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Background 

 The typical legal mandate for an independent central bank 

includes three main goals: price stability, support of real economic 

activity, and financial stability 

 Ever since its introduction, flexible inflation targeting regimes 

have focused mainly of the first two foregoing goals 

 A typical assumption made has been that one could deal with 

financial stability via macro-prudential measures 

 Our main point below is that while central banks have had a key 

role in avoiding a major global crisis like that of 1929, in setting 

their policy rates they have not given enough attention to the 

financial sector, and to asset prices in particular 

 Accordingly, there is a need for a broader version of flexible 

inflation targeting   

  

 

 



The ups and downs of the Fed funds rate  

over the last 15 years were mainly guided by inflation and 

output considerations… 
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…yet they may have had a de-stabilizing impact on 

housing and other prices (see the Case-Shiller index 

below) 
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Conclusions 


