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The bottom line 



Inflation  targets 

YoY inflation rate 

12-m break-even inflation 

Twenty five years under an IT regime in Israel 
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In recent years, inflation has been lower than the target… 
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Annual inflation rate in Israel, in percents per year 



…and the central bank sharply lowered the policy rate… 
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…to a level even below the Fed funds rate… 
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…and this, in turn, contributed to housing and asset price 

inflation  --  (Housing price index ------   Rentals -------) 
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The evidence is similar to the US, where Fed fund reductions were 

followed by higher housing prices… 



Studying these types of developments, the BIS (e.g. Claudio Borio) 

provided evidence of how ample financial cycles can be compared to 

real sector business cycles 
Source: BIS 



Globally, very low policy rates have been followed by a sharp rise in debt and 

leverage, which complicates now the process of interest rates’ normalization 

Source: BIS 



• Back in 2011, Eichengreen, Prasad, and Rajan, together with a committee 
comprised of additional well-known economists, stressed the need to move 
to a broader framework, one in which financial stability is made an explicit 
mandate of central banks  
• Research work by Borio and other economists at the BIS over the years has 
produced a very useful augmented framework for what they call “a financial 
stability-oriented monetary policy” (See e.g. the 86th Annual Report of the 
BIS)  
• These are promising and well needed lines of research in monetary 
economics, with quite significant policy implications   

In conclusion: a broader form of IT is needed 
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