
 

 

 University of Groningen

Monetary policy and financial stability in a banking economy
Barnea, Emanuel

IMPORTANT NOTE: You are advised to consult the publisher's version (publisher's PDF) if you wish to cite from
it. Please check the document version below.

Document Version
Publisher's PDF, also known as Version of record

Publication date:
2015

Link to publication in University of Groningen/UMCG research database

Citation for published version (APA):
Barnea, E. (2015). Monetary policy and financial stability in a banking economy: transmission mechanism
and the capital markets. [Thesis fully internal (DIV), University of Groningen]. University of Groningen, SOM
research school.

Copyright
Other than for strictly personal use, it is not permitted to download or to forward/distribute the text or part of it without the consent of the
author(s) and/or copyright holder(s), unless the work is under an open content license (like Creative Commons).

The publication may also be distributed here under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license.
More information can be found on the University of Groningen website: https://www.rug.nl/library/open-access/self-archiving-pure/taverne-
amendment.

Take-down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Downloaded from the University of Groningen/UMCG research database (Pure): http://www.rug.nl/research/portal. For technical reasons the
number of authors shown on this cover page is limited to 10 maximum.

Download date: 24-05-2023

https://research.rug.nl/en/publications/dc7e2648-714e-4640-b4a2-4cb9e21a3afe


Proposition 1: "Policymakers use the interest rate as its policy tool to adjust aggregate demand in 

accordance with their monetary policy objectives. However, weakening or boosting aggregate 

demand as deemed necessary, may worsen financial stability. Similarly, adjusting financial stability 

tools to lessen the probability of systemic financial default, could cause inflation to deviate from its 

target. Consequently, there is a need for coordination in this policymaking." ((Chapter 1);1)   

Proposition 2: "The monetary policy transmission mechanism from the central bank's key interest 

rate to market (banking) interest rates is affected by financial stability tools in a predictable way." 

((Chapter 1);2) 

Proposition 3: Given the fulfillment of an incentive compatible inequality, where the lending interest 

rate is larger than the deposit rate, there is a separating equilibrium - individuals with a low 

endowment use banks' deposits to smooth their consumption, while individuals with a high 

endowment invest in physical capital projects for that purpose. Rich people get richer while the poor 

remain poor. ((Chapter 1);3)  

Proposition 4: "Optimal monetary policy under commitment requires weaker reaction then under 

discretion of the interest rate to supply shock as is reflected by a failure of the Taylor principle." 

((Chapter 2);1) 

Proposition 5: "Stricter market discipline in banking will impel the financial intermediary to rebuild its 

stock of equity by maintaining larger retained earnings and thereby accelerate financial capital 

accumulation." ((Chapter 3);1)  

Proposition 6: "Similar to the physical capital accumulation process, financial capital is treated as a 

state variable and its steady-state stock is well defined. Like the effects of a productivity shock on the 

physical capital accumulation, cost efficiency in financial intermediation increases the desired stock 

of the steady-state financial capital." ((Chapter 3);2) 

Proposition 7: "An excess corporate bond premium relative to government bond exists in the capital 

market. It serves as leading indicator for the real business cycle and its dynamics are governed by 

banks' strategies." ((Chapter 4);1) 

Proposition 8: (Lucas Critique) "Considering a time-invariant, discounted, stochastic control problem 

to choose a strategy or decision rule that maximizes an expected present value of return function, 

subject to a law of motion. Even with consumers' preferences fixed, the optimal decision rule 

depends on the law of motion. The implication is that, in dynamic decision problems, it is in general 

impossible to find a single decision rule that will be invariant with respect to variations in the law of 

motion." 

[Lucas (1976) criticized a range of econometric policy evaluation procedures because they used 

models that assumed private agents' decision rules to be invariant with respect to the laws of motion 

that they faced.]  

Proposition 9: "The vacancy rate in the labor market is found to have considerable predictive content 

for new hires and real GDP growth, given the lagged unemployment rate and lagged hires." 



Proposition 10: "In the long run, there is a high - closed to unity - correlation between the rate of 

growth of the money supply and the rate of inflation; there is no correlation between the growth 

rate of money and real output; and there is no correlation between inflation and the real output 

growth." 


