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The procyclicality of financial systems has received an increasing amount of attention
from policymakers, academics and international organizations in recent years. This
heightened interest stems from a combination of the ongoing globalization of finance,
the role of the financial sector in various emerging market crises in the late 1990s and
the potential impact on financial sectors of the upcoming implementation of the Basel
Il'accord. Clearly, some degree of financial sector procyclicality is a characteristic of
any normallg functioning economy. At issue is whether the observed procyclicality is
excessive. The challengeis to define excessive and to identify policy measures that
could produce superior economic outcomes.
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