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Abstract

In light of the financial crisis, the practice of inflation targeting (IT) has been blamed for au-

thorities’ failure to respond to the increase in financial systemic risk and to the development of

asset bubbles. However, utilizing a rich database containing nearly 5500 commercial banks from

70 countries (among which, 22 are IT) for the period 1998-2012, this paper argues that on average,

inflation targeting national banking systems (i) are more stable; (ii) possess sounder systemically

important banks; and (iii) are less distressed than (or at least as distressed as) other banks during

periods of global liquidity shortages. Our results are robust to a series of tests, such as when we

compare countries with the same legal origins or control forthe delegation of bank supervision

responsibility to bodies other than the central bank. Overall, we conclude that IT cannot be blamed

for contributing to financial fragility.
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