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® Lean or clean?

= “Lean against the wind” or “Clean up the mess after the bubble burst™?

= 2008 &Rt fE AT

= BISView :“Lean against the wind”

® Traditional FED View : “Clean up the mess after the bubble burst.”

s FENTILZRRE L-ERGHOFRELEZFBE X T, Traditional FED View|Z{EIE[THE
M



AJELLO, LAUBACH, LOPEZ-SALIDO,AND NAKATA (2019)

= Ajello, Laubach, Lopez-Salido, and Nakata (2019) “Financial Stability and Optimal Interest
Rate Policy”

= [nternational Journal of Central Banking

= https://www.ijcb.org/journal/ijcb19qgla7.htm

= ...widely cited by policymakers

= Chair Ben Bernanke (April 2015)

= https://www.brookings.edu/articles/should-monetary-policy-take-into-account-risks-to-financial-stability/

= Vice Chair Stanley Fischer (October 2015, January 2016)

m  https://www.federalreserve.gsov/newsevents/speech/fischer20151002a.htm

m  https://www.federalreserve.gsov/newsevents/speech/fischer20160103a.htm

= Vice Chair Quarles (June 2019)

m  https://www.federalreserve.gov/newsevents/speech/quarles20190530a.htm
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The following three equations describe the dynamics of the output
cap y. inflation 7, and credit conditions L:

y1 = EVys — oliy — EV o] (1)

T = Ky1 + E7 m (2)

Li=prLlo+ ¢i(i1 +77) + dyy1 + Ox(m1 +77) + ¢o. (3)



W, = lllill 'lL(’yl, 7T1) + BF; [I’VQ] (9)

11

subject to the previous private-sector equilibrium conditions (1) to
(3) and where

u(yr,m) = =(A\yi + 1) (10)

o | =
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Figure 1. A Key Tradeoft Faced by the Central Bank
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Figure 2. Credit Growth and Optimal Policy
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Data Source: Authors’ calculations.
Note: This figure shows the optimal policy as a function of the initial level of
the credit condition variable, L. See also the notes for figure 1.
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Figure 3. Credit Growth and Optimal Policy under
Alternative Scenarios
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4.1.1 A Bayesian Policymaker

The Bayesian policymaker problem at time 1 is given by

W1 = min /E1 [u(yl. m) + Wy | H] dp(6) (23)

i1

4.1.2 A Robust Policymaker
The problem faced by a policymaker following a robust strategy is

given by

W, = min max u(yr,m) + BE (W] (24)
il ge[errlirz-grna.r]



Figure 7. Optimal Policy under Uncertainty: Bayesian
Policymaker (uncertain effects of policy on the crisis

probability)
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Figure 8. Optimal Policy under Uncertainty: Robust
Policymaker (uncertain effects of policy on the crisis

probability)
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E.4 Alternative Objective Functions

Figure 22 shows the outcome of optimal policy when A is lower than our base-
line value. In the figure, we use A = 0.003, a value in line with a microfounded
value if the objective function of the central bank is seen as the second-order
approximation to the household’s welfare.



Figure 22: Leverage and Optimal Policy:
Alternative Weights on Output Stabilization
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Note: This figure shows the optimal policy as a function of the initial level of the credit
condition variable, L.
Data Source: Authors’ caleulations.



CoETOFEREYD

- BEGHEL. BENE - BENROTHEEOES L - FREMME Z(2F
T A0 - BRI - U RS IoHE 2EEICKET S



% TR - M

1780 iR

bEIR - A

K - B <;m< i)




BENHIFEDT I bHL (BREH - RTEH - BR) ICEZASTEICEALNEFY. H
SEEDY) V—RAEhhi-

« EHET FAMF)—R—F - 3H& - ABERAYSaL—>3arFadz o b

BUER D RBEEM BRI DB - =EIR
= BICER#EAMFEZRAVESTADGEN MR, FEY SERMERDTEBERBIBICIEXEN G o1

FHZEZEOE=WCODMDOBEICEALTEYZ a2 L—2a a0 - HEOMRIRIASTE BICEF
EAVERTENGD ST

= KEFHEROHE - REZEMEREODR -+ U EYIREDEE
= BEHFET FNAHF)—R—F - HERFRKE=2 ) OIJICEEZT SR

RBREZIaAL—2arvaOEICALTO) 7ILE A LDOREXD TGN 2T
= NTAZ—DRUE. FAREDORKE



= EALRETY AL (BRES - EESEY - HRTEM - mRERE) LSt
DT rALIZEZSZEICEAT 55 WICIKBALDARE o LEMh 0T

IH%EHE&?ﬁ%(%ﬂSEQHlE&&)

= ASBEFTBAHRE—ELREShEM

m  https://www.cas.go.jp/jp/seisaku/ful/taisakusuisin.html

| WEEN

1B (PDF/146KB) %

1S (PDE/77KB)

| BIRELRIR

I FRIOFT A AEMENEI S (5498 1 HELL)

| |EEN
tE#l (PDF146KB) %

t#8pE (PDF/80KB) *

| nesn
» %2 2E@EF (PDF/7.21MB) &
%2 ;?éilﬁ SEDARY FERIEORELICDNT (PDF/
208 532KB) =
.. F2 16 /9.01MB)_ =
$2 ;?éﬂﬂ 2 |exe FCOVWTDEZFA (PDF/
16 209KB)
oflagyq |BLODEN (PDE/BIOMB) &
mp 20T S S A CREERAGEEE - 118
0E CREENZME (PDE/1.70MB)_ ¢

£ 1 9[@&ER (PDF,73.92MB) =

#WEz (PDFS/
470KB) %

H#PERE (PDFS
473.35KB) &



o« FISRGIZ, 2022%F(C(E TaO0FBICHIT5#HEEFEE] (K. FE. MEAFICEK
3) BMIEMERHGLEEHPEEICIRE ST

m  https://www.cas.go.jp/jp/seisaku/ful/taisakusuisin/taisyo/dai26é/gijishidai.pdf

268 ($514 %3 8178) SRl
xpmnssana | & EFN5

20 FTMRICE T SARRFEE

FIEREF - BHXE - (PEHEH -
20224E3R 158 KAt - BIIKE




FETBENBMES. YRVICHTIEEICEDES ITEKRET INCEATINMIIEFEALE
ROLGNEM-T= - BIGLEMNHT-

’?%#ﬂ]ﬁﬁﬂu%(f)'ﬁfb FOLZERTHCEE TEREM] EEVWSBEFS T4 THRESH

o TREEHER]
- SRMMBETERDLFAREFSTT
= A7 LAHEOEHOBREN ERICEIREEFICEADHDS, BEREFRZEDNS VAZW > TBEREF

i:-gﬁﬁﬂ' %o MEDEMRN., BEEREENESI VLN VRZEMAS % RPN FEMHTIHIL
[EFo

—fBD N~ & —ERREIE - ARBFEEMROMIZH S IBELHFLUNDOHEBN] ZEDLS
[CERTANCET I IX vy TIOETHLEREEINS

= {5l : Michael Lewis: Premonition|Z&159 520094 D Swine Flue PandemicDERD ObamaD B FET K/
14 H—



MICHAEL

LEWIS
ao

THE
PREMONITION

A Pandemic Story

Infectious-disease experts and the government in Japan

= Two observations from the front seat of the Covid-19 policy response in Japan

= The objective function of a representative infectious-disease expert may be quite different from
that of an average citizen or policymaker.

= Experts’ priority is on containing infection; little attention to adverse effects of lockdowns.

= Disagreement among experts and policymakers driven by diff. in the obj. function, instead of diff.
in the outlook for infection or the assessment of the effects of NPlIs.

= These observations seem to hold true in other countries.
= Michael Lewis: The Premonition (2021)

= An infectious-disease adviser for President Obama in 2009 advocating nationwide school closures.

= Obama decided to keep schools open.

= Whether or not Obama’s decision was “right” depends on (i) attitude toward tail risks and (ii)
evaluation of the adverse effect of school closures, among others. 3

https://www.bicea.e.u-tokyo.ac.jp/policy-analysis-44/
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VICE CHAIRMAN DUDLEY. But the model sets things up so there’s no cost to being

Figure 1: Optimal Policy Setting Under Alternative Information Sets

Reaction Function in Normal Times

late because, presumably, inflation expectations stay well anchored through this whole time 6 = - - : - - - = - =
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period. The model is sort of begging the result in some sense. 1= =i Constrained - Incomplete Info e
-
55} > -
MR. LOPEZ-SALIDO. There are two assumptions used in the simulation. One is, of =i -
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course, that inflation will go down further, and the policy that we show is the policy under £ st i = 1
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discretion. So the policymaker is just optimizing period by period, taking expectations as given. % ol -
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VICE CHAIRMAN DUDLEY. I guess what I'm trying to really drive home is that the Sl ” s i =
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expectation in these models that inflation expectations always stay anchored is a pretty strong | i 1
assumption, and that ends up potentially driving some of these results. I think that what's
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driving that attenuation outcome needs to be brought out a little bit more. 0 02 0 e o Signal about r* 2 . 8 2
MR. POWELL. Thank you, Madam Chair. I have just a couple of brief comments.
Reaction Function at the Cusp of the ELB
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definitions, * has declined over two or three decades to a very low level, now about zero, with e e S|
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no signs yet of recovery. And the markets and a variety of factors suggest that a low r* is likely &* *
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For me, the implications of the precise timing of liftoff are more ambiguous. I agree that B ke - * |
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uncertainty regarding r* argues for some inertia when policymakers are at the zero lower bound. 2 >
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Indeed, there are many arguments that support the idea of having inertia at the zero lower bound. L . i -
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But what is the right amount of inertia or patience? Is it more or less than the Committee has 0 b e e Y e ! ! ! L :
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already employed? This work, to me, doesn’t speak directly to that question. There is also the
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MR. BULLARD.

We certainly know that even within a limited set of models, rules that work well in some
situations do not work well in others, but I want to just expand on what’s not in our models.
Here are some examples of real-world phenomena not captured by the class of models studied
here: Financial crises are not part of this model framework; increasing globalization in which
the number two economy in the world is closely tied to the dollar is not in this model; hysteresis
in labor markets as occurred in Europe in the 1980s, 1990s, and up to the present day, is not in
this model. Those are all examples of real-world phenomena that are not part of the analysis.
These could all have profound effects on the best choice of a policy rule to which one might wish
to commit. The bottom line on this part is that I prefer that the policy rules literature be used to
inform judgments concerning the actual policy choices, but the Committee should stop short of
enshrining a particular rule for actual policy, as that type of commitment could be dramatically in
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Exhibit 3. Proposed Consensus Forecast
Under Alternative Policy Assumptions Versus Optimal Control
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