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Optimal Point of Departure
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FG in Carlstrom, Fuerst, and Paustian (2015)

Primitives
ve = —o(ic—mep1— i) + yer (1)
T = Kyt + BTyl (2)
4 0<0 iftef{0,...,T} (3)
£ p>0 otherwise.
. 0 ifte{0,..., T
It f { . } (4)
Qiy + Tt otherwise
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FG in Carlstrom, Fuerst, and Paustian (2015)

Primitives

v = —o(ig —mp1 — ’E) + Y+l (1)
T = Kyt + BTyl (2)
b 0<0 ifte{0,...,T} (3)
t p>0 otherwise.

) 0 itte{0,..., T

; ) ... 73 (4)

Oy + 7y otherwise

After the Liquidity Trap
0 = (1+kop)m: — (1+ ko + B)Tes1 + Bres2

1+kop > 0
ko(p—1) > 0
T = ad +oAt
m: = 0 always
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FG in Carlstrom, Fuerst, and Paustian (2015)

Primitives
yi = —olic = Te1 = if) + yeen (1)
T = Kyt + BTyl (2)
a4 0<0 iftef0,...,T} (3)
£ p>0 otherwise.
. 0 ifte{0,...., T
i . 00 T ®)
Qi + otherwise
During the Liquidity Trap
yr = 0p,
TT = KyT = KOQ
yr-1 = YT*U<0*7TT*’.5-_1> =yr +o(o+kroo) <yt
TT-1 = KyT-1+ 077 <kRYyT + BT <7TT

koo = m— (14 Ko+ B)Ter1 + Bt
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FG in Carlstrom, Fuerst, and Paustian (2015)

Primitives

v = —o(iy —mep1 — ’E) + Yi+1 (1)
T = Kyt + BTyl (2)
b 0<0 ifte{0,..., T} (3)
t p>0 otherwise.

) 0 itte{0,..., T

; ) ... 73 (4)

Oy + ¢ otherwise

During the Liquidity Trap

koo = T~ (1+ Ko+ B)Ter1+ Bresn
1 T+1-t
Tt = U171 + /mglib (b1 >1> )
— 12
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FG in Carlstrom, Fuerst, and Paustian (2015)

Primitives
v = —o(iy —mep1 — ’E) + Y+l (1)
Tt = Kyr+ BT ()
b 0<0 ifte{0,...,T} (3)
t p>0 otherwise.
) 0 itte{0,..., T
; ) ... 73 (4)
Oy + 7y otherwise
Forward Guidance
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FG in Carlstrom, Fuerst, and Paustian (2015)

This unstable root is a manifestation of the familiar local indeterminacy induced by an interest rate peg. When the
difference equation is solved forward the presence of indeterminacy implies that there is a stable eigenvalue. When solved
backwards, this eigenvalue is unstable. During the guidance period this unstable eigenvalue, e;, has a fairly simple form if
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The Standard Forward-Guidance Experiment

— T Yol — i

Percentage Points
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HLM?'s Forward-Guidance Experiment

0.5
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Key figure. | do not believe it.
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HLM?'s Forward-Guidance Experiment
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They have flipped a root.
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Heterogeneity

> Two representative households, “Kapitalists” and “Workers'

» Workers consume hand-to-mouth.

» Capitalists own firms and trade bonds in zero net supply.

Yt =
YS =
Ty =

e =

k
Ye =
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YtK+ YtW
(1 — Oé)Yt

Kyt + Byt
_1 [ — _ s k
o Ut = e — + Vi1
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Unequal Sharing of Aggregate Risk
» Workers borrowed from Capitalists in the past in return for a
perpetual real payment 7.

YK = Q1-a)Yi+7
(1-a)Ys

k  _
Ye = (1—a)Y*+7'yt
}’tk = -0 (it — T4l — ’E) +}’1.{(+1
= —0—(1_a)y*+7(i -7 _,-h)+
Ye = (1 — a) Y, t t+1 t Yi+1
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Inflation Dependent Sharing of Aggregate Risk

» Workers make inflation-dependent payments to Capitalists.

YK = (1-a)Yi47(P:/Pei1—1)
k= + T = + O
Ye = 2 1-a)Y, t =Yt t
}’f = -0 (it — Myl — ’tu) + )’f-s-l
ye+om = —o (it — T4l — /E> + Yey1 + 0meqn
—o(ir =) = (L+K0—(1+ro+B+r0)L1+BL2) 7
= f(L Y
f(0) = 14+k0>0
f(1) = —ko<0
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Euler-equation Discounting

Vi = —0 (it — Tyl — /E) + Oy
Te— Bres1 = —o (it et — iE) 4 6(mer1 — Bresn)
- (it - iE) — (1—(F+ro+B)L T +68L7%) T,
f(Lfl)Wt
f(0) = 1>0

f(1) = 1-0)(1-B) ko
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How did you flip the root?
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