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The Text
The tex t  makes  a  c lear  d iv i s ion  o f  the  pre  and post-

cr i s i s  parad igms .

The f i r s t  par t  comprehends a  thorough  ana lys is  o f  
the  pre  c r i s i s  parad igm sh i f ts .

The  second par t  exp la ins  the  economic  po l ic ies  
employed to  overcome the  cr i s i s  and how the  

parad igm has changed as  a  consequence .

As  a  who le ,  s t resses  why parad igms fa i l ,  why  
economic  po l icy  i s  not  a  one-s i ze-f i t s-a l l  act iv i ty  and 
why f i sca l  and monetary  po l ic ies  do need the  suppor t  

o f  s t ructura l  re forms .
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Key Questions
1 .  Wh ich  Economic  Po l ic ies  were  employed   

to  prevent  a  second Great  Depress ion?

3 .  How can d i f fe rent  po l ic ies  across  the  
g lobe coex is t  as  to  seek  economic  s tab i l i t y  
and growth  fo r  the  fu tu re?

2 . 1 .  What  e lements  o f  the  prev ious  parad igm were  
preserved?

2 .2 .  What  new e lements  were  added to  the  new 
parad igm?

2 .  What  was the  po l icy  ex i t  s t ra tegy?



A Crisis Paradigm

The  Keynes ian  Mode l  o f  Ac t ive  Demand

F isca l  and monetary  po l icy  s t imulus .

 Non-convent iona l  measures :

Prov is ions  o f  un l imi ted l iqu id i ty  to  the  bank ing system.

NEW CHALLENGES  -  UNCERTA INTY



A Crisis Paradigm

Lower ing  po l i cy  in te res t  ra tes  and  implement ing  f i sca l  s t imulus

Prov is ion  o f  c red i t ;

Fund ing guarantees  and l iqu id i ty  to  the  f inanc ia l  sys tem;

Bank recapi ta l i zat ion  us ing publ ic  funds ;

Depos i t  guarentee ex tens ions .



Policymaking under uncertainty

Uncer ta in ty  about  s lack  and potent ia l  output ;

Uncer ta in ty  about  the  impact  o f  monetary  po l icy ;

Uncer ta in ty  about  the  impact  o f  f i sca l  po l icy .



New paradigm

Main  ob jec t ives :

E l iminate  the  s lack  in  the  economy;

Restore  in f la t ion  leve ls ;

Es tab l i sh  sound Pub l ic  F inances ;

Es tab l i sh  res i l ient  f inanc ia l  markets .



New paradigm

Main  e lements :

Adjustment of the 
monetary policy

Structural reforms
International co-

ordination

Reforming Fiscal 
Policy

Micro & Macro 
prudential policies



Micro & Macro-prudential Policies

Micro-prudent ia l  Po l i c ies Macro-prudent ia l  Po l i c ies

Ensur ing F inanc ia l  ins t i tu t ions  have 
suf f ic ient  cap i ta l  and l iqu id i ty  buf fers

Guard against  pro-cyc l ica l  bu i ld  up 
f inanc ia l  imbalances  in  the  economy

New lend ing ru les  -  h igher  marg ins

More  regu lar ,  sys temic  and harmon ized 
s t ress  tes ts  o f  banks

End ing w i th  the  poss ib i l i t y  o f  keep ing 
r i sks  o f f-ba lance

Dea l  w i th  incent ive  prob lems 
embedded in to  remunerat ion  sys tems

Create  f inanc ia l  re forms to  t rack  down 
pens ion  funds ,  insurance and others



Monetary policy framework

Key  ques t i on :  Shou ld  mone ta r y  po l i c y  l ean  aga ins t  p r i ce  bubb les  o r  s imp l y  c l ean  up  
a f t e r  i t  has  bu r s t?

Pre-cr i s i s  v iew Post-c r i s i s  v iew
Clean up 

1 .  Bubb les  are  hard  to  ident i fy ;
2 .  Lean ing May un-anchor  in f la t ion  expectat ions .

Lean against  

1 .  Due to  r igorous  c r i s i s ;
2 .  Spec ia l l y  when anchored by  rap id  c red i t  g rowth .

Cent ra l  
bank

When bubb les  are  
ident i f ied ,  macro-
prudence of fe rs  

bet te r  too ls

Shou ld  incorporate  
f inanc ia l  s tab i l i t y  

cons iderat ions  in  i t ’ s  
po l icy  dec is ions



Monetary policy framework

In f la t ion  ta rgets  shou ld  be  
ra i sed  above  the  w ide ly  

accepted  2%  mark

Es tab l i sh  the  p r ice  leve l

 Be t te r  cond i t ions  to  react  to  adverse  
shocks

 Enhance Wage F lex ib i l i t y
 Loss  o f  Cent ra l  Bank ’ s  c red ib i l i t y

 Target  i s  more  prec ise
 Qu icker  response

 R isk ie r



Monetary policy framework

Cent ra l  Bank  mus t  l eave  unconvent iona l  methods  used  w i th in  the  c r i s i s  and  
ac t ,  aga in ,  i n  o rde r  w i th  the  conven t iona l  moneta ry  po l i c i es .

Macro-
prudent ia l  

po l ic ies

Monetary  
mechan isms

Combin ing these two types  o f  po l ic ies  in  a  s ing le  ins t i tu t ion  – bet ter  
coord inat ion .

Separate  ins t i tu t ions  – Bet ter  accountab i l i ty



Fiscal policy framework

Subs tan t ia l  f i sca l  conso l i da t i on  i s  r equ i red  by  spend ing  p ressu res  re la ted  to  hea l th  
ca re ,  l ong- te rm ca re  and  pens ions .

I n  the  fu tu re ,  f i sca l  
outcomes w i l l  be  
in f luenced by  the  

l iab i l i t i es  prev ious ly  
incur red dur ing the  c r i s i s  

to  rescue f inanc ia l  
ins t i tu t ions

Susta inab le

Pred ic tab le Counter-
cyc l i ca l

T ransparent



Fiscal policy framework

Examples  o f  F i sca l  Po l i c ies :

Mid-term expendi tures  ru les

Incorporat ing expendi tures  p lans

Cei l ings  to  complement  def ic i t

Save unexpected revenues for  potent ia l  downturns



Fiscal policy framework

(1)  Impor tance of  es tab l i sh ing an independent  f i sca l  counc i l  in  order  to  ra ise  
the  po l i t ica l  cost  o f  dev iat ing f rom f i sca l  ru les .

B ind ing in  normal  t imes ( 1) ;

F isca l  ru les  shou ld  be :

Suf f ic ient ly  f lex ib le  in  except iona l  t imes



Structural Reforms

The  fo l lowing  re fo rms  were  employed  as  to  overcome prob lems  o f  permanent  
reduct ion  in  output  a l igned  w i th  high  leve ls  o f  unemployment

1 .  Labor  market  re forms  -  ease the  sw i f t  re tu rn  to  work

2 .  F i sca l  conso l idat ion  re forms -  decrease budget  
pressures

3 .  Ease r ig id i tes  o f  labor  and product  markets  - more  res i l i en t  to  adverse  
shocks

4 .  Deve lop soc ia l  we l fare  systems wi th  As ia  -  address  g loba l  
imbalances  



Structural Reforms

5 .  Encourage capi ta l  spending  -  reduce account  surp luses  

6.  Removal  o f  po l icy  d is tor t ions  that  encourage consumpt ion  -  increase 
househo ld  sav ings

7 .  Make bor rowing money more access ib le  - to  boost  investment  and 
consumpt ion



International co-ordination & co-operation

Mechanisms  need  to  be  found  to  a l low  d i f f e rent  po l i cy  se t t ings  to  co-ex is t :

1 . St rengthen prudent ia l  f rameworks  -  such as  G20  f ramework

St rengthen In ternat iona l  monetary  systems- ensure  exchange rate  
adaptab i l i t y2 .

3 . Contro l  f lows o f  cap i ta l  to  emerg ing economies  - avo id  unecessary  LR  
r i sks



Wrap-up
POST-CR IS IS  PARADIGM
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Conclusions

Al l  economic  po l ic ies  shou ld  be coord inated;

The s tate  shou ld  lean against  bubbles ,  not  jus t  c lean-up the  mess ;

Regu lat ion  and f inanc ia l  superv is ion  are  requ i red in  a  g lobal i zed 
f inanc ia l  sys tem;

Even when everyth ing works  f ine  -  pre-cr is is  scenar io  -  parad igms 
shou ld  be adapted and f inanc ia l  sys tems & ins t i tu t ions  rev ised .

S t ructura l  po l ic ies  are  cruc ia l  to  at ta in  goals  that  f i sca l  and monetary  
po l ic ies  a lone cannot .



Thank you


