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The Great Moderation appears to have been usurped by the Great
Immoderation. Against most prior expectation, the MPC, from 1997,
successfully kept the in�ation rate between the margins set down by
the UK Government for almost 10 years.

The upper limit of 3% was broached brie�y in March 2007 before
slipping immediately back into the target range.

The upper limit was broached again in May 2008 and did not return
to the target range until March of 2009.

Now the expectation is of undershooting. From the May 2009
In�ation Report:
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These policy "failures" inevitably give rise to questions about the real
e¤ectiveness of in�ation targeting, and the extent to which �luck�
played a large role in its apparent success.

Christopher considers whether a greater weight should have been -
and should in the future - be given to asset price movements;

in particular in the upswing of the cycle.

A policy that �leans against the wind�as well as responding to
movements in in�ation and output is more likely to deliver low
volatility in in�ation and output over the longer term.

Those advocating a �lean against the wind�approach are not of
course for one moment suggesting that there could ever be a precise
target for any asset price.
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The central question is: in three areas of policy involving interest
rates, taxes and government expenditure and �nancial regulation
what is the appropriate assignment?

Since Tinbergen we have known that we should have at least as many
instruments as targets.

But equally we know that a monetary policy that pursues targets for
both in�ation and output with a single instrument involves a trade-o¤
when shocks are to the supply side.

In an in�ation targeting regime there are advantages to the Monetary
Authority having a clear mandate that can be communicated
unambiguously to the public.

Nevertheless, in practice the conduct of policy is more pragmatic.
Making decisions in real time involves judgement.
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Bhattacharjee and Holly (2007) show that the MPC at the Bank of
England - even when you condition on an in�ation forecasting regime
- and allow for heterogeneity across the members of the Committee -
does respond independently to movements in equity and foreign
exchange markets, as well as to developments in labour and housing
markets.

Of course this is not �leaning into the wind�.

More a pragmatic response to the information available at the time
decisions are made.

But to go beyond this and to formalise �leaning into the wind�as part
of a mandate runs the risk of sending confusing signals to the public.
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Although it is not the subject of this Conference, what I take in
particular from this paper is that it is �scal policy that we need to
give more thought to. Once the current conjunction resolves itself, we
shall still face a �scal overhang for many years to come.
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Finally

There may also be some circumstances in which a more explicit role
can be played by developments in �nancial markets in general.

Using Goodfriend and McCallum�s 2007 model that builds a banking
sector into an otherwise standard DSGE framework, Chadha, Corrado
and Holly (2008) show that when shocks to monitoring and collatoral
dominate shocks to productivity and to velocity (much as they do in
the current �nancial crisis) a policy that responds to stresses in asset
markets (captured by an external �nance premium) as well as to
in�ation can be much more stabilising.

But this, perhaps, is hardly surprising.
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