
Banque de France • International Symposium: Globalisation, infl ation and monetary policy • March 2008 255

Let me fi rst thank Christian Noyer for the 
invitation to participate in this colloquium. Let 
me also congratulate him and the organisers 

of this colloquium for the excellent quality, and 
particularly for the foresight of planning an event 
on globalisation and monetary policy and infl ation 
precisely at this juncture, today in particular.

This is the last session of the day. Well, actually 
it’s not the last session. We still have another session 
where Jacob Frenkel is going to make the summary. 
I saw him taking about 100 pages of notes. I sat next 
to him throughout the day, so I’m sure he will make a 
very thorough summary of the proceedings. But today 
we have, I think, an excellent panel to discuss what 
are the implications of everything that we have been 
saying and listening to today for the implementation 
of monetary policy. We have as the main speaker 
John Taylor, who is, as you know, a professor at 
Stanford University and he’s one of the best known 
monetary economists of our time. He has particularly, 
of course, made very important contributions for 
monetary analysis of central banks. We also have 
Eric Chaney, who is a chief economist for Europe, 
Morgan Stanley, Don Kohn, Vice President of the 
Board of Governors of the Federal Reserve System, 
and Jürgen Stark, member of the Executive Board of 
the European Central Bank.

So in this last session we will be essentially focusing 
on the implications again of the different issues raised 
in previous discussions for the design and conduct of 
monetary policy. The main question we intend to 
address is what are the implications of globalisation 
for monetary policy. We will ask ourselves whether 
globalisation should lead or not to a reassessment 
of central banks’ price stability objectives and of the 
degree of reaction to variables or shocks that become 
more important in global markets, such as exchange 
rates, international commodity prices or real and 
fi nancial developments in other countries.

In this context, the main issues that will lead the 
discussion in this session will precisely be whether 
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globalisation has altered the way we think about 
monetary policy. And in this context, in the discussion 
we have to include the reaction function of the 
central bank, the objectives of monetary policies, the 
channels of transmission of monetary policy, whether 
we should be taking into account explicitly variables 
such as the exchange rate, commodity prices, the 
shape of the Phillips curve, et cetera, et cetera.

I think there are two ways of approaching this 
question. One is a sort of analytic, academic exercise 
that we are going to be discussing today with the 
presentation of John Taylor. The other one is the 
political economy dimension of these issues, which 
was mentioned this morning by Ken Rogoff.

The analytical part involves asking ourselves whether 
the models that we are utilising are suffi ciently, 
I would say, complete to take into account the 
different aspects in which globalisation affects 
monetary policy; there is, for example, exchange 
rates. Since exchange rates are already a structural 
part of the models that we use, perhaps these should 
not be explicitly in the objective function of the 
central banks. These kinds of things are the subject 
of the discussion today.

Now, the political economy question is a little 
bit different. From the point of view of emerging 
markets the situation is even more striking. I will 
be very brief because what I am saying is something 
that has already been said before. We’re facing a 
very unusual situation in the sense that we’re, on 
the one hand, facing increased infl ation pressures 
coming from commodity prices. Infl ation has been 
going up throughout the world, but particularly in 
the emerging markets, which are much more prone 
to shocks of commodity prices, particularly food, 
since food has a greater weight in the consumer price 
index. So I would say that all emerging markets today 
are facing strong infl ationary pressures.

On the other hand, we are facing downside risk to 
economic growth, some emerging markets more 
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than others; we in Mexico, of course, who are closer 
to the United States are more vulnerable to the 
downturn in the US economy. So of course policy 
dilemmas begin to amplify in the circumstances. 
Interest rate differentials, implied capital freeze, 
appreciation pressures create in particular, I would 
say, not only a diffi cult situation, but real dilemmas 
for central banks.

The other aspect of this political economy question 
is that most central banks do in practice take into 
account changes in exchange rates and they react 
to exchange rate changes, they react to shocks in 
the commodity prices, by adopting monetary policy 
for that.

So there has to be some sort of connection between 
the conceptual and the political economy dimensions. 
Perhaps this connection has to do with the subject 
of what was previously mentioned this morning, 
which is precisely the question of anomalies. When 
you are dealing with a more normal world and the 
shocks to the system are small enough, then the 
standard models are probably all right to be utilised 
when taking into account this. When you have shocks 
that are outside the normal bound, when you have 
anomalies, the story is very different. Perhaps this is 
the situation that we are dealing with today.

So without further ado, let me ask John to begin 
his presentation.




