

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
				
				

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Analysis of Monetary Policy and Financial Stability: A New Paradigm

	
    
        
            
            







    
    










    
    
    
    











			
                    CESifo Working Paper Series No. 2885
 
        

    
	

	
	
		
		
			39 Pages
		
		

		Posted: 10 Jan 2010
		
		
		
	

	
		
			
			




	See all articles by Charles GoodhartCharles Goodhart
London School of Economics & Political Science (LSE) - Financial Markets Group
Carolina Osorio
affiliation not provided to SSRN
Dimitrios P. Tsomocos
University of Oxford - Said Business School and St. Edmund Hall


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: December 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper introduces agent heterogeneity, liquidity, and endogenous default to a DSGE framework. Our model allows for a comprehensive assessment of regulatory and monetary policy, as well as welfare analysis in the different sectors of the economy. Due to liquidity and endogenous default, the transmission mechanism of shocks is well defined, and their short to medium run effects on financial stability are properly captured. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: general equilibrium, financial fragility, monetary policy, regulation

	
	

	
    

    
	

	
	
		JEL Classification: D50, E43, E44, E50, G01, G20

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Goodhart,  Charles A.E. and Osorio,  Carolina and Tsomocos,  Dimitrios P., Analysis of Monetary Policy and Financial Stability: A New Paradigm (December 2009). CESifo Working Paper Series No. 2885,  Available at SSRN: https://ssrn.com/abstract=1532675 or http://dx.doi.org/10.2139/ssrn.1532675 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Charles A.E. Goodhart

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				London School of Economics & Political Science (LSE) - Financial Markets Group  ( email )

			

			
			
				
				
				
					Houghton Street
London WC2A 2AE
United Kingdom
0207 955 7555 (Phone)
0207 242 1006 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Carolina Osorio (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				affiliation not provided to SSRN  ( email )

			

			
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Dimitrios P. Tsomocos

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Oxford - Said Business School and St. Edmund Hall  ( email )

			

			
			
				
				
				
					Park End Street
Oxford, OX1 1HP
Great Britain
+44 1865 288 932 (Phone)
+44 1865 288 805 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      789

			

		
		
		
			Abstract Views

			    3,841

		

		
		 
		
			Rank

			   57,928

		

		
	


	

	
		
			
				       40 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    CESifo Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                CESifo Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            9,078

                                    

                                    
                                        PAPERS

                                           10,740

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Clemens Fuest at CESifo (Center for Economic Studies and Ifo Institute, University of Munich)

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Model to Analyse Financial Fragility

                        
                            By
                                
                                
                                    
                                    Charles Goodhart, 
                                    
                                
                                    
                                    Pojanart Sunirand, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Equilibrium Analysis, Banking and Financial Instability

                        
                            By
                                
                                
                                    
                                    Dimitrios P. Tsomocos
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Equilibrium Analysis, Banking, Contagion and Financial Fragility

                        
                            By
                                
                                
                                    
                                    Dimitrios P. Tsomocos
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Monetary Equilibrium with Missing Markets

                            
                                By
                                    
                                    
                                        
                                        Pradeep K. Dubey
                                         and 
                                    
                                        
                                        John Geanakoplos
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            International Finance in General Equilibrium

                            
                                By
                                    
                                    
                                        
                                        John Geanakoplos
                                         and 
                                    
                                        
                                        Dimitrios P. Tsomocos
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Inside and Outside Fiat Money, Gains to Trade, and Is-Lm

                            
                                By
                                    
                                    
                                        
                                        Pradeep K. Dubey
                                         and 
                                    
                                        
                                        John Geanakoplos
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Real Determinacy with Nominal Assets

                            
                                By
                                    
                                    
                                        
                                        Pradeep K. Dubey
                                         and 
                                    
                                        
                                        John Geanakoplos
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            International Monetary and Regulatory Transmission with Bank Heterogeneity and Default Risk

                            
                                By
                                    
                                    
                                        
                                        Tsvetomira Tsenova
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Equilibria in a Cash-in-Advance Economy with Incomplete Financial Markets

                            
                                By
                                    
                                    
                                        
                                        Jinhui H. Bai
                                         and 
                                    
                                        
                                        Ingolf Schwarz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Money and Production, and Liquidity Trap

                            
                                By
                                    
                                    
                                        
                                        John Geanakoplos
                                         and 
                                    
                                        
                                        Pradeep K. Dubey
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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 Â© 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-l200 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
