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Financial sector and growth 

• Threshold VAR by credit-to-GDP 
gap

• US 1975 to 2014

• Nonlinear effects of FCI 

• Growth is less sustainable in high 
credit gap periods 

• Aikman, Lehnert, Liang, Modugno
(2016)



• Can FCI predict the probability 
distribution of growth one-year-
ahead?

• Tighter FCI (higher price of risk) 
predict greater downside risks in the 
near-term 

• For medium-term, higher leverage 
predicts increased downside risks 

• Growth at risk a measure for 
macroprudential policies 

Growth at risk
IMF GFSR Oct. 2017, Ch. 3



Financial stability governance

Edge and Liang, 2017
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