of mortgage lending. Of course, it depends which instruments will be chosen by regulators 

on the degree of economic and financial development of the country, the exchange rate and 

vulnerability to certain shocks [13]. In practice, the use of only one macroprudential instrument is 

quite rare. Accordingly, it’s important to determine which macroprudential instruments related to 

lending are used in analyzed countries: in Slovakia are used loan restrictions or borrower eligibility 
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criteria, loan-to-value ratio (LTV), loan-to-income ratio (LTI), debt-service-to-income ratio (DSTI), 

restrictions on unsecured loans and exposure caps on household credit; in Romania - LTV, DSTI, 

restrictions on unsecured loans and loan restrictions or borrower eligibility criteria; in Ukraine - 

prohibition on foreign currency loans and risk limitation on household loans. 

We focus on the main macroprudential instruments related to lending, because they may 

have a significant impact on reducing credit booms and lending. The characteristics of them are 

given in figure 1. 

 

Figure 1. Characteristics of the main instruments of macroprudential policy related to 

lending 

Source: compiled by the author based on [7, 9, 16] 

As noted above, excessive and uncontrolled credit growth has often been a key factor in past 

financial crises, including the Global Financial Crisis. Consequently, it is important to identify the 

early stages of extreme credit growth in order to properly establish and use macroprudential policy 

instruments to avoid the deployment of credit booms [14]. Credit booms are a phenomenon 

characterized by rapid growth in lending by financial institutions. They accelerate not only 

economic growth (GDP growth), but also rising asset prices. Credit booms are usually accompanied 

 
Loan-to-value 
ratio (LTV) 

 LTV is an assessment of the risk level of the loan (usually a 
mortgage loan), has a limit on the maximum loan depending 
on the price of collateral. 
As practice shows, loans with higher LTV have higher 
interest rates due to higher credit risk. 
LTV is used to reduce the systemic risk associated with the 
real estate boom to avoid price bubbles and over-lending. 
The recommended limit is no more than 80%. 

Debt service-
to-income or 

debt-to-
income ratio 
(DSTI, DTI) 

 DSTI and DTI are important macroprudential policy 
instruments that affect credit dynamics and the sustainability 
of the banking sector. Usually used in mortgage lending, but 
not limited with it, and used to reduce household lending 
booms. The combination of LTV with DTI has a greater 
effect in deceleration household lending booms. 

Restrictions 
on foreign 
currency 
lending 

 Restrictions on foreign currency lending are used to address 
systemic risk caused by sharp fluctuations in foreign 
exchange rates if borrowers have no foreign exchange 
earnings and may become insolvent. 

Limits on 
credit or 

credit growth 

 Establishing a certain maximum limit on both the total 
amount of bank loans and loans to individual sectors (for 
example, in the real estate sector it is used to curb inflation in 
real estate prices). 
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by a weakening of lending standards against the background of positive expectations, and as a 

result, creates a basis for the emergence of problem loans in the event of deterioration. Credit 

booms are common in both developed and developing economies. At the same time, there is an 

opinion that credit booms can be "good" and "bad" depending on the effect they cause: this is due to 

the fact that during credit booms is also characterized by a surge of investment in certain sectors of 

the economy [1]. 

The main characteristics of credit booms are shown on the figure 2. 

 

Fig. 2. The main characteristics of credit booms  

Source: compiled by the author based on [2] 

Let’s consider the situation with lending to households in Ukraine, Romania and Slovakia 

during 2007 - 2021 in figure 3. 
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Fig. 3. Dynamics of the household debt to nominal GDP in Ukraine, Romania and Slovakia 

during 2007-2021, quarterly data, % 

* - implementation of LTV in Slovakia and Romania, in Ukraine is not currently mandatory. 

Source: built according to CEICDATA [4] 

From the analysis of figure 3 we can see that Romania has actually avoided the credit boom 

associated with the events of The global financial crisis, which can be explained by the 

implementation of the LTV instrument before - long since 2004. The average credit growth rate was 

only 1,35%, while in Ukraine - as much as 4,94%, in Slovakia - 2,63 %. 

In figure 3 we can see the growth of the ratio of household debt to nominal GDP in  

Slovakia: the increase in the Slovak debt of households is one of the fastest in the European Union. 

It explains several factors such as rising wages, falling unemployment rate and low interest rates on 

loans, which are the lowest among in the European Union. 

Also from figure 3 we can see the growth of the ratio of household debt to nominal GDP in 

Romania in the 1st quarter of 2017: this can be explained by the events that took place in the 

country related to antigovernment protests in Bucharest.  

Crises and low lending standards usually result in an increasing in non-performing loans 

(NPLs) - according to the IMF methodology are loans that are overdue for three months (90 days) 

or more, and less than 90 days, but according to national standards of supervision, it is considered 

unacceptable to service such a loan (Fig. 4). 

 

Figure 4. Dynamics of non-performing loans (NPLs) to the total gross loans in Ukraine, 

Romania and Slovakia during 2008-2021, quarterly data, % 

Source: based on IMF statistics [10] 
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From figure 4 it can be seen that the dynamics of non-performing loans (NPLs) to the total 

gross loans in Ukraine tends to increase, that tells about not good development of the situation, in 

contrast to the other two countries compared - Romania and Slovakia. Probably, one of the reasons 

is the LTV indicator that is not introduced at the mandatory level in Ukraine, despite the other 

compared countries - in Romania LTV is valid from 1/02/2004 (for LTV consumer loans at 100%) 

and in Slovakia from 2018. 

On the figure 4 we see that the share of non-performing loans began to grow rapidly in 

2014, during that time was the banking crisis in Ukraine. The reason for the emergence of non-

performing loans was an external shock in the form of loss of territories. However, the biggest 

factor remains that imbalances have formed for years long before that. The actions of the National 

Bank of Ukraine were to strengthen control over-lending, create reserves for that and stress-testing. 

Also, from 1/06/2021 there were introduced increased risk weights for consumer lending in 

Ukraine on the level of 125%, and from 1/01/2022 - 150%. It is considered, that this will ensure and 

maintain the stability of the banking system. 

Conclusions 

In conclusion, prolonged extreme and uncontrolled credit growth can be a source of cyclical 

imbalances and increasing systemic risks to financial stability and lead to credit booms. Indeed, 

strong credit growth has preceded many historical crises that have created financial instability, with 

the Global Financial Crisis being a special example. The use of monetary policy instruments alone 

is not enough to decelerate credit booms, that’s why regulators started to use special credit 

macroprudential instruments such as LTV, DTI / DSTI, foreign currency lending restrictions, credit 

growth limits etc. 

Macro-prudential credit instruments may be complemented by other equity or liquidity 

instruments. They can also be targeted for currency if lending in foreign currency is a source of risk. 

There are no direct rules of application the LTV limits - all countries adjust the ratio at their own 

discretion. 

Borrowers' tool such as LTV is effective to prevent credit booms in real estate prices: this is 

illustrated by a review of LTV's practices in household lending in Romania and confirming the need 

to prevent or decelerate credit booms in Ukraine. 

Making a conclusion, the experience of leading countries, the availability of sufficient 

empirical research on the effectiveness of macroprudential credit instruments transmit that the use 

of specific macroprudential policy instruments is an important element of successful banking 

regulation and a method of avoiding credit booms. 
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