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General Remarks 

Contrast roles of the Fed and CBOI. The Fed is tasked with 

• Conducting monetary policy subject to a dual mandate; 
• Supervising and regulating banks to ensure the safety and soundness of 

the banking and financial system;  
• Maintaining financial stability and containing systematic risk; 
• Providing financial services and playing a major role in operating the U.S.’s 

payment systems 

Inevitably, the role of the CBOI is more limited since, for example, 
monetary policy is set by the ECB 

Regulatory landscape is more involved in the U.S., although Europe 
appears to be catching up 
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Monetary Policy 

• U.S. is closer to normalizing monetary policy: 
o “The Committee judges that the case for an increase in the federal funds rate 

has strengthened but decided, for the time being, to wait for further evidence of 
continued progress towards its objectives” FOMC Statement, 21 Sept 2016 

o “Near term risks to the economic outlook appear roughly balanced” 

• By contrast, the ECB is unlikely to reduce monetary accommodation 
any time soon 

• The underlying problems of the EZ remain 
o It is not close to being an optimal currency union  
o There is no fiscal union, and adjustments costs are very unevenly distributed 

among member states 
o Supply side reforms have been slow 

• Ireland is a small open economy, so it is more exposed than the U.S. 
to external developments and risks, such as Brexit  
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Longer Term Economic Issues in U.S. 

• Lower output growth and productivity growth in the long term? 
o Lower growth rate → lower r* (natural rate of interest) → 

near zero lower bound (ZLB) more likely to be hit in a recession 
• Combination of changing demographics, less capital deepening and 

lower total factor productivity etc.   
• At micro level, lower TFP reflected in:   

o Widening gaps between most and least productive firms 
o Fewer start-ups and less reallocation of production among firms 

• Aging demographics and the level of government debt 
• Limited role for monetary policy (or short-term fiscal policy) in 

addressing these issues 
• Some role for macro-prudential policies, but there are trade-offs 
• Sensible supply sides policies needed  
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Slow Growth in GDP and Hours Since 2006 
Demographics Important 

 
 1949-2005 2006-2015 Memo: 

1996-2003 
GDP  3.4 1.4  3.4 

Hours  1.4  0.4  1.1 

- Population 1.4 1.0  1.4 

- Labor force participation 0.2 -0.5 -0.1 

- Employment rate 0.0  0.0  0.0 

- Hours per person -0.2 -0.1 -0.1 
 

Note: Average annualized Q4/Q4 percentage change. Sources: BEA, BLS and Fischer (2016).Δ
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Business Sector Productivity Has Declined  

 
 1949-2005 2006-2015 Memo: 

1996-2003 
Output  3.6 1.6  3.9 

Labor input 1.1  0.4  0.6 

Labor productivity 2.5 1.2  3.3 

- Labor composition 0.2 0.3 0.3 

- Capital deepening 0.9 0.6  1.3 

- Total factor productivity TFP 1.3 0.3 1.7 
 

Note: Average annualized Q4/Q4 percentage change. TFP figures are adjusted for utilization. 
Sources: BEA, BLS, Fernard (2014) and Fischer (2016).



7 
 

Laubach and Williams’ Estimate of the  
Natural Rate of Interest r* 
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Source: Laubach and Williams (2003, updated 2016). 
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Estimates of Long-Run GDP Growth 

Year Blue Chip SPF CBO FOMC 

2000 3.1% 3.0% 2.9% - 
     

2005 3.2% 3.3% 2.6% - 
     

2010 2.6% 2.6% 2.2% 2.7% 
     

2012 2.5% 2.5% 2.3% 2.5% 
     

2014 2.4% 2.6% 2.1% 2.3% 
     

2016 2.1% 2.3% 1.9% 2.0%→1.8% 
 

Sources: Blue Chip Economic Indicators, Survey of Professional Forecasters (SPF), Congressional Budget Office 
(CBO) and Federal Open markets Committee (FOMC) Summary of Economic Projections (median). 
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U.S. Monetary Policy – Many Open Issues 

• Mechanics (and timing) of “normalization” 
o Very large balance sheet, the results of QE / LSAPs 
o At present, maturing Treasuries are rolled over and principal 

repayments on Agency debt and MBS are reinvested 
o Awash with reserves, so traditional tools for controlling short 

term rates supplemented 
o IOR (interest on reserves) and RRP (reverse repos) important 

• Longer term issues: 
o ZLB (near zero lower bound) and the size of the Fed’s balance 

sheet 
o ZLB and inflation target – why not 3% rather than 2%? 
o Should the range of QE / LSAP assets be extended beyond 

Treasuries and Agency debt & MBS? 
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Central Bank Policy and Housing in Ireland 

• Repeated housing “crises” going back to the 1960’s, not just in recent 
years  

• Housing policy is often pro-cyclical and crisis driven 
• Tendency to focus on short term goals as opposed to long term 

objectives: 
o Housing policy is not tenure neutral 
o The treatment of owner occupied housing is very favorable  

• During the recent crisis: 
o The low levels of foreclosures and (effective) loan modifications 

are surprising to U.S. policy makers → may have prolonged crisis 
o Greater use of shared equity schemes would have helped lenders 

and borrowers → lost opportunity? 
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Housing Policies in Ireland (Cont’d) 

• Internationally, LTV and LTI limits are the most popular policies used 
to regulate mortgage markets   
o Internalize some of the negative externalities from larger default 

rates associated with high LTV, LTI loans  
• The Irish LTV and LTI limits are pretty sensible – and a safe option for 

regulators – but the devil is in the detail e.g. 
o The timing of the limits may be an issue in a recovering Irish 

economy 
o Likely to put pressure in rents in short term 
o Limits are second best policies if the underlying problem is on the 

housing supply side (infrastructure, finance etc.) not the demand 
side 

 


