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Abstract

The recent financial crisis has again raised the question to what extent
price-stability-oriented monetary policy frameworks should take into
account financial stability objectives. In this paper | argue that the
answer will depend on three questions: (i) how effective is
macroprudential policy in maintaining financial stability? (ii) what is the
effect of monetary policy on risk taking and financial stability? and (iii)
what is the risk of financial dominance, i.e., the risk that financial stability
considerations undermine the credibility of the central bank's price
stability mandate? | review the theory and evidence and conclude that
while the new macroprudential policy framework should be the main tool
for maintaining financial stability, monetary policy authorities should
also keep an eye on financial stability. This will allow the central bank to
lean against the wind if necessary, while maintaining its primary focus

on price stability over the medium term.

Authors

Frank Smets

JEL codes

E58 G28

., Download full paper

310.53 KB | 38 pages

Share this paper


https://www.facebook.com/sharer/sharer.php?u=https://www.ijcb.org/journal/v10n2/financial-stability-and-monetary-policy-how-closely-interlinked
https://twitter.com/intent/tweet?url=https://www.ijcb.org/journal/v10n2/financial-stability-and-monetary-policy-how-closely-interlinked&text=Financial%20Stability%20and%20Monetary%20Policy%3A%20How%20Closely%20Interlinked%3F
https://www.linkedin.com/shareArticle?mini=true&url=https://www.ijcb.org/journal/v10n2/financial-stability-and-monetary-policy-how-closely-interlinked&title=Financial%20Stability%20and%20Monetary%20Policy%3A%20How%20Closely%20Interlinked%3F
https://www.ijcb.org/sites/default/files/journal/v10n2/ijcb-v10n2-financial-stability-and-monetary-policy-how-closely-interlinked.pdf

Other papers in this issue

Establishing and Maintaining a Firm
Nominal Anchor
Andrew Levin

Introduction
Opening remarks

Risks to Price Stability, the Zero Lower
Bound, and Forward Guidance: A Real-
Time Assessment

Glinter Coenen and Anders Warne

Fiscal Policy and the Inflation Target
Peter Tulip

Inflation Targeting and "Leaning
against the Wind"

Lars E.O. Svensson

The Risk Channel of Monetary Policy

Oliver de Groot

Monetary and Macroprudential Policy in
an Estimated DSGE Model of the Euro
Area

Dominic Quint and Pau Rabanal

Financial Frictions and
Macroprudential Policy
Michal Brzoza-Brzezina

Do Inflation-Targeting Central Banks
Implicitly Target the Price Level?


https://www.ijcb.org/journal/v10n2/establishing-and-maintaining-firm-nominal-anchor
https://www.ijcb.org/journal/v10n2/introduction
https://www.ijcb.org/journal/v10n2/opening-remarks
https://www.ijcb.org/journal/v10n2/risks-price-stability-zero-lower-bound-and-forward-guidance-real-time-assessment
https://www.ijcb.org/journal/v10n2/fiscal-policy-and-inflation-target
https://www.ijcb.org/journal/v10n2/inflation-targeting-and-leaning-against-wind
https://www.ijcb.org/journal/v10n2/risk-channel-monetary-policy
https://www.ijcb.org/journal/v10n2/monetary-and-macroprudential-policy-estimated-dsge-model-euro-area
https://www.ijcb.org/journal/v10n2/financial-frictions-and-macroprudential-policy
https://www.ijcb.org/journal/v10n2/do-inflation-targeting-central-banks-implicitly-target-price-level

Francisco Ruge-Murcia

Are Long-Term Inflation Expectations
Well Anchored in Brazil, Chile, and
Mexico?

Michiel De Pooter and Patrice Robitaille and lan Walker and Michael

Zdinak

Email alerts

We'll let you
know when new

issues are
published

Subscribe



https://www.ijcb.org/journal/v10n2/are-long-term-inflation-expectations-well-anchored-brazil-chile-and-mexico

CB

CONTACT

International Journal of Central
Banking

Swiss National Bank

P.O. Box, 3003 Bern

Switzerland

PRINT DETAILS

Print ISSN: 1815-4654
Frequency: four times a year
Article acceptance rate (2024):
5.29%

© 2025 International Journal of Central Banking

Terms and conditions

Privacy notice

Cookie notice



mailto:editor@ijcb.org
https://www.ijcb.org/terms-conditions
https://www.ijcb.org/privacy
https://www.ijcb.org/cookies

