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          During the past three years, central banks have faced challenges that few foresaw during the period known as the Great Moderation. During the crisis, central banks have responded with traditional interest rate tools, been forced to deal with the zero lower bound on nominal interest rates, and expanded the scope of their lender of last resort function. In addition, quantitative easing and credit easing policies have entered the toolkit of central banks. After briefly discussing the instruments of monetary policy and reviewing the performance of inflation targeting, I consider three suggested modifications to this policy framework. These are raising the average target for inflation, incorporating additional objectives, and switching to price level targeting.
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          	Cúrdia, V., and Woodford, M. Credit Frictions and Optimal Monetary Policy. Discussion Papers 0809-02, Columbia University, 2008.
			[https://doi.org/10.2139/ssrn.1278304]
		
        

        
          	
            
              26. 
            
          
          	Cúrdia, V., and Woodford, M. “Credit Spreads and Monetary Policy.” Journal of Money, Credit, and Banking 42 (No. S1 2010): 2-35.
			[https://doi.org/10.1111/j.1538-4616.2010.00328.x]
		
        

        
          	
            
              27. 
            
          
          	De Fiore, F., and Tristani, O. “Optimal Monetary Policy in a Model of the Credit Channel.” European Central Bank Working Paper Series No. 1043, April, 2009.
        

        
          	
            
              28. 
            
          
          	Demirel, U. D. “Optimal Monetary Policy in a Financially Fragile Economy.” The B.E. Journal of Macroeconomics: Contributions 9 (No. 1 2009): Article 15.
			[https://doi.org/10.2202/1935-1690.1857]
		
        

        
          	
            
              29. 
            
          
          	Dib, A., Mendicino, C., and Zhang, Y. Price-Level Targeting in a Small Open Economy with Financial Frictions: Welfare Analysis. Bank of Canada Working Paper 2008-40, 2008.
        

        
          	
            
              30. 
            
          
          	Eggertsson, G. B., and Woodford, M. “The Zero Bound on Interest Rates and Optimal Monetary Policy.” Brookings Papers on Economic Activity 34 (No. 1 2003): 139-211.
			[https://doi.org/10.1353/eca.2003.0010]
		
        

        
          	
            
              31. 
            
          
          	Erceg, C. J., Henderson, D., and Levin, A. T. “Optimal Monetary Policy with Staggered Wage and Price Contracts.” Journal of Monetary Economics 46 (No. 2, 2000): 281-313.
			[https://doi.org/10.1016/S0304-3932(00)00028-3]
		
        

        
          	
            
              32. 
            
          
          	Faia, E., and Monacelli, T. “Optimal Interest Rate Rules, Asset Prices, and Credit Frictions.” Journal of Economic Dynamics and Control 31 (No. 10 2007): 3228-54.
			[https://doi.org/10.1016/j.jedc.2006.11.006]
		
        

        
          	
            
              33. 
            
          
          	Friedman, B. M. “Why the Federal Reserve Should Not Adopt Inflation Targeting.” International Finance 7 (No. 1 2004): 129-36.
			[https://doi.org/10.1111/j.1367-0271.2004.00131.x]
		
        

        
          	
            
              34. 
            
          
          	Friedman, M. “The Optimum Quantity of Money.” The Optimum Quantity of Money and Other Essays. Chicago: Aldine Publishing Co., pp. 1-50, 1969.
        

        
          	
            
              35. 
            
          
          	Gagnon, J., Raskin, M., Remarche, J., and Sack, B. Large-Scale Asset Purchases by the Federal Reserve: Did They Work? Federal Reserve Board, Staff Report No. 441, March, 2010.
			[https://doi.org/10.2139/ssrn.1576596]
		
        

        
          	
            
              36. 
            
          
          	Galí, J. Monetary Policy and Unemployment. NBER Working Paper 15871, forthcoming, Handbook of Monetary Economics, 2010.
			[https://doi.org/10.1016/B978-0-444-53238-1.00010-7]
		
        

        
          	
            
              37. 
            
          
          	Gertler, M. Commentary: Whither Monetary and Financial Stability? The Implications of Evolving Policy Regimes. Monetary Policy and Uncertainty: Adapting to a Changing Economy. A Symposium Sponsored by the Federal Reserve Bank of Kansas City, pp. 213-23, 2003.
        

        
          	
            
              38. 
            
          
          	Gertler, M., and Karadi, P. “A Model of Unconventional Monetary Policy.” Journal of Monetary Economics 58 (No. 1 2011): 11-34.
			[https://doi.org/10.1016/j.jmoneco.2010.10.004]
		
        

        
          	
            
              39. 
            
          
          	Gertler, M., and Kiyotaki, N. “Financial Intermediation and Credit Policy in Business Cycle Analysis.” In B. M. Friedman and M. Woodford (eds.), Handbook of Monetary Economics. Vol. 3, Elsevier B.V., pp. 547-99, 2011.
			[https://doi.org/10.1016/B978-0-444-53238-1.00011-9]
		
        

        
          	
            
              40. 
            
          
          	Goodfriend, M. “Overcoming the Zero Bound on Interest Rate Policy.” Journal of Money, Credit, and Banking 32 (No. 4 2000): 1007-35.
			[https://doi.org/10.2307/2601157]
		
        

        
          	
            
              41. 
            
          
          	Goodfriend, M. “How the World Achieved Consensus on Monetary Policy.” Journal of Economic Perspectives 21 (No. 4 2007): 47-68.
			[https://doi.org/10.1257/jep.21.4.47]
		
        

        
          	
            
              42. 
            
          
          	Haefke, Christian, Sonntag, Marcus, and van Rens, Thijs. Wage Rigidity and Job Creation. IZA Discussion Paper 3714, 2007.
			[https://doi.org/10.2139/ssrn.1012792]
		
        

        
          	
            
              43. 
            
          
          	Hutchison, M. M., Ito, T., and Westermann, F. “The Great Japanese Stagnation: Lessons for Industrial Countries.” In M. M. Hutchison and F. Westermann (eds.), Japan's Great Stagnation: Financial and Monetary Policy Lessons for Advanced Industrial Countries. Cambridge, MA: The MIT Press, pp. 1-32, 2006.
			[https://doi.org/10.7551/mitpress/4016.001.0001]
		
        

        
          	
            
              44. 
            
          
          	Ireland, P. N. “On the Welfare Cost of Inflation and the Recent Behavior of Money Demand.” American Economics Review 99 (No. 3 2009): 1040-52.
			[https://doi.org/10.1257/aer.99.3.1040]
		
        

        
          	
            
              45. 
            
          
          	Ito, T. Inflation Targeting and Japan: Why Has the Bank of Japan Not Adopted Inflation Targeting? NBER Working Paper 10818, 2004.
			[https://doi.org/10.3386/w10818]
		
        

        
          	
            
              46. 
            
          
          	Kahn, George A. Beyond Inflation Targeting: Should Central Banks Target the Price Level? Federal Reserve Bank of Kansas City, Economic Review, 2009.
        

        
          	
            
              47. 
            
          
          	Kohn, D. L. Monetary Policy and Asset Prices Revisited. Speech to the Cato Institute's 26th Annual Monetary Policy Conference, Washington, D.C., Nov. 19, 2008.
        

        
          	
            
              48. 
            
          
          	Krugman, P. R. “It's Baaack: Japan's Slump and the Return of the Liquidity Trap.” Brookings Papers on Economic Activity 29 (No. 2 1998): 137-205.
			[https://doi.org/10.2307/2534694]
		
        

        
          	
            
              49. 
            
          
          	Kryvstov, O., Shukayev, M., and Ueberfeldt, A. Adopting Price-Level Targeting under Imperfect Credibility. Bank of Canada Working Paper 2008-37, 2008.
        

        
          	
            
              50. 
            
          
          	Kudlyak, M. The Cyclicality of the User Cost of Labor with Search and Matching. FRB of Richmond WP No. 09-12, 2009.
        

        
          	
            
              51. 
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