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		Abstract

		We consider the desirability of modifying a standard Taylor rule for a central bank’s interest rate policy to incorporate either an adjustment for changes in interest rate spreads (as proposed by Taylor [2008] and McCulley and Toloui [2008]) or a response to variations in the aggregate volume of credit (as proposed by Christiano et al. [2007]). We then examine how, under those adjustments, policy would respond to various types of economic disturbances, including those originating in the financial sector that increase equilibrium spreads and contract the supply of credit. We conduct our analysis using a simple DSGE model with credit frictions (Cúrdia and Woodford 2009), comparing the equilibrium responses to various disturbances under the modified Taylor rules with those under a policy that would maximize average expected utility. According to our model, a spread adjustment can improve on the standard Taylor rule, but the optimal size of the adjustment is unlikely to be as large as the one proposed, and the same type of adjustment is not desirable regardless of the source of variation in credit spreads. A response to credit is less likely to be helpful, and its desirable size (and even sign) is less robust to alternative assumptions about the nature and persistence of economic disturbances. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: credit frictions, monetary policy

	
	

	
    

    
	

	
	
		JEL Classification: E50, E40

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Cúrdia,  Vasco and Woodford,  Michael, Credit Spreads and Monetary Policy (August 1, 2009). FRB of New York Staff Report No. 385,  Available at SSRN: https://ssrn.com/abstract=1465683 or http://dx.doi.org/10.2139/ssrn.1465683 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Vasco Cúrdia (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of San Francisco  ( email )

			

			
			
				
				
				
					101 Market Street
MS 1130
San Francisco, CA  94105
United States
(415) 977-3624 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.frbsf.org/economics/economists/staff.php?vcurdia
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Michael Woodford

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Columbia University, Graduate School of Arts and Sciences, Department of Economics  ( email )

			

			
			
				
				
				
					420 W. 118th Street
New York, NY  10027
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      131

			

		
		
		
			Abstract Views

			    3,144

		

		
		 
		
			Rank

			  264,116

		

		
	


	
		
            
            	       82 Citations
		

	

	
		
			
				       27 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Federal Reserve Bank of New York Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of New York Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,568

                                    

                                    
                                        PAPERS

                                            1,697

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Monetary & Fiscal Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Monetary & Fiscal Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,563

                                    

                                    
                                        PAPERS

                                           18,560

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Credit Spreads and Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Banking and Interest Rates in Monetary Policy Analysis: A Quantitative Exploration

                            
                                By
                                    
                                    
                                        
                                        Marvin Goodfriend
                                         and 
                                    
                                        
                                        Bennett T. Mccallum
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit and Banking in a DSGE Model of the Euro Area

                            
                                By
                                    
                                    
                                        
                                        Andrea Gerali, 
                                        
                                    
                                        
                                        Stefano Neri, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Effects in the Monetary Mechanism

                            
                                By
                                    
                                    
                                        
                                        Cara S. Lown
                                         and 
                                    
                                        
                                        Donald P. Morgan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conventional and Unconventional Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conventional and Unconventional Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Central-Bank Balance Sheet as an Instrument of Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
