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Monetary policy mandate
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To maintain price stability
together with to keep @conomic activity consistent with potential
as well as to preserve financial stability

Stabilize inflation at target 2.5 £ 1.5 percent
over the medium term )

1. Price stability

Stabilize economic activity
2. Sustainable growth at full potential

Limit risks that have the potential to
: : - impair the financial system and have
3. Financial stability serious consequences for the economy
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1. Financial stability



Trade-off: multiple objectives
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Trade-off: multiple instruments
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1. Policy interest rate 2. Macro- & micro- )
1. Instruments . 3. Regulation
(lean against the wind, LAW) prudential measures
“blunt” “targeted” “structural”

Policy interest rate NSENURAIPAIAEIU SINDIITADY Prudential measures waz regulation dusasanuuulin
2. Effectiveness & ¥ o . A o . . ,

YIUIUUN intertemporal trade-off LLagWa1T8U1 source of LRNIEANZAINUY FS risks L#1B17 subject to leakasges

& side effects . & oM A :
imbalances 13U LAW mﬁmﬂﬂg unnecessary costs LLae/%138 implementation lag

nonsImanitylusiean FS risks

3. Communi-  Ysuifiudrdydie communication 14 private sector USuiuasunganssa 1ne back up #28 policy tools 14 9
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LAW 2131i1lUg unnecessary costs winansnaniiglaidigan FS risks
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" “FS risk” = distance between
“GDP at risk” from median GDP growth

Duprey and Ueberfeldt (2018), “How to Manage Macroeconomic and Financial Stability Risks” Bank of Canada Staff Analytical Note 2018-11 7



Trade-off: policy choices
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Macroprudential policy should work as a complement to, not substitute for,

broader monetary policy stance

® Should financial stability risk emerge as a result of monetary policy easing, the use of
macroprudential policies may not be as effective in containing risks to financial system

given the more limited scope of its use on sectors and institutions

®  Although the authorities have been utilizing macroprudential measures to safeguard
financial stability, such measures may not be effective in addressing risks from

shadow banking activities outside the remit of regulators



Search for yield in real estate sector
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2. Race for land

---> land prices increased Relying more on
j foreign demand

1. High ROA 3. Overestimated demand
+ low costs of financing (oversupply)
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7. Household balance 5. Searching for mortgage borrowers

sheet deteriorates

\ 6. High LTV

+ Top-up / High LTI




Search for yield in real estate sector
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2. Race for land

Interest rate hike ---> land prices increased Relying more on
j foreign demand

1. High ROA 3. Overestimated demand
+ low costs of financing (oversupply)
,,”’ \\\\ &
K Prone to A\ 4. Cash back / guaranteed yield
( ]
\. systemicrisk /
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-

I sewsEnele elanes Macroprudential 5. Searching for mortgage borrowers

sheet deteriorates

\ 6. High LTV

+ Top-up / High LTI
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2. Exchange rates
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: AY5N158U1 potential adverse feedback loop
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1) Mandate

2) Framework
& strategy

3a) Target

3b) Indicators

4) Instruments
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Issues for discussion

Monetary Policy Trade-offs at the Current Juncture

Financial system

Sustainable Low & stable Resilient
= | ess emphasis on inflation given structural changes in trend inflation? = More emphasis on
Or resort to “make-up” strategy (price level targeting) FS-oriented framework?
= Role for (1) reserve accumulation to lean against appreciation, = Role for interest rate
(2) other policies to create more balanced capital flows / to reduce to lean against financial
pressures from CA surplus, (3) private sector to better manage FX risks imbalance?
= Full potential output = 2.5:1.57 Lower? = Financial cycle?
Asymmetric? Range target? Growth at risk?
= Qutput gap = Underlying inflation; Pocket of risks?

Inflation expectations

1. Monetary policy
1a) Interest rate: subject to policy space/“blunt” instrument
1b) FX intervention: subject to leaning against fundamentals & global financial cycle
1c) CFMs: subject to circumvention & effectiveness

2. Fiscal policy: subject to fiscal space & debt sustainability
3. Macroprudential policy: subject to leakages/regulatory arbitrage
4. Supply-side policy/structural reform: subject to policy continuity
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