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Range of views on monetary-macropru
INferaction

Svensson (2015): ‘Little or no support for leaning against the wind for
financial stability purposes’

Stein (2013): only ‘monetary policy gets in all the cracks’

Shin (2015): ‘both monetary policy and macroprudential policies
have some effect in constraining credit growth and the ftwo tend to
be complements’

I'll talk you through some results from a model I've developed with
BoE colleagues (Aikman et al. 2017



Basic model (extends Ajello et al. (2016))
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Basic model (Aikkman et al. (2017))
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Basic model (Aikkman et al. (2017))
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Basic model (Aikkman et al. (2017))
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Policy objectives — beyond quadratic loss
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Model calibration — match evidence on
monetary policy and CCyB transmission
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Figure 1: Impacts of 100 basis point increases in the CCyB and monetary policy rate
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By, and the crisis probability, ) of a 100 basis point exogenous increase in the OCyB (dark blue bars) and the monetary
policy rate (white bars).



Key results

* Introducing the CCyB dramatically improves the intertemporal trade-
off



Infertemporal trade-off with monetary policy
only
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Intfertemporal trade-off with monetary policy
and CCvB
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Key results

« CCyB needs to be adjusted aggressively to achieve these benefits



Table 4: Macroecomomic outoomes under different policy regimes and modd variants

A

Case SIMy;) SD{m) SINBy) median{y;) SING) [SINKN E(L)
Simulation using credit shocks only , ‘
L=
(i) Myopic policy regime o o c.B .39 o - 3.62
(i) Monetary policy-only regime o022 oooz 5.8 239 007 - 3.62
(ii1) CCy B repgime .11 o005 5.3 77 011 1.45 1.97
(=
(iv) Myopic policy regime o 0 o8 239 0 - .86
(v) Monetary policy-only regime 0005 0005 5.8 239 0,008 - 0.86
(vi}) CCyvB regime o1} oL 5.2 o.40 013 174 2.48

Simuilation using all shocks

=0
{vii} Myopic policy megime 02 oLo1g 5.4 257 .03 - 410
(wiii) Monetary policy-only regime 025 ooy 50 257 203 - 4.04)
(ix) CCvB regime o.16 o.008 54 75 .05 2.28 1.53
L=
(x} Myopic policy regime 025 001y 5.4 257 .03 - 11.51
(x1) Monetary policy-only regime 025 Uiy L 5y 0q - 11.50
{xil) COvD pegrimme 020 o010 53 o.40 21 2273 266

Motes. The table presents resndts oblained by ronning a stochastic sinmalation of the model. The 5ta.1ui¥-wialiwm of
output (i), inflation (), credit growth (B}, the interest rate {iy) and the OCyB (k) are reported in terms of annual
peTcentage points; the median erisis probability {77) & reported 25 an annual percentage rate; egpeded losses ane neported
Az a per cent of osses inourred in the event of & Anancial arisis comring in pered 2. The results ane eported for bvo
altermative values of £, the melafive weight placed on stabiBsing the orisis probahility in the loss imetion. For both sebs of
tesults, expected losses are shown as a per ent of lesses incurmed in the event of & crisis assaming that £ = 0, Ly 0 = 0.



Key results

«  Monetary policy and macroprudential policy can be complements
or substitutes depending on calibration and source of the shock



Policies can be both substitutes and
complements

Table 5: Optimal policy in response to a credit boom (Shock to: &%)

Case Aky Aip  Parameter restriction Intuition
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Key results

« The gains from formal policy coordination are small — except at the
/LB



Implications of the effective lower bound
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If monetary policy is constrained, use the CCyB less aggressively as greater
consideration is needed for its effects on aggregate demand



