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Range of views on monetary-macropru 

interaction 

• 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 two 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)) 

IS curve 

 

Phillips curve 

 

Real credit growth 

 

Credit spread 

 

Crisis probability 

 

Period 2 outcomes 

𝑦1 = 𝐸1𝑝𝑠𝑦2 − 𝜎 𝑖1 − 𝐸1𝑝𝑠𝜋2 + 𝜔𝑠1 + 𝜖1𝑦 

𝜋1 = 𝐸1𝑝𝑠𝜋2 + 𝜅𝑦1 + 𝜈𝑠1 + 𝜖1𝜋 

Δ𝐶𝑟𝑒𝑑𝑖𝑡1 = 𝜑0 + 𝜑𝑖𝑖1 + 𝜑𝑠𝑠1 + 𝜖1𝐵 

𝑠1 = 𝜓𝐶𝐶𝑦𝐵1 + 𝜖1𝑠 

𝛾1 = 𝑓 Δ𝐶𝑟𝑒𝑑𝑖𝑡1, 𝐶𝐶𝑦𝐵1  

𝑦2 =  𝑦2,𝑛𝑐  with probability 1 − 𝛾1𝑦2,𝑐     with probability         𝛾1 



Basic model (Aikman et al. (2017)) 
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Crisis probability 

 

Period 2 outcomes 

𝑦1 = 𝐸1𝑝𝑠𝑦2 − 𝜎 𝑖1 − 𝐸1𝑝𝑠𝜋2 + 𝜔𝑠1 + 𝜖1𝑦 

𝜋1 = 𝐸1𝑝𝑠𝜋2 + 𝜅𝑦1 + 𝜈𝑠1 + 𝜖1𝜋 

Δ𝐶𝑟𝑒𝑑𝑖𝑡1 = 𝜑0 + 𝜑𝑖𝑖1 + 𝜑𝑠𝑠1 + 𝜖1𝐵 

𝑠1 = 𝜓𝐶𝐶𝑦𝐵1 + 𝜖1𝑠 

𝛾1 = 𝑓 Δ𝐶𝑟𝑒𝑑𝑖𝑡1, 𝐶𝐶𝑦𝐵1  

𝑦2 =  𝑦2,𝑛𝑐  with probability 1 − 𝛾1𝑦2,𝑐     with probability         𝛾1 

Resilience:  

Crisis prob 

depends on 

credit 

growth and 

CCyB 



Basic model (Aikman et al. (2017)) 

IS curve 

 

Phillips curve 

 

Real credit growth 

 

Credit spread 

 

Crisis probability 

 

Period 2 outcomes 

𝑦1 = 𝐸1𝑝𝑠𝑦2 − 𝜎 𝑖1 − 𝐸1𝑝𝑠𝜋2 + 𝜔𝑠1 + 𝜖1𝑦 

𝜋1 = 𝐸1𝑝𝑠𝜋2 + 𝜅𝑦1 + 𝜈𝑠1 + 𝜖1𝜋 

Δ𝐶𝑟𝑒𝑑𝑖𝑡1 = 𝜑0 + 𝜑𝑖𝑖1 + 𝜑𝑠𝑠1 + 𝜖1𝐵 

𝑠1 = 𝜓𝐶𝐶𝑦𝐵1 + 𝜖1𝑠 

𝛾1 = 𝑓 Δ𝐶𝑟𝑒𝑑𝑖𝑡1, 𝐶𝐶𝑦𝐵1  

𝑦2 =  𝑦2,𝑛𝑐  with probability 1 − 𝛾1𝑦2,𝑐     with probability         𝛾1 

CCyB and 

monetary 

policy both 

reduce 

build-up in 

credit 



Basic model (Aikman et al. (2017)) 
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Period 2 outcomes 

𝑦1 = 𝐸1𝑝𝑠𝑦2 − 𝜎 𝑖1 − 𝐸1𝑝𝑠𝜋2 + 𝜔𝑠1 + 𝜖1𝑦 

𝜋1 = 𝐸1𝑝𝑠𝜋2 + 𝜅𝑦1 + 𝜈𝑠1 + 𝜖1𝜋 

Δ𝐶𝑟𝑒𝑑𝑖𝑡1 = 𝜑0 + 𝜑𝑖𝑖1 + 𝜑𝑠𝑠1 + 𝜖1𝐵 

𝑠1 = 𝜓𝐶𝐶𝑦𝐵1 + 𝜖1𝑠 

𝛾1 = 𝑓 Δ𝐶𝑟𝑒𝑑𝑖𝑡1, 𝐶𝐶𝑦𝐵1  

𝑦2 =  𝑦2,𝑛𝑐  with probability 1 − 𝛾1𝑦2,𝑐     with probability         𝛾1 

Credit 

spread 

affects 

both 

demand 

and 

potential 

output 



Policy objectives – beyond quadratic loss 



Model calibration – match evidence on 

monetary policy and CCyB transmission 

mechanism 



Key results 

• Introducing the CCyB dramatically improves the intertemporal trade-

off 

 

• CCyB needs to be adjusted aggressively to achieve these benefits 

 

• Monetary policy and macroprudential policy can be complements 

or substitutes depending on the source of the shock 

 

• The gains from formal policy coordination are small – except at the 

ZLB 
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Policies can be both substitutes and 

complements 



Optimal response to different shocks 

Individual shocks Combinations of shocks 
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Implications of the effective lower bound 

• If monetary policy is constrained, use the CCyB less aggressively as greater 

consideration is needed for its effects on aggregate demand 


