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1 Introduction and summary
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2 The dangers of the lower bound
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Table 2.1 Yearly average policy rates in selected advanced economies
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INTEREST*RATES +!SeLONG*AS*PHYSICAL*CURRENCY+*HAS+A«IXE
(%* S$"H#%8&)* Q&"15* #(* M5S* Y&HS5* (,* Yo$HAY"™ (" (#8$Yo* &55SH5* #((* ,&%* Q$)(B* C$Y%o(x*
"ASSH(%5*B'))*5$)) 8 (5$ 8 E5SH5*H(*8()/*S&EST*BE'SBH5+5&, $*&"[*) M4 /R *#8$* (%98&)*
)SAS)*H(,HHBFH" (9" &) "HUSSH V&ASH5) (BTHHBEH*) O HEH#BF*5S ("$*, (Yo* SAHH " 2* Yo &HSD*"
&*/(B"#A%"R*N(%*9(5H#*(, *#8$*"$% ' (/*5" S$*P(%)/*P&Y6* ! 7*S$"#%8&)* Q& " 15*8&AS* 45$/*
"HSYBEH* Yo&HS* SAHE* &5+ HBS'Y6* N%%'98%6 F#(()* ,(%6* SONE"5'("&%.* S(4"#$%S.S) S&)*A()'S. T+
& 588 Y 8HS*SAHTBEAS QES *SUo H S&)H(*5HI6("2*%$S (ASI'$5*,%(9*%$S$55' ("SRHW (5" 2*
HBB* S&N&S . #(* SAH* " HSYS5H Yo &HFSE* SUSEHSS* HBS%0'5 1+ #B&H* AH#A% S %$S$55'("5* S(4)/* Q$*
N(HIL&SHSIR
INCE*CENTRAL*BANKS+*STARTED*TARGETING+-INMATION*RATE
B[P HESY) (M2 (Yo #BSH CSY0(* Q(A"/* #(* $9$%2$* &5+ &* %(Q)$IR* D8S* a& & " $5$*
INANCIAL*CRISIS*AND*ECONOMIC*SLUMP+OF+sTHEs Se<LEDsTHE
ITSsPOLICY*RATE+«TOs  «IN= «YET+OUTPUT*REMAINED+*DEF
POLICY*INTEREST*RATES+*HAVE*BEEN+ +OR+LESS+EVER+SINCE
B8'S8*B&SH("$*(,*#8$*9')/$5#*5" S$*P(%6)/* P&Y6* 1 T%)$/*#(* &* A$&1*4"$IN) (.9$"#*
RATE+OF+ONLY- *)N*THIS*EPISODE «THE*5NITED*3TATES+DID
BUT*IT*CAME*CLOSE *WITH*THE*FEDERAL*FUNDS*RATE*REACHI
(AH% ' 28H*%$S$55' (622> <IT*QAHHBS* +0*" SASUHEBS)$55*) (BSU$/* #5908 U SN (*Vo&HS*
TO+ +AND+ITS*DEPOSIT*RATE+TO+ =
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4HEN +ONLY*IVE+YEARS*LATER *THE*INANCIAL*CRISIS+AND="
SHYGASL* #BS* [ HS/* SHEHSE* & [* 5AUS&I* 8I6(4"1* #8$* B(%)/R* 0.* $&%).* 627K T+ "#$%6$5#*
%&HS5*" O (5H*&IAL"S/*$S (" (9'B5*BSYS*"$&Y*CH%(R*DBS[3*, $/$%&)* 4"/5*% &HS*BES*
LOWERED*TO*LESS+THAN- *WHERE+IT*STAYED+FOR*SEVEN-®"
INeTHE+*%UROZONE+FELL+INe +TO+THE+LEVEL*OF- *TO*WHI
I$7(5'H#* %EHSR**N())(B"2* &* QU'$, *%$S (ASY6.7* &* A%6HBSY6* %o $S$E5' (" "+ #8$*:4%(C("$*""*
67>><>6*5& B HEVUS5H* U &HS5 U S/ASS/*&28& " T+SAS HA&)) 8 5 9$#(*Q$) (B*C$%(R

QB 896SB*62 2K OSHH" 24, HBSNS/$Y6&)*=$5$%ASh5 O("$#8&%6.()'S . \S (99 HHSS T+
A&"SHHB)) " FHBS NS5/ 1 (, *#BSNS/SY68&) *=$5$%AS0& 1*(,*3& *N%&"S'5S (H*SHEHS/*
THAT*hOPTIMAL*POLICY*SIMULATIONS*WOULD*TAKE® HE+FED-F
3"SEHBS THBSS5S" SSH(, *&*) (BSY*Q(4"8&5*) I HSHBF+&Q') .5 *S("AS # ("&)*
SONE"5'("8%.* "HEUPS5H* U&HS* M()'S.R* * YA%"2* #8$* @%$&H* =$S$55'("7* S$'H&)* Q&"15*
BEAS*BE/*H(*Yo$5 (Yot #(* (HBS%* 9$&5A%$57+5(9$* (,*B8'SB*BSU6$/$5'2"$/* &5+ 94SEHH#(*
US5N(H(F & YB ('S F ORI LSHY 4" SH (" 2*&EH(*" SU &5 22%6$28HSH$O& IR*

)FeA*MILD*RECESSION*PUSHED+THE+*DESIRED*INTEREST+RATE®
PUSHED«IT*TO*n +IN+THE+ S «THESE+ECONOMIES*ARE+LIKEL"
" NS&)*U$S$55 ("R DBS5&IH 5*S)$&6). HUASH "+ a&N& T*BESUS()'S . FY&HS5*BEASH
BEEN+BELOW+ *FOR*MORE*THAN+ ¢YEARS o

D8$*%'51*A(5$/* Q.*#8$* C$%(* Q(4"/*'5* SO&SSUQEHS/* Q. * #8$* & ME&YS"#*/(B"BE&Ib/*
HOS" [F " #BSH" (%09&)* (%o*"SAHY&)* ) SAS)* (,* #B$* 58 (VoH<HBILO* Ub$&)* "HUSSH* Yo &HSIHBEH* 5+
H(*58. T8 Y &HS &#* BB S8*822%6$28HE/SO&" [*&" [*HBSNHS"# &)*) SAS)* (,* (A 4H* &Y S
EQUATED*WITHOUT*INMATIONARY+OR*DEmMATIONARY+PRESSUR

58(YH<HSY9*Vo8HS "+ (SH+&IAL"SSI*$S("(9'$5+*88&5*,&))$"+ Q. *&*NGUSS " #E2S("#*(%*
MORE*SINCE«THE*EARLYs Sen+PERHAPS<FROMs+s +THE<LEVEL
D&)(%*F>KKJ +TOe sORsEVEN+LOWERs ,AUBACH+*AND+7ILLIAMS -
&FUSIASH (" SUSLESSHES* USMAS"S *B'HE*BE'SSH8$*) (BS%*Q(4"/*B"))*Q$*%$&S8$/*
Q.*S$"#%&)*Q&"15*&//%$55" 2+ &*/(B"#4%"R*

2.2  When will the constraint bind? A simple exercise

P$*SE&2$H#+&* $$)*,(%*8(B*, %$MAS"H). *58(VoH<HBUI*()'S. ¥ "#SUS5H* Vo &HS5*8I$) 1$) H(*
8'H#*C$%(*Q.*$O&I""2+5'9N$*ASY65'("5*(, *#B(*0&SI6($S("(9'S*%$) &' ("58 "SE*HBS
D&.)(%*=4)$7*B8'S8* S& M4%$5*8(B* 9&".* S$"#9%6&)* Q&"15* &/TASH* "#$Y$5H* Yo &HS5X* &"[*
HB$*V/8'))'"5* SA%AST* BE'S8* S& HA%S5* #B$58(YoH<0b4™ "#S%&SH' ("5* (,*4"$9N) (.98 #*
AND+INMATION

d'5'97N$DE.) (%%4)$ $MA&H (54 S8 &5 FEREHQS) (B V6 (A /$5:82((/*€MY6(O'9&H ("
H(-&SHAZ)*SS HYO&)*QE" 1" 2+ ()'S F " HHBS* @ Yo B&H*- (/SY6&H (" $%' (/*(,*>KMI<B2 TR

#[* 14 A ?RLIE @EH**6REF F6R6H™

J*  D8$*#%&"5S% M '5* &A&) &Q VS &HEN&N" () 0*%" +4t¢ , -+./ -0%1("23-)452.8- /564*1-"45() 7889:61/ R*h#8$%* A$%5'("5*
OF*POLICY*RULES+*YIELDED*NUMBERS+*IN*THE*RANGE+*OFen +OR<SO+ 2UDEBUSCH
G 3$$*=4/$Q4A5S8*F6??7KH*,(%*#BS*["#$/*3#H&HSST*&"*0) &#H"$%*&"I*-&%2&% ' #(A*FE 2> H*, (%*#8%*:4%(C("$R
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BB$USI~* '5* #85* "$A#Y8)* %$&)* "HSUSSHBMSFTHE « INMATION@BARBET « AND-
ISAGH (" (% 4"$ON) (95" #* 6(9* HE* "8HAY&)* Yo&HSR* SS(Y6/"2* #(* #8'5* SMA&H ("T*
WHEN«INMATION*ISeAT+ITSeTARGET+AND*UNEMPLOYMENT+IS«ATs
Q&"I*5$HE+ HE*N()'S *Yo&ABMAL)* H(E-*]* B'ON). "2+ HB&H* H#BS* % $&)* Yo&HS* $MA&)5*#8$*
"$AHY6&)*Vo8BIR*DBS*"(9"&)*N()'S *%&HE % '5E5+Q. *>RLGUSS HE2S (" H#5*, (%*$&SB*>*
POINT*RISE*INTHE+«INMATION*RATE+*AND*BY+TWO+POINTS+FOR-|
#B8$*4"$9N)(.9$" H*U&HSR ¥

=$S$"#* % S5SRISE* (" #BS* V")) N5* SA%AS (%* Q(HB* HBS* [ HS/* SHEHSE* &"I* A% ("$*
SUGGESTS*THAT *IF*INMATION+EXPECTATIONS*ARE*ANCHORED
A« +PERCENTAGE+POINT+RISE+IN*THE*RATE+OF-UNEMPLOYMENT
2RL*$%SS #&2$H (" #5*F0&)) 7+6?7>Lx*0)&"S8&I6/7*62>UHE*

@ E&*?RIER F6RIH*

3AQ5H HAH"2#8'5+5'9N)$HV/8')) NS*S A% ASH " H#(*H#BS*DE.) (%+%64)$*8) ) (BS*A5*H#(*/$% AS*H#ES*
HSYSEH UEHS S & A" SH ("H(HBSA"$IN) (.9 H* Y &HSE

#[* 1-*]* &*6RILAR F6RGH*

(EREME<COEFICIENT*OF+ +sON+UNEMPLOYMENT*REMECTS+*BO"
4"$ON) (9" H#* (" H#BS* "HSYoSEH* Yo&HS* " #BS* DE.)(Y6* %6d)$* &"[* #BS* & SH* HB&H* 8'285%*
UNEMPLOYMENT*REDUCES+INMATION *WHICH:FURTHER-REDUC
%4)$R

P$* S&"* 45$* #8'5* )&5#H* SMAKH' (" #(* /$H$S%9"$* 8(B* 8'28* #8$* 4"$9N)(.9$"#*
%&HS* IA5H* %'5S* (%o #8$* CHY(* Q(A"/* ("* "#SUS5H* Yo&HSE* #(* S("SHY6E"* N)'S X* #B&H* '5*
H(* D& #(* "%SAS #* #8$* S$"HI6&)* Q&"1* %6(9* ,())(B"2* '#5* 454&)* D&.)(%* %4)$R* D8&H*
(SSA%5 *#8$* %' 28#+5!/$+(,* SMA&H ("FERGH*5*)$55*#8&"*C$%(7*B8' SB*5*#8$+S&E$ *#8S+
4"$9N) (9% # 28N  @'5*2%$&HSY*HERME EHERILR*P$*B'))*45$*#8$*5.9Q0 (%*
#8'5*S%0'H S&)*)BAS)*(,*4"$9N)(.9$"#R

JNeMOST-ADVANCED+ECONOMIES @FHEONMRTI{DO=TARBEAS W
B&ASH/'5SA55S/ T H#BS*" $SAHYE) % $E) V&GS AS* LOW+ASe <OURUIORRULAYIEL
"B (%/57* *&*%$S$55' (" A58S5#B$4"$IN) (.9$ HHUEHS O (%S HBE FSR>$ISS #E&2$*
A("H#5* &Q(AS* HBS* "&HAYOE)* Yo&HST* #BS* CEY6(* Q(4"1* B'))* "%SAS #* #8$* S(4"#$%S.S)'S&)*
"HSYSEHVEHSN)'S VS5 (SSHBEA BESH (%9&) A% " 2 HBS @I SEH*-(I$V6&H (" $%' (IR

A" 4"$ON) (.9F 28/ (F>R>*ASUSS HE2$ (" HE* B (4)/* &Y' 5$* &, #SY*&* A$Y6.+9')*
$S("(9'S*/(B"#A%" RH[5" 2*$5# O&HS5*(, #B$*" &HAYo&) *Yo8HS*(,*4"$IN) (.98 #+,%6(9*
THE*#ONGRESSIONAL*"UDGET+/FICE+ #"/ *FOR*THE+EIGHT+53-
HBSBEL*HB$* 28, () (B2 HBS U SS 55 (HSOSSH/S/ >R ("5 HESAS S &ES5HF&))*
QAHHHBS>KI?*%$SEE5'("HT7*& [ #8(5$*S &S5 #BS $& 14" $ON) (.9$" #2& EASY&2S$/*
BRI*\("#5R*D8$*28 N 06$& S8S/*>RIM$%USS H#&2S\("#5*, () (B 2:#8$*9') % $S$55' ("*(,*
622>RDBS%S, (%ST,* A#A%SUSS$55'("5*&I6$+5'D) &Y 082" HAISHH(*USS$55' ("5H(, HHBS
)&5H*B&), *S$"H#A% . TH#8$.*B")) *S &AL HUSSH U 8HSEH (8 HCHYo(* &Yo*O(Yo$H( HS H#BE& " (#R*

1+COEFICIENT*OF+n «ON*UNEMPLOYMENT+IS*EQUIVALENT+TO*A*COEFICIENT+OF-
&N 14"BEAWEB*06$)&H (58" HBBISBHEFS (" HH oM A SON) (9B H+S (Yo% BEN (" SHH(*&IEN("HA Y B
(487 4R
U D8$*:4%(C("$H5*8'5#(%.*'5*58(YHS%UT*H#5*)&Q(A%* 98 LBH*9(%$* %68 29% " #$/T*&"*9S&5A%S5*(,#8$* 4%(C("$<
BY/$* 4"$97)(.95"#* 28" 94S8* /SQEHSIT* QaH* #8S* I(4Q)$</™ @%$&H* =$S$55'("* ~458S/* :4%(C("$*
4"$9M)(.98"H+ AN &) I (SH L BY6SS #&2S("H#5* %6 (9*622M*#(*62>IR*
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| *9b$S55'("5* S("H A #(* (SSAY* BHB* #8$'Y6*, %SMAS"S * " #8$* [ #$/* BH&HS5* 5" S$*
>KU?**&Q(4#*("S$*$AS%. *5SAS"* $&Y65* (" &ASI6&2$**#8$*$S("(9.*B"))*5"$"/*&*) (#*
(*#'9$*&HH#BSCS%(*Q(4"IR

2.3 Dynamic simulations

D(*))A5H#%EHS* HBS* N(#S"#'&)* 5S&)$* (,* $S("(9'S*/1&9&2%$* S&A5$/* Q. *#8%$* C$%(*Q(4"/*

(" "HSUSEH* Y&HSET* BS* $%,(%69* 5'94)&H ("5 (,* &* 5'9MN)$* 9&SU($S("(9'S* 9(/$)7*

CONSISTING*OF+THREE*EQUATIONS *4HE+IRST+IS«A«POLICY*R

%&H$S*'5*/BHEYI"S/* Q. *#8$* D&.)(%* %4)$* FSMA&H (" FEREHH* B8S$ ™ #88&H#* %4)$*'91)'$5* &*

"(<"B28H ASF Yo&HST &"[* CSY6(* BES"* #8$* D&.) (%* %4)$*'9N)'$5* &* "$28&# A$* %&HSR* D8S*

5$S("FSMA&H ("' 5*&*59&))*A&Y' & (" (" #8$*V8')) "5*S4%AS*&Q(ASFSMA&H (*FERIHH*

CAPTURING*DYNAMICS+*THAT+ARE*MORE+*REALISTIC *THE+INmAT

(" A"$ON) (L9 H#* 2875 "+ #BS* NYSA'(45* ,(4%* MAZYHSYSR* DS #8'%6/* SMA&H (* '5* &*

["€9'S*13%  *$MA&H ("* Q&5$/* ("* #8%$* B(%1* (,* =4/$Q45S8* &"/* 3AS"55(" F>KKKH*

&"*W&AQ&SB*&"*P')) &95*F6?27HR* I+ $ONU$55$5+ #8$*)SAS)* (,*4"$9M) (.9$" #* &5+ &*

AUSH (" (FAGEHY)SAB)S* (K4 BON) (9B H* &1 ( HHBSH UoS&)* "HSYSEH* Yo 8HSR* A" $%6%6(%6*

HEYO* B SEMAGH (S & HAYS5 (S 15 (*822%$28HS 5" 2 T*5 4S5 HBSH$S Y $&5$5*

IN*CONSUMPTION+*AND*INVESTMENT*RESULTCRGSFROM+THE+s =«
D8$* dM$"/'O* #(* #8'5* %$NVoH* /$5S%'QP5* #8$* 9(/$)* "* 9(%$* I$H#&)R* e$%$T7* BS*

N$5S"H#5'94)&H ("5*(, #BS I(/$) F S&) QU&HS/ (" HBSH3'$S (" (9. H*HB&H*& /% $55*#B(*

MA$5# ("SE*F'H*e(B*94S8*/'[#8$*C$%(*Q(4"*$O&S$%QEHS#BS+8'28*4"$0M) (.0$" 4+

(HBS* @Y BEH =$S$55'("kX*&"[*F"H*e (B*94SSH5+#8$*CSY6(*Q(A"/*)'1$). H#(*S("SHY&"*

N)'S *&" % &'ES4"$N) (9% #+"* A#A%S % $S$55'("5K

2.3.1 Revisiting the Great Recession

N'24%$*BR>* A% $5$" #5*#B (*\&#B5* (% #8%* S$"#%6&)* Q& 1*N()'S * U &HS* FH#ES* $/$%6&)* 4"/5*
RATE«IN*THIS*53-CALIBRATION *THE*UNEMPLOYMENT+RATE +A
«THROUGH- «/NE*OF+THE+*CASES+*IN*THE+IGURE+ISTHE-AC
#B8$5$* A&Y'&Q)$5* "+ #8$* [BR* DB$* (H8$%* '5* &* S(4"HE%, & SHA&)* 5'94)&# (" T* Q$2""" 2
INe 1+ THE*IRST*QUARTER+*AFTER*THE+FEDERAL-FUNDS+RA
OF+ +TO- «OF*WHAT+WOULD+*HAVE*HAPPENED+IF+THERE+W|
"HEYSSH U EHSER " HE'55'04) &H ("THHBS* $/B%6&)*, 4" 5% &H S+ 5*8) B&. 55 SHQ. H#BS*DE..) (%*
%4)$7*SAS > BES * HB&H*'ON)'$5* &* "$2&H AB* Yo&HSR* PS* &5549$* #8$+*5&IS*V8)) N5+ &"[*
I3*$MAKH! ("5 " HBS*#B (* SEES57*&"[*&) 5 (*#8$*5&IS*5B(S L5 H(*#BSES*#B (*SMA&H ("5 T*
WHICHs WE+ CONSTRUCT*BY+* TAKING+ THE« DIFFERENCES+* BETW
UNEMPLOYMENT*AND*THE+ITTED*VALUES*FROM+OUR*EQUATIO!
ISHE)5* ("* (4%* S(ONAHEH' ("SHR* (HS* #B&H* #B8S* NS/* /'/* S("IASH* |:* [4%" 2% #8'5*
PERIOD *SO+THE+*HISTORICAL*DATA*DO*NOT*-REMECT+A+PURE-
$ON) (%S H#BSHINESHH( I *E$NEYEHS). <"+ &*5'04) & (" +3$SH#' ("I T*BE$%$*BS*58(B*
THAT*UNEMPLOYMENT*WOULD+*HAVE*BEEN+HIGHER *AND+INmMAT
(SR KA HBS CSY(*Q(4 IR

1% D8$+O0h*5$%'$5*, (U #B$+" &HAY8) U&HS 5*&A&)&Q)$* +#BS*N=1Y */&#&Q&5$* &H*#8S* N HBDE) T -G EHIR*
,OUIS «/UR*INDING:*OF e+ A Ul'@8§-a)(9E# RO RS/ (Yor " HEUS5H Yo&HSSH #(* 8 H* CSYo(T*
'5*06(QASHR* N(%*$O&IN ST+ * BS* BSUS #(* &BSHBE* Vo8 HBSYo* HB& SHIH)/* %o'5$* U6(9*>R>* (") H#(*>RLT*
5#))*S("5'$%&Q).*59&))$UHHBE #BF*4"SIN) (.9$ HF 28N &M NSEY S SSEE ("R, B BEVeS H(*%$/4SSH#8$*
COEFICIENT+*ON*UNEMPLOYMENT+INeTHE*OHILLIPScCURVE*FROMe+ +TO-= < IMPL
INMATION«IN-+A - DBUNFISRIMI>R>*#(*>RIR
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Figure 2.1 The Great Recession with and without the zero lower bound
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HBFHQP2"2X( BV HE(HHBSHS/H(, 62> LRHIH(4%* (<) (BSY<Q(4"[*S (4" #$%, & SHAL) T+
BY*CONTRAST «THE+*FEDERAL+FUNDS+*RATE+FALLS+TO«ABOUT-1
BMA&)* #(*15))$"D5* S5H O&HS* (*#BS* (MI&)* N()'S . * Y&HS* "™* -&9%S8* 67?K* F/'5S455$/*
&Q(AS*"3$SH (BR>PRSSLAEEHH(, HB$) &Y 2SS A"+ HSYSEH U HSE T #BS4"$IM) (.9$"#*

Yo8HST* & HBY BN 12 4N "+ $806) *6PPKT* &))5*O(V$* Y& ). ¥ " HBSH5'O4) &t ("* HBE&"* H#*

[ "% &SHAZY* 8'5#(%.R* 0.% 67>67* #8$* 4"$9N) (.08 #* 28/ '5* &Q(4#* >* "$%6S$"#&2$*

AR HBEFS (4" HSY, & SHAR) T*BS ) S #H 55H) ) 2 U SEHSUHHBE 6+ SIS S HE2S (" HE+"HHBS

M d5*/'5S455$/*"*3$SH# (" IR6*QS$)(B7*#8$*|:*&/("MHS/*Q *#BS*NS/* 62 ?2K<>?*B&S*$MA A&)$ # #(*&*S4#*"*#8$*
MN)'S *NEHSH (> $USE H&E2S (" HR*AIFASHSI*, (Yo #BS*S, $SHE*(,*:7*1$))$"b5*(M#' 9&)*()'S . *%&H S B (4)*BEAS*
BEEN-en
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8'5H#(%'S &) /&H&R*0. X 14" D5 WEBT*&*>*\$%SS$ HE2S (" H VoS ASH ("<"+4"$IN) (.9$"#*
'ON)BEF &* 28" (,* 6* ASUSS HE&2SH N(“HE* (,* (AHNAHR* DBS* SA04)&H A YoS/ASH ("
4"$ON) (.9 H#* ,%6(9% 627K #8Y6(428* 625L*'9N)'$5* &* SAQA)&H AS* 28" "+ (A# A
EQUAL-TO. +OF<ANKUALsOUTPUT
I"*#8$*S(A"H$%, & SHAL)* SEEST*&* &5HSY* WSS (ASY. *O$& S HB&H*O("$H8&Ib. *S("/'# ("5*
CAN*NORMALISE* MORE+* QUICKLY ¢7E+«SEE+INe THE+*IGURE+*THAT
QSS(9$5*\(5'# ASH"*62>>T*9(U$H#8E&"*, (4%* $8I65*QS, (%$*#BS NS/ & SHAL)) " SUS&5S/*
THE+RATE +7E+ALSO+SEE+THAT+THE-FASTER*RECOVERY+*RAISES
*TARGET*FROMes «THROUGH+ +IN*THE*COUNTERFACTUAL
"6 PPK 7B (4)/*" (#*BEAS*QSS"™, $&5'Q)$*, (Y% HBS NS/ #(*%$/ 4SS HSYoS5H* Vo 8HSE*H(*
N «4HROUGH*THE+REST*OF+THE+REPORT *WE<PRESENT+ALTER
HB'5XO(/S) H(*BAM (Yot HBSH '5SABE' (“*(, ()5 &" H&Y2$HERH " '5SA55" 2+ " $28H AS*
"HSYSEH Yo&HSS* " ISH! (" IT* B+ 5'94)&HS* &" (HBSY* S(4"HS%,&SHAR)* BESYS* #8$* N$/*
B(4)/*88A$*M58$/*%&#$53"<$K7)2 *QS)(B* C$%6(7* Q4A#*Q.*)$55+#BE&"*'9N)'$/* Q. *#8%$*
D&.)(%*=4)$R*P$*8&)5(*5'04)&H#S #BS*/$2%$$*#(*B8 S8 *8$) S/ H#(* U SAS #+ & *SAS"*
B(%5$* (4#S(9$7* &"/* Q.*'9N)'S&H'("T* #8$* 1$206$$* #(* B8'SS* &//# ("&)* 1:* S(4)/*
HAVE+SUBSTITUTED*FOR*FURTHER+*RATE*CUTS «)N*OUR+*DISCU
H-YL2BH* "+ 3$SH (" GT* BS* SO&O"$* BE&H 9'28#* BRAS* 8&M$"$/* ' * #8%* $S("(9.*
ENTERED*THE+« REAT+2ECESSION«WITH+sA+sHIGHER*INMATION=T/
"HSYSSH Yo &HSS T (*HB&H* 206 $EHSY* S("AS H (&) *$&5""2* B&5* $&5'Q)$*/S5 HE* #8$*) (BSY6*
Q4" 1*("™*"(9"&)*%&HS5R
I"* &% ) $&EH* ("$* Y$5 SSHT* (A%* $5#'I&H$E* (,* #8$* /&98&2%* ,%6(9* #8%$* ) (BS%* Q(4"/*
S("SHWE " 8% S("5SWA&H A QSS&ASS* #8S$.* '2"(%S$* #8$* N55'Q)H.* HB&H* /S
%BSEE5'("5* S&"* BRAS* )("2<)&5H"27* (%* SAS"™ "BU&"S"HT* $, SSH5* ("* $9N)(.9$"#*
AND*OUTPUT*NOT*MODELLED*HERE +!*NUMBER+*OF+STUDIES=«IN
(,*54S8*C8.54#$%$5'50*$, $S#5* FO&)) 7* 67>Gx* 0)&"S8&/* $#* &)R7*67>LHR* 0. %$/4S " 2* #8$*
ISP HB*&" )" 2H8*( HBS % SS$E5'("7*&22%$55' A*O("$H&Y. *$&E " 2+0&. *% B/ 4SS+ HBS5 S+
HYSTERESIS*EFFECTS*AND*THUS*YIELD*BENEITS+THAT+ARE«GHF
(4%*5'9M$*9(/$)R

2.3.1 What the future might hold

e(B*(#$"*B"))*#8$*) (BSY*Q(4"*S("SHY& N ()'S F HHES*, AHA%STE." *BBEH*B')H#BS*
$S("(9'S*/&982$* Q$K* d5* P'))'&95* F62>GH* $9°885'5$57* #8%$* &"5B$Ye* /$/$"/5* ("
#8$*5'CS5*(,*58(S15*#(*#8$* $S("(9.7* B8'SB* /$#$%9" $* 8(B* 94S8* S$"#%&)* Q&"15*
NEED*TO+ADJUST+INTEREST*RATES*TO*OFFSET+THE«SHOCKS -
HBS*A"I$%). "2+ 5(4%S$5* (,*$S("(9'S*A(&H')'#.*B'))* Q$*9(%$* (%*)$55* SSASUS* " #8$*

AHAY%S HBE  #BS.* BEAS QS "+ A&YL' (A5* N&Y6HE* (,* 8'5H(%.7* &"[* BS* B))* " (#* #&1$* &*

BH&"[* (" #B&H* '5EASR*-(%B(ASYT HBS*$S("(9'S*/&I&2$* ,%6(9* $N5(/$5* &t #E8S* C$Yb(*

QA" I$/$" /5% SY'H'S&)).* (" HB$+&Q') 4.5 (,* S$"#06&)* Q& 15* #(* 45$* 4" S ("AS"# ("&)*

N()'S.7*B8'S8* B$*'5S455* "+ 3$SH# ("* JR* D8$%S$, (%$7* B$*B'))*"(#* 9&1$* %S/ S#'("5*

OF+ THE*EFFECTS+OF+«THE+«ZERO+BOUND+*ON«FUTURE*UNEMPLC
$S("(9'S*B$),&%$R*e(BSASY67* &5+ BS*BLAS* &)%S$&/.* '5SA5EH/ 7+ #8$%S*'5+ 2((/* % $&5 ("

#(*Q$) SASH#8&H#* S("AS"H# ("&)* 9("$#8&I6.*N()'S.* B'))* Q$* S("5H6&"$/* Q. * #8$* ) (B$%6*

Ke +84"2% $#* &)R* F62>>H* &"&).5$* #8$* $,, $S#5* (,* #8$* CSY6(* Q(4"/* ,%6(9* 627M* #8%6(428* 67>>* 45" 2% &* )&% 2$*
98:S%($S("(9'S*I($)**#8$*N$/b  5*N=0q[3*9(/$)R*Y S5 N #$*5 (IS MAR # #&H# AS*/', $%6$"SS57*#8%5%* (ASY6&))*
S("S)45'("*B&5 #BS*5&IB 5N U HHEEH(A%BEXZHBFESASYe H H(, HBSHWO*CEYo(*)(BSY*Q(4" €S ("5HIE " #8E5+Q$S"*
S("5'/$%&Q)$H(ASY H#B$&5H#* $B* $&U5(R
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e$%$* BS* ') A5H%&HS* #8$* N(55'Q)$* S(SH5* (,* #8$* )(BSU* Q(4"1* S("SHY6E"#* B'HE*
#B(*5$HE* (¥ 5'04)&H ("5T* #8$* %$54)#5* (,* B8'S8* &%$* 58(B"* " N'24%$* BRER* I"* $&S8*
SIMULATION «THE<ECONOMY+*STARTS*IN¢A+STEADY+STATEWIT]
THE*REAL*INTEREST*RATE*AT+ITSeNEUTRAL+sLEVEL*OF+ «AND
«AND*THE*UNEMPLOYMENT+GAP+«AT+ZERO «7E+ASSUME+THE®
SERIES*OF*SHOCKS*TO*THE+*)3*EQUATION*OVER+*SIX*QUARTERS
FH8$* AM$Ye* N& " $)5HT* #8$* 58(S15* &%6$* 8&),* #8%$* 5'CSH* (,* #8$* 13* 58(S15* #8&H* (SSA%e$/*
14%""2* #8$* @Y$EH* =$S$55'("* ,96(9* 62?2MIG* #8%(428* 62>?ISRPS* 5'04)&H#$* #8$*
MODEL*IRST*IMPOSING+*A*ZERO+*LOWER*BOUND+*ON*THE*FED-F
&"1*#8$"* %$)&O"2* HB&H* Yo$5HY' SH ("* FHBS* 1&58$/*) "SHT* 5(* #B&H* #B$* 4"/5* Yo&HS* S&"*
Q$*&5+"$28H A$*&5*'9N)'$/* Q. #8$* D&.) (%*%4)$* F"(* C$%(*) (BSYe* Q(4"HR* " #8$* C$%(*
)(BSY*Q(A"/*5'94) & ("T*#BS* BI* 4" [5*Yo&HS* SH5HAS 1*&H*CHY%o(*,(%*$ 284 MAKYHSY5R*I"*
THE*UNRESTRICTED*SIMULATION «THE+FED+FUNDS+*RATE«BOTT
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"YeHISTORICAL*STANDARDS *THIS+IS*A+*SIGNIICANT*BUT-NOT
4"$9N)(.9$" #2855 (9SBBEH*) &Y 2$Y HBE HHBSH (" HHBF U SS 55 (“H(, *#8$*$& ). *
S sABOUT*THE*SAME+*AS«IN*THE*RECESSION<OF+THE+EARLY-
HB& HBS*RASY&2$, (% HBS S 28# % $S$55'("5*5" S$*>KU?R*
P8$"* &* 58(S1* A A58$5* #B$* "#EYoS5H* Yo&HS* #(* CSY0(7*#BEH* B&YI5* #BS* $S("(9.* Q. *
5)(B"2*%$S(A$%.*, %6(9*#8$*58(STR*14#*&)5(*MHE#8S+$S("(9.4"*&* %&2')$* N (5'# ("R
©'5H#(%. *#$8 S8 A5 HBEH U SS S5 ("&Y%. 58(S15*S& (S SAYHEHE" HH O T*&" [*5(ISH 9$5*
("$*58(S1*,())(B5*MA'S1).*& #$%*&" (HBS%R *&*"$B*58(S1*(SSA%5*& " *#8$*$S("(9.*
'5%8)%$&I *EHHBS*) (BSU*Q(A"/ THHBS* S HY%&) *Q&" 1*B&E*" (*"HUSEH Yo 8HS* 8L H#' ("
TO+USE+TO+*COUNTER*THE+NEW+*SHOCK *AND+ITS*EFFECTS+CA
%$54)#R
D8$* 5ES("/* 5S#* (* 5'94)&H'("5* 58(B5* #8$* NHS"#'&)* S(5H#* (,* #8$* C$%(* ) (B$%*
Q(4"1*' *#8$* $S("(9.%'5* 8'#* BHB* #B(* 9(/$54#* %$S$55'("5* #B(* . $8&I5* & &IL#R* D8S*
)(BSYo*1&"$)5* " N'24%$* BRE* /'57)&.* #8$* SA94)&H# AS* 4"$ON) (.95 #* 28/ BES"™ &*
5$MAS"S$H* (,*13*58(S15* 8&), * &5+ )&Y62$* &5+ #8(5$* (,* #8$* @ %$&H* =$S$55'("* '5* Ub$ S&HS/*
$'28# MA&YHSY5*) &HSYR*DBS CSY0(*) (BSY6*Q(4" Q" /5*,(%*6>*MABYHSVSH&" * #+ Q" [5+*Q *&*
LARGER*AMOUNT *THE+UNRESTRICTED+*4AYLOR*RULE-WOULD«H
D8$*/&9&2$*S&A5S/*Q. *HB(*I(/$5#VSS$55' ("5 HSUO5+(, *H#BS*4"$IN) (.9$" # 28/
'B* &b+ 2% BEHSU* HB& HHB' S+ HBS* 8I&2$* (,* ("$*I(/$5H* % $SS55'("R*D'5*" (") "$&Yo'H. *
BETWEEN*THE*MAGNITUDE+*OF«THE+*SHOCKS*AND*THE*MAGNITU
HBS" (") "B&YoH *(*HBSN()'S. *%4) $*BBS HHBF*C$%6(*) (BSY*Q(4"/'5*$", (%S$/R

>P% ") 1$*H8SUNSA'(45*5'94) &# (" T*#8'5*5'94)&H#' ("'5*"(#*) 9 #SIH#(*#8$*$%0' (/* BB SB*#8$*,$/$%&)*,4"/5*
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Figure 2.2 A half Great Recession (upper) and tw half Great Recessions (lower)
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3 How to ease monetary policy when
rates hit zero

[AS* BE$"* (9" &)* 58(Yott<HSY00* "HBIbS5H Y%o&HS5* BEAS %$&SBS/* C$%(7* S$"#06&)* Q&"15*

[ (#)&STH4(()5*, (%* 4% H#8$%*5H# 94) &# " 2 #8$*$S ("(9 R*I"#8 5*5$SH# ("T*BS*/'5S 455+

"$2&H ASH HEVSEH Yo&HS5* &"[*|: T* BS' S8+ BRAS* Q(HBSS"* 45$/* B'#8*5(9$*54SS$55*

INe RECENT+ YEARS + 7E+ ALSO+* BRIEmY+ CONSIDER+* HOW+ COMM|
POLICY*INTENTIONS+CAN+BE+USED+*TO+INMUENCE+INmMATION-
%$E&)* "HEVoSEH* Yo&HSER* PS* &Y 24$+ HB&H* HBSUS* '5* S ("5 I$%&Q)S* NHS " H'&)* ,(%* 45" 2* #HBS5$*
MORE*AGGRESSIVELY *7E*MAKE+THE+*CASE+FOR*THE+BENEITS«0
S("S$%"5#BE&H*BEAS* QPSS 68 5/ &Q(AHNHS H &)*&IASWES*5'/$*$, $SHER*

3.1 Negative interest rates

D8$* 7%'98%.* (Q5H#&S)$* S('SHHAH"2* & )(BSYe* Q(4"/* ("* "HSY$5H* Yo&HS5* '5* #8$*
BA&)&Q')H. M FCSYb(<"HSYSEHNE. 218 5'S&)*SA%%$"S THU*S&EBR U5 #SUS5H U &HS5*, &))*
FURTHER*BELOWZERO *THERE+*IS*SOME+POINT+AT*WHICH*HOUSE
SB((5$*#(*8()/* S&58*&HBSY*#BE: * &5 ESHE HBEH & " $2&# A$*Y6&HSSR*DBS*)(B%*Q(4"/*
(*N()'S *Ob&HSE*BES*)("2*S ("5 /$%$/H#(*Q$*CSI6(R

0$2""" 2"+ 62>6T+&* $B*S$ " HI6&)* Q&"15* BEAS*M58$/* 1$.51()'S .+ " #SUS5H Vb &HS5*
BELOW+ZER O «F OR “T)E25R SESTBEME" (#*"S%$&5S/R*DSSE" S&)*&"/*
)$28&)* 5EASE* %6B) &2+ #(*"$28H AS* "HEVoS5H* Yo&HSE* BEAS* Vo (AS/* #(* Q$* 54%9 (4" H#8Q)$T*
QAH*HB$Y$ % $I& *SBE))$"2$5* (U #8$* Q45" $55*9(/$)*(, VoSHE)* Q& 1" 2*&" [*9("$.*
0896 1$H+94HA&)* 4"[5R*

3.1.1 Recent experiences

Y&"9&615% "&#' ("&)Q&"17* #8$* 1+07* #8$* 3B'55* "&H#'("&)* 0&"1* F3 OH7* 3B$/$"b5*
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SCRAMBLE«INTO+*CASH*OR*IMPAIRING*THE*FUNCTIONINGe+OF- ¥
D8$.*8&AS*&)5(*58(BS/*#BEHI(ASIS HE*(,*N()'S. *Vo&HBE*" H(*" $28H ASHSYe%6 H(%6.*/(*
HO&"SOHH(*O("$.*&" *SE&NHE) ORI LSHE*)8%62$). *#8Y6(428*#8$*4548)*S8&""$)5R

>>* D8$*='15Q8&"1*)(BSUS/HBS+" #SUSSH Vo&HS* (" #5*/$7(5'H#* &S') #.4Q$) (B*CH% (*&5* &%+ Q&S 1*&5*6 22K 7*QA#*#8'5+ 5+
"R 15, U&HS " +3BS/'58*O("$. O8I L SHE*&" /(S5 (HHI6& "SI H (98U 1 $H % &BR

>6% I8 SB*67>UT*-&2.&%* SICHH™* 0&"17*#8$* e4"28.%6'8"* S$"#Y6&)* Q&"17*) (BSYeS/* #ES* Vo&HS* ("* H#5* BN (5'H*
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Figure 3.1 Monetary policy interest rates in negative interest rate countries
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3.1.2 Transmission
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#896(428* )&%2%).* #8$* 5&IS* #06&"59'55'("+ SB&™$)5* &5* SAHE* " N(5'H# A #$Y%6Y6'H(%.R*

% XCEPTIONS* RELATE«CHIEmMY+TO*RETAIL-BANK+DEPOSITsANC
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Figure 3.2 Denmark: Policy rate, money and capital market interest rates
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Figure 3.3 Eurozone: Rlicy rate, money and capital market interest rates
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Figure 3.4 Jpan: Policy rate, money and capital market interest rates
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Figure 3.5 Sweden: policy rate, money and capital market rates and bank interest
rates
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Figure 3.6 Switzerland: Rolicy rate, money and capital market interest rates.
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Figure 3.7 Switzerland: bank interest ates
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Box 3.1 Reuvisiting the simulations with a negatie interest rate
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Box 3.1 (contd.)
Figure 3.8 The Great Recession with a 2% lower bound
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Figure 3.9 Year-on-year growth in private domestic credit in percent
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Figure 3.10 Ratio of the value of the largest denomination of bank notes outstanding to
total outstanding bank notes in selected countries, year-end

+,-,./0+12/""" 3 e ee0045678/96,67:/049;/!"'3 056757 BI0@ABII™3
——7.C,>DIO;EEN""3 oo 0 oFG6>,75,/0F4;/!"3 @...8,/0@F;"3
HG>I=1.7/0H4J/&™3 9<787./09HE/""3 — . 4E/OKL1/&"3
o
o]
. — .
— e T — —_—
)II i _ . -
(" T ....o-o-oo.....-o
- —
* - M — X
& I=: —
%u_ .u..‘..c.ootloinocnocn-;-.-n.i'.......‘.................
9 /—_ \
4
"

#m HULOHT B TS HT Yo H™ & HM T H(#M) #M A AT ST AR RS H %

Cr2SFDBSH/$" (9™ &H ("(, *#8S*) &Y62$5H* (AHEHE "2+ Q& 1" (HS¥ 5+ & IS #B$5'5+&, #$U6*S (4"#%.*) &Q$)5R*
" @1/$3F&H ("&)*S$ #%&)* Q& 15R

| M$9&" [, (Y*S&BB G SH(%$H(, BS&)HB*BSUSH(*" SUSLEST*BS B (4) /SO SSHH(*5$$+&"*
"SOSRES HBSU$) & ASHSI&" I, (Yo HBS*) &Y 2$5H#4S" (9" &H ("FQ&" 1*" (HEERH"/$$/7*
S$&5"2*H#(*554$*)8I62$H/$" (9" & (FQE&" 1" (HB5H5+8 59N S BE.H(, " SUS&S" 2 H#BS*

S(5H#(,*&*58' #HHH(*S&FBRN'24%$*IR>2*#06&S$5*#B$588I6$5*(, “H#B$*) &Y 2$5#/$" (9" &H' ("
BANKsNOTE+INeTOTAL*BANK+sNOTES+FOR+*SEVERAL-COUNTRIES
"HEYS5HVEHS*S (4" HY' S5 H*5" S$*6 22 2R*DBSUS*BLE*QES & 59&) ) 4 ST+ H#B$+588%6$*, (%6*
Y$"98%1*5"S$*62>67*&"[*3BHCU)&"/*"*62>L T+ QA+ H#BS5$* &S+ BHE "+ #8$*" (%9&)*

A&Y'&H (" (Y HBSES*S (4" #%'SER*I"*&))*S (4" #%'$57*S&58*/$9&. 885+ Q$$ % $9&%1&Q). *
5H&Q)$5" SSHBS"HUb(JASH ("H(, " $28H AS" HSUS5H U -HSER

BUF I"O(5H+S(4"#Yb'$57¥)&I62$</$" (9" & (Q&" 1" (H$5*&%6$ %8 %) *45$/*, (%) $28)*\&. 9% #ER*VB&S " 2+ A #8$5$*
BANKNON@BtDe HELP*IN* THE+* IGHTS*AGAINST*CRIME + TERRORISM+«AND+TAX+EVA
67>Ux*3499$%57*67>UHR

Bl * P $*45$* $8Y%) */8HE* BY%S* Q$SEASF 1+ &))(B5* (% #85* B$5H* SYe(55* S(4"H#%. *5RONSR*-("H#8).*I&#8* ,(Yo* #8$*
RELEVANT+COUNTRIES*REMECT*THE+SAME+PICTUREL SEE +FOR*EXAMPLE sTHE+3,
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JNe LIGHT+ OF« THE*POTENTIALLY+*IMPORTANT+IXED+COSTe*IN-
S&NESHT* &"* )&Y%2$<5S&)$* SB'HSS* #(* S&58* )'1$).* B(4)/* %S5N("/* #(* Q(#8* #8$*
OR2"HAIS* (* "S2&HAS* "HEUSEH* %&HES* &'[* #8S'U* SONSSHS* /A%&H ("R* -8 1SH*
EXPECTATIONS*FOR*SHORT TERM<INTEREST*RATES+IN*ALL*IVE.
"SO#* $B* $&IHSR*N(%6*$SO&IN$T*Q.* $8&%).* 67>U*  A#A%$5* ("* 58(VoH<HS%0* $A%6(* "HSU$5H#*
%&H#$5*5422$5#$/*:+0*/$N (5 H* % &HS5*BSY6$* SONSSHS H(* U $I&" " $28H AS*4"#')*&i*) $&EH*
THE*THIRD*QUARTER+OF- «s/FeTHE+IVE*NEGATIVE+INTEREST®
THE*MOST*NEGATIVE<POLICY*RATE+«OF+n *AND*FUTURES+*ON
W'Q(%*%8H$5*BEAS5A2285HS/* HB&H* Y &HS5* BSUS SONSSHE*#(*%$& " * &5%)(B* ,(%o* &#t*) $S&EH#*
#8%$$+9(%$* S&USR*AS*& ")) 45HY8H AS*$O&IN) $7+54" (5$*#BSA&Y' &Q)$*S (54#*(, *5H#(%"2*
CASH+ISe *PER*YEAR +/VER*THE+*COMING+*THREE+*YEARS *TH
COST+OF+HOLDING+* CASHs WOULD* AMOUNT+TO® « -EANWHIL
SA9A)&HS/*" (9" &)*" HSYSEH G &) *(, *E&HBUSS<O("HB* " HEV Q& 1/ (5 H M) '$/*
BY+FUTURES*RATES+IS«A«TOTAL+OF-= ««4HE+ACCUMULATED-®\
FROM+HOLDING*FUNDS*IN*MONEY*MARKETS+*TO«HOLDING+CASH
(A$%*#8%S$$* . $&YGSR* 3" ST BS*5H#))*/(*" (#*5$$* &*58' #*"H#(* S&EET*H#8'5+9&. *'ON) HHB&H*
THE*IXED*COST*OF+A*MOVE+*INTO+*CASH+IS*HIGHER*THAN+THI!
)T*MAY+INFACT*BE*SIGNIICANTLY*HIGHER *&UTURES+ON+3WIS
"SUSEESH(ASV HBS HBIUSS<. $EI6*B(%'C(", (%*BE8'SB*BS*BERASHEHE T*5422$5H " 2HHBEH HES.*
98 *QESONSSHEH(*%$I& " $28&H AS*,(Yo*SAS") ("2$YR*H#+S (4) T*("*#8$*(#8$%6*8&."/ 7*
&)5(*5422854# #B&H HBS ALY &Q)$+S(54#*(,*5H#(%" 2* S&58*'5*94S8*8'28$%6*"*3B'HC$%) &"/*
HBE& " $5# O&HSE*5422$5HS/*Q HB$*) HS%&HA%SR
1 *8*O(%$H/$$N). " $28H AS " HSYoSSHVo&HS* S (4)/* A58*$S (" (9'S5*(44*(,*#8$*) (BSYo*
Q(4"1* &EHSY*HB& S A% %S H) S SONSSHS/ T*H#¥5*\(55'Q) SHHB&H* ' 28#*' (H) S&IH(*2 Yo S&HSYo*
SA94)&H ASH"HSYBSH Yo &HSH S &)H S5 T*&" [ #BAS* Q' 28H*" (H* Y& SSHBS* V6 (QEQ') H#.*(,* &*
LARGE SCALE«SWITCH*TO+*CASH «&OR*EXAMPLE «ARATE+OFen
IMPLY*LARGELY*THE+SAME«CUMULATED*INTEREST-PENALTY-A
$RY*BHB*EFCH(* " HBUSSH Yo &HS, (% H#B$*, () (B 2*H#B (* $8I5R*DESH/SS SU H#BF Yo &HS S AHT*
HB$*58(YoHSYHBS*) 1$). /A% &H ("*(, HB$* U $SFS55'("R*ASS(%/"'2) T+ #8$*SA% %S #+)SAS)*(,*
NEGATIVE-INTEREST+RATES*NEED*NOT+REPRESENT*THE-LOWE]I
5S&)$*58' #+"#(*S&58R*
| *8%)&Y6 2%+ SUS&ES HBSH/SI&"[*,(%*S&5E*QBS(9$5+"SU$&5"2) ) 1$) *&H*& ' 9$*

&*S$"#96&)* Q& 1+9'28#*'9N(5$+8'28$%6* $$5* ,(%6*547) . "2+ SEEBR* " (V6/$%o* #(* Y SAS #*
)&Y62$<5S8&)$*SEEB*8(&Y0/ " 2 THHBS $$5*B(4)/*" S/ H#(* QS Vo(N (Yot (&) H#(*H#8$+&I(4" #*
B'#8/%&B"R* 0&"15* B(4)/* N\&55* #8$5$* $$5* ("* #(* #8$'%* SA5#(9$%5R* D8$* $S("(9'S*
DISRUPTION*WOULD*BE*MINIMAL *AS*HOUSEHOLDS+*AND+IRMS-W
&SS(4"H#5* ,(%* $)$SHYb("S* &.0$ " #5* B'HB(4#* &".* $$* (%o* Yo$5HY'SH (" FQS.("/* #8$*
"$2&H ASHHSU S5 U &HSHR e (BSASY7*54S8* $$5%)'1$).*B(4)/Q$*8'28) . *4"N(N) &Y+ &."[*
S(4)*$ON(5$H#B$*S$"#I6&)*Q&" 1H#(*5SASIS () #'S&)* % $HEA%SR

V$%BENS* #BS* SHY6("2854* I$* &SH(* 'O SI'OS"H* H(* SAHH"2* Y&HES* AYHBSY* "H(*
"$2&H AS* HSY0Y'H(%6.* B #BS* &S L (¥ MQ)'S* &SSSHE S+ &"[* 4"$YSHE" " 2* (,* 54SS*
9B&54%SER* V&Y6H). * [AS* #(* "SUALS AS* 9("$.* ))45'("7* "$2&H# AS* "HEVY$5H* Yo &HS5* 5SSO+
S(A"HSYo" HA'H AS* #(* #8$* 23" $%68&)* MQ)'S* &"[* &S+ "$US A/ "+ 0&" * S(4"HI'$5* &5
&"*4" &Y #8O* ("*5&A"25R* D&1" 2 9$&5A%S5* #(* &)) (B*"$28H AB %o$H&)* 1SN (5 H* Yo &S5
S(4)/*588%") " SUSEES Q) S*&I(5'H. R* ) &S 1H(, &S S H&" S*&" *4" I$Ye5H#&" [ 2*
OF+A*MONETARY+-POLICY*MEASURE+CAN+NEGATIVELY*AFFECT

BM \'9Q&))*F62>UH*A0b(N(5S5*&)HSE%" &t ASS*#(*5'9N)$* $$5* (" S&EBT*&"I*Y &"#8"$*F62>UH*"06(N(5$5+&*5S8$IS
HB&H* NUSAS HE* Q& 15* %6(9*N&55"2* (" "$28H AS* "HSYeS5H* Yo&HSS* H(* 1SN (5'H(%5* BB B+ #8S* S"H96&)* Q&1+ S&"*
9(AS*BB()$5&)$+&"* 08I SH &HES*"SUSEE"2) X" $2&H ASR*
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Q&"105* &Q')#.* #(* "A%5AS* H5* 9&"I&HST* &"* 9'28#* &IA$Y5S).* &, $SH* #96&"59'55'("*

H(*/$9&" IR*D8'5*S ("5 #AHSE*&"+ ONVoH& H#*S(994" S&H#' ("*S8&))$"2$* ,(%*S$"#%6&)*

Q&"15* &5* #8S$.* #9%6.* #(* SON)&"* B8 * #8$* #(()* '5* "$$/$/7* 8(B* '#* B(%157* &"/* 8(B*

"$2&H ASH(9"&) U&HS5 B'))*&,, $SHU$SE)*) S<H IS BEA" 248" [U$&) 'S (9B54(, % $24) &%*
CITIZENS *ONCE+*GROWTH+*AND«INMATION-DEVELOPMENTS+ARE
$ONSY'S " SSBHB " $28H ASH " HUSEH Uo8HSE*5 (*, 8U*5422S5HE*HBEH #+9& ¥ QS*&*2((/* I$&*
H(*S(994" SEHS\USIH AS) *(HBS5$ 554$57*Q$, (% $+"#06(/4S " 2" $28# A Yo &HSER*
D8SYSH5+" (*U$&S5 ("HH(*5AM (S HBEH* &*5A% Yo' B+ & " (4" ST (X" $2&H ASH " HSYS5H*
%&HS5*B(4)/*BERAS2%$EHE* S, SSHEHBE & SO SSHS/* " HYb(JASH (", *'$2&H AS*"#SYe$5H#*
%&HSER*DBS*54SSS55+8." %S, SSHAS 'S55*(*&*N()'S * " A A" 2+ $28H# ASH " HSU S5V &H S5 5*
LIKELY*TO*BE*ENHANCED*IF*INANCIAL*MARKIHTS*HAVE+BEEN«P]I

3.1.4 Adverse effects on Pnancial markets and institutions

N"&"S'&)*5H&Q") H#.*&" *(HBSUN)'S *S ("5 I$Ye&H' ("5* S (4)/*&)5(*)' O HHBS*SOHS" HH(*
B8'S8*'(9"'&)*"#$%$5# 0 &#$5*S& QS (BS%S/R*P8)$("$*58(4)/*' (#HQ$*S(9V)&SS$"#*
ABOUT*THESE *OUR*REVIEW+OF+THE*NATURE+*OF+THE*MAIN-«I}
HIGHLIGHTS+* THE« EXTENT+TO«WHICH* THEY+SHOULD+*BE+«SEEN:«
ISSUES*« THAT*CAN+-BE+ADDRESSED*TO+ALLOW+INANCIALs MARK
"$2&H AS*VEHSER*DBS. *58(4)/4" (H*S ("SHYE " ("SHE&Y *N()'S. TXQAHHES.*/(*8'28) 28#*
THE+« IMPORTANCE+OF+MEASURES+*TO+*ENSURE+*THAT*MARKETS:
%$I& " HUP5)' S H* HH#BS* & SH*(, S5 51 H).*) (B*"HS% S5 % &HS5R

" HBS* SA%606$"#*) (B*"HSYoS5H* Yo&HS* $ " A'Vo("9S HT*)("2<H$%O* &55$H* 98" & 2$%5+54S8*
AS*PENSION*AND*INSURANCE+FUNDS*OFTEN+*STRUGGLE+TO¢«INI
UBHAYL"S* H#(* &))(B* #BSO* H#(* OBH* #B$* (9" &)* YoSHAY"5* 24868 HES/* (" )'&Q") #'S5R*
W(B* "#S%$5#* Y&HS5* S(4)/* "/AS$* 5(9$* &E5$H#* 9&"&2$%65* #(* #&1$* ("* SOS$55'A$* %'51*
F5$&96S8*, (%%, $)/H*&" *A)H# O&HS). %$5A4)H+"+5(S'&)). /&9&2"2*%,&') A%$5+(,*5(9$*54S8*
INSTITUTIONS *-ANY*IRMS*ARE*TAKING*ACCOUNT+OF«THIS*SIT

96(9*#8%$'%6%)("2<HSU I EASVE2SH % SONSSHSMSAS)SRVE'S' (" 4"/5*BEASQSS 58" #"2*
TOWARD+DEINED*CONTRIBUTIONS*SOLUTIONS sAND-UNIT LINKE
28" 2% 20(A"[*FS, R¥0&"1*,(%o*"H$Y%" &#' (" &)* 3$##) $9$ " #57*67>UHR*34S8* S8&" 2$5* &% $*
4"Y'1$) H(QS*, &EHS" (428 H(* Yo (HSSHHBSBSSH(%* 4)).*, %(H#8$ % $554%$5+ %6 $54)#" 2*
96(9*SA%%$"#)(B*"#S%$5H V6 8HSSR*

(HST*B(BSASYTHB&H H#B'5*\Ub(Q)$9*'5+/ A% #(*H#BS*5$S4)&Y%/(B"BE&Y6/HUS" [+ % $&)*

S SEH YBHSSTHE [ (HHH(* &S S(99(/&H" 2+ O("$HEI N()'S * (Yo " $2&H A" (9" &)*
"HSYSEH* Yo QATEE AB* =8'5" 2% "(9"&)* "HSYSEH* Yo&HS5* "* (%6/$Yo* #(* S(4"HSU&SH* #8'5*
N(Q)$9*B(4)/*&)5(*%& 5+ %$&)* "HUSSH* Yo &HS5T+/&I&2"" 2+ 2%0(BHE* &"[*/$)&. "2+ #B$*
N (SASSHE* (Y& USHAY H#(*5A5#8 " &Q) . *8'28$% % $E&) <" #USSH Vo &HSER*

0&"15b* "$#* "HEY$5H* 9&%62"5* BEAS* "€%Y%(BS/* &5* "HSYS5H* Y&HS5* BEAS* /$S)"$/*
5"S$*#8%* @)(Q&)* +%'5'5R* DBS*/$S)"$* "+ "$H* " HSUS5H* 089625+ '5* A&Yot).* 1% A$"* Q.*

#8%$* 5$S4)&Y6* /(B "B&Y6/* #Y6$"/* " "BAHYE)* Yo$&)* "HSYSEH* Y&HSST* &"[* "(#* 5'ON).* Q.*
O("$H&Y.*N()'S * (%o* "$28H AB* " HBUS5H* Y &HSER* e(BSABLT*"$28H AS*" (9" &)* "HEY$5H*
%&HS5*O8.* &I H#(*HBSBMASSCH* (=" =" HSYSEH* 98I 2" ST H(*#BS*SOHS HHBEH HBS.* &S
(Y68 DO HHSI M (H/ BN (5 H Y 8HSER*

. ARROWING+INTEREST*MARGINS+*DO-REPRESENT+-A*NEGATIVE-
S&"Q$H(,, 5SH*Q.*& FSONES'("H(,*)$" "2+ A()49$5*&5+$S (" (9'S*&SH A'H. *%$S (ASYSR*
&URTHERMORE *THE*SOURCES+*OF+PROIT*IN*BANK+sBUSINESS-=!
"HSUS5H* 98962 " R* :9N%'SE)). 7+ "&Y6%6(B"2* "HS%S5H* 989625 BEAS* "(#* 5(* &%* Q$$"*
ASSOCIATED*WITH*REDUCED*OVERALL*BANK+PROITABILITY. #
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HB$F8Y6%(B"2*(,*0&Y62"" 5B H#8*8'28$96)$" /" 2+ A () 49$57+8 28596, $$5+&" [*S8&Y2$5T*
)(B$%*)(&"<) (55 \%(A'5'("" 278 28$U*S &N HE) & "5 T I¥)(BSY'("</$N(5 H* 4"/ 2*

PROITABILITY *DESPITE-NOMINAL*INTEREST*RATES+-AT-THEIR-L
& ("&) Q& 17*62>LQX* +($A%I 762> U&xX*3A$% 2$5*='15Q&" 1 762> Ux*[037*6?5UHR

1% &* 58(%6H* 5AB))* (,* "$28H ASH "HSYSEH* Y&HSE* BSUS* #(* Q((54#* #8%* $S("(9.* &"/*
SASS/* #BS* GoSHAYS"™ #(* NSH AS* "HSYSEH* Y&HSST* #8'5* 58(4)/* 4)#'9&H#S).* Q((5#* Q&"1*
PROITABILITY *)F*MONETARY+*POLICY*CANNOT+*BE+MADE+-SUFIC|
&SB'SAS*&*5 S/ *U%$HA%" * QES&AS* (,*#8$*)(BSU* Q(4"/* ("* " HSYS5H#* Yo &HS5 7+ 8(BSASY67*
#8$*$,, SSH* (Yo (HY&SHS/).* ) (B* "HSY$5H#* Yo&HS5* ("* Q&"15* 9&%62""5* S(4)/* SAS #4&)).*
START* WEIGHING+ ON+ OVERA Ll DB RK)# PR G3F AGEL)ET [+
INSUFICIENT+*STIMULUS *OR*A*LACK+OF+OTHER*POLICIES-TO-A
A RS H 8)*29(BHB TS (BSASURHHB(4)/*' (HQ$*&IA'BEQ) S (*QU6" 24" (9" &) " HS Yo S5+
RATES*BACK+TO*POSITIVE*TERRITORY*IN*ORDER*TO+*ACHIEVE-«t
&Q5$"S$* (,* &* YoSHAYe" #(* 2% (BHET* &5* #8'5* B(4)/*  A%H#BSY* 18I 206(B#B* Vo5 $SHE*
AND*HENCE*BANK+PROITABILITY *2ATHER *THIS*SCENARIO-AGA
MORE+«STIMULUS*n*ALTERNATIVE-MONETARY+-TOOLS *OR-ISCAL
Q((5#*2%(B#8* &5#$%R

/Fe COURSE * NEGATIVE+ INTERESTs RATES+s AFFECT+ BANKS -
[$7$" /" 2% (" #8$ %+ Q45" $55+9(/$)5R* 08" 15+ #B&H* %6$).*(Vo$* (" U6 SH&)*/$N(5'H5*, (%
HBSYo* 41" 2T+ &"* SV AS*HBS* O&"* N&YeH* ( H#8$'%6* " S(9$*,96(9* 9&%62"* Q45" $557*
98 *5$$+8*0(%$*&IASY5S*S, SSH, %6(9" $28H# ASUEHSSRN"SBE.*(,*) O H " 2+#8H U $SH*
'ONESH* (*"$28H A Yo&HSE* ("* Q&" 15h* $&YG™ 25+ 5 #(* &) K HBS* "$2&H A Yo&HSE* (). *
H(*#8$* 98962 &)* #'S%o* (,* Q&"15* /$N(5'H5* &#* #8S* S$"#96&)* Q&"1R* D8'5* & MU%(&S8* B&S5
QS &/ (NS Y $"98% 1 T*3B HCS%)&"[*&" a8 &" T *BESY6$*&*) &% 25+ &YoH*(,*S$ " HYo&)*
Q&"1* %$5$%AS5* &U$* SOSIMHS/* %6(9* #BS* "$2&H AS* "HSYSEH* Y&HST* &"/*"* 5(9$* S&5$5*
%SSSABE(5'H A" HBUS5H WBASR*SOSIH ("5 5#$95*S& *Q$*S8E))$"2$/*85*&"
4" &'%*54Q5') H(*Q&"157*&" [*#8$.*&Y$*AB% . *BEY6/H(*/$5'2" <" &*B& *#B&H*/($5+" (#*
'5S%'9" 8#$*5(9$+* Q& " 1*Q45"$55*9(/$)5*(ASU(HBSSE T*QA4#8S$.*58(4)/*" (#%$/4S$*
#BS* "SEHAS* ,(%* Q&"L5* #(* #9068 DY H* #8S* "$28H AS* "HEYS5H* Yo&#S* #(* Q&"1* I$N(5'H#5E*
&"1*)(&"5R*

" (#S"<A('S$H*S("S$%"* &Q(4#* &IASYES* B, SSHE* (,*"$28H AB* Y68H#$5*/$%6' AS5* %6o(9*
#8$* S(99HIS #* (* 9("$.* 9&Y61SH* OAHA&)* A"[5* F---NSH* "(#* #(* CQU$&1* #8$*
Q4S1b*F-Sd"/%$B57*62>LH7*9& 1" 2*#8$9*5AQISSHH#(* &* %l ¥ BES * U6 $HA% 5+ #8Y$&HS
#(*Q$*"$2&# ASR* DBS5$* S("S$%"5* &%S* 9$#* Q.* "$B* %$24) &H(%.* " # & A$5* %$SM4' %" 2*
THAT*MOSTe---&S*MOVE+TO+*A*mOATING*NET*ASSET*VALUE+-REG

BK* 3$$%€)5(*+($4%*F6?>UQHR*AS " @SB #$"*S H$/ &5+ $S("(9.B8(5$*Q&"1"2*5. 5#$9*8&5+94S8*
#(*) (5%, %6(9* "$28H AS* " HEVYBEH* Yo&HSE 7+ HBSH Vb (FESHE/* IN&SH* (,* &* \Vo(HUESHS/* "$Y6'(* (,*"$2&H AS*"HSYeS5H*
RATES*ON+BANK+PROITS+*AND*BANK+CAPITAL*ISeMODEST+ )-& +

J?+ )NGENERAL *ACCOMMODATIVE*MONETARY+POLICY+HAS*BEEN+LINKED*TO+A*REDUC
ET+AL *« A <4HIS+EFFECT+IS+NOT+SPECIIC*TO*NEGATIVE*INTEREST*RATES +B U
Y8HS* SO SSHEH ("5*&5*BS))*&5*&*)(B*#$%9I*%$I'49R

J>+ AHEANK+OF+*APAN+HAS*REINED*THIS*APPROACH+*BY+CREATING+*A+THREE TIER+S)
OPPOSED+TO*A+TWO TIER*SYSTEM+IN*$ENMARK+AND+*3WITZERLAND +4HE+IRST=I
Q&"15b*9b$5SI6AS5* U$SHASE* &*N(5H A " HEVSSH Vb&HST* BS')$*#85* 9/ $* #0608 " S8+ B&5* CHUo(* "HSUSEHR* ") *#8$*
AU B8 SBE S SAQISSH#(* & "$2&H ASH HEYoSEH Vo&HER* ¥ S HBS Vb&HSH (" #8 5 Ao HO68&" SBS* #B&H* Q1[5+ ("*
#B$*98Y62"* (% Q& 15 TH& [H8 5 Y8 HS HBEH*BS ST Y68 5 H5 #(*#B$* 0861 $#ER*DES0& " 1%(, *a& & *S& *45$#8$*
N5 AS< " HSYoS5H #0608 SBHH(*SBE " $)* Q&S IH(*#B$*Q& " 154+ *&*) 49N<5A9* &58'("**& #0685, $U* #B&H(, 5SH#5*
MOST+OF+THE*EFFECT+OF+THE*NEGATIVE+RATE*ON+AVERAGE+BANK+PROITABILIT"

J6+ "ANKSB@+NOT+BENEIT*FROM*SHIFTING*THEIR*ASSETS*INTO*CASH+AS:LONG+*AS*BA
Y0(9* HBS* N&YbH* (IS5 HE* HB&H* 8IS+ SOOI %6(9* HBS* "$28H# AS* Yo&HST* &5+ '5* #BS* S&ES*"* 3BHCSY0)&"[* &"I*
a& &R
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" 40h(NR VDB H &) SONG'S SE B HB*"$2&H A " HSUSEH U &HSE* "% 4%6("$* 5+ HB&H*
--N5*&U%$*S(N"2*B$))* B #8*"$28H# AS*58(YoH<#$%0*.'S)/57+&" *8E&AS Q$$"* &Q) S+ #(*
58 #H#(*"$28H# ASH.'S)/5*BHB(AH'5Y AN ("5 (%* % SISO ("5*F:+07*62>LHR

30ME+LEGAL*AND*SOFTWARE*MODIICATIONS*HAVE*BEEN+NEED
IRMS *INCLUDING+INANCIAL*MARKET*TRADING+PLATFORMS+AND
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Box 3.2 Simulation of the effect of US quantitatve easing in the Great
Recession
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Figure 3.11 Great Recession with and without quantitative easing
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Table 3.1 Estimated effects of quantitatie easing on 10-year bond yields

Yield
Study Sample Method reduction
(basis points)

United States

Greenwood and Vayanos (2008) 1952-2005 Time series 82
Gagnon, Raskin, Remache & Sack (2011) 2008-09  Event study 78
1985-2007 Time series TP only 44
Krishnamurthy & Vissing-Jorgensen (2011) 2008-09  Event study 91
2010-11  Event study 47
Hamilton & Wu (2012) 1990-2007 Afpne model 47
Swanson (2011) 1961 Event study 88
D'Amico & King (2013) 2009-10  Micro event study 240
D'Amico, English, Lopez-Salido & Nelson (2012) 2002-08  Weekly time series 165
Li & Wei (2012) 1994-2007 AfPne model of TP 57
Rosa (2012) 2008-10  Event study 42
Neely (2012) 2008-09  Event study 84
Bauer & Neely (2012) 2008-09  Event study 80
Bauer & Rudebusch (20119 2008-09  Event study TP only 44
Christensen & Rudebusch (2012) 2008-09  Event study TP only 26
Chadha, Turner & Zampolli (2013) 1990-2008 Time series TP only 56
Swanson (2015) 2009-15  Yield curve TP only 40
Christensen & Rudebusch (201d) 2008-09  Event study TP only 15
United Kingdom
Joyce, Lasaosa, Stevens & Tong (2011) 2009 Event study 78
1991-2007 Time series 51
Christensen & Rudebusch (2012) 2009-11  Event study TP only 34
Churm, Joyce, Kapetanios & Theodoris (2015 2011-12  Intl. comparison 42
Japan
Fukunaga, Kato & Koeda (2015) 1992-2014 Time series TP only 24
2013-14  Event study 17
Eurozone
Middeldorp (2015)° 2013-15 Event study 45-132
Altavilla, Carboni & Motto (2015)¢ 2014-15  Event study 44
Middeldorp & Wood (2016)¢ 2015 Event study 41-104
Sweden
De Rezende, Kjellberg & tysklind (2015) 2015 Event study 68
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CHANNEL*WORKS+*ONLY*DURING+*TIMES+OF+«INANCIAL*STRESS +4
SB8&™$)5* ("BU&HS* &SY(55* &* B'/$%* %&"2%* (,* S'%SA95#&"SSER* * e(BSASYT* #8$%S$* &%$*
) OHEH(*HB$*5'2"&)) "2*SB&""S)*QSS&ASS*SS"#I6&)*Q& " 15*S & (H*SU$/'Q) . *S (99 HH#(*
KEEPING*THE*POLICY*RATE*AT+ITSeLOWER*BOUND+INDEINITELY
THE*MAXIMUM+*ANY+*CENTRAL*BANK+CAN+CREDIBLY*COMMIT*TO
h*#8%* (HB$Yo* 8" T+ #B8$U$* 5" (*U$&S5 (" #(* SONSSH* $#B$U* " SU$&E"2* (%*/$SU$&5" 2*
98962 &) INESHE*(*#BSN (Yot ()'(*SB&"$)RE*

O("/* '$)/5* &%$* "%$549&Q).* &)5(* SAQISSH* #(* &* )(BS%* Q(4"/* B8 #8$.* ,&))*
SUFICIENTLY*BELOW+ZERO «"OND*HOLDERS*HAVE*THE*SAME-+OF
OR*MONEY*MARKET+INSTRUMENTS*TO+*SWITCH«INTO*CASH «WH
HEY00*.')/*(*CHYo(*F&"*HBS*SBE"SHH(,*&*S&NHE)*28."%) 1$). */'9" 5BS5*&5* . 'B)/5*2(*
)(BSUHR*W("28%<#$%9*Q("/*.'$)/5*BRAS #4%"$/*" $2&# A$*"*3B'HC$%) &"[*&"[*a& &"R*
d5*BH#8*58(U#<HSY0* " HBUSSH U 8HSS T*BS* BRAS* SHHH(*HESH HBSH) O'HE*( *"$2&H AT+ Yo&HS5*
(") ("2<#$%9*Q("/5R

SH&., *EHHBS NS/ *S5H O&HS HB&H* & SHAR) & *SONSSHS* MU SBEE S5+ *#ESH[" H$/*
SHEHSE*&5* (%) 8&HB* 67> %S ASS/HHES* '$)/* (" #BS*>2<. $&Y6* DUSEEAY *" (#$* &Q(4#*>6L*
Q&S5 ("HE*F" 28 $#*&)R 762> L HR*I"*(%6/$U6*#(*%6$/ 4 S$H#8$+>7<. $8I*DY%$&54%.*.'$)/*Q.*
>BL Q&S5 ("HETHBS NS/ #.N'S&)).*B(4)/*BEASHH(*) (BSU*HBS* $/$%6&)* 4" 5* % &HS*Q.*
L27*Q&5'5* (" #5*F+84"2*$#+ &)R7*62>>HR*e(BSASU T+ #8$*9&S%($S("(9'S*$, $SHE*(,*&*
REDUCTION*IN*THE*LONG TERM+YIELD*CAUSED*BY+*1%e+ WITH<A
%(428).*8&,),*&5*) 8% 25+ &5 #BS+I8SYo(*$, SSHE*( HBS*58ISVS/ASH (" *#8$¥) ("2 <HSY9*

JK* h#8$9658&"'$)5* BEAS* Q$$™* N6 (N(5$/* F\Y6'58"&O4Y6H8 * &"I* X'55""2<a(%2$ 58" 7+ 67>>X* +8%0'54$"5$ " &"*
\96(25#964™ 67> UHR*PS*S ("5 /Y6 #BS5S*&5*" S )4/ 4B+ #BY$$*QU6(&/$%*SBE""$)5*9$ " # ("$/*BSUSR*

G *d"™"SUSES5"2+08Y62"&)*S, SSHB(4)/*&Y%'5 *H#BH) &5HUSI&" " 2*8()/$Yo5*(,*&E5SHE*QS " 2SBBBS/*BEAS*
8'28).*"$)&5H# S*/$9&"/5* (%*#BS5S* &E5$H5E* & HBAG*USMA'VYS+SOHISIS) . ¥8'28*A ' SEE+H#(*QS*"[ASS/+#(*5%))*
HBBORMN HBSH(HBSY*B&. T+ HSS USRS " 2+08%62" &)*S, SSH B (4)/*8%'ES *S$ " #Y%&) Q& 15*EHHSI A #(* 458*06'51*
N06$9'495+Q$) (B*CHUo(R* (HSH#BEHHEY60*\06$9' 495+ &S (HH#BS$+589$*&5*06'51* % $9'495+&"[*0&. *2(*Q$) (B
CHY(H(HBS SOHS HHBRH S St S ) &EES5*(, *" AS5H(Y5 F54S8*85)' $*"54%&" S$*S(9N&"$5+&"*$"5'("* 4" [5H*

HAVE+A*STRONG+DEMAND+FOR+*ASSETS+WITH+IXED*LONG TERM+PAYOFFS
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$)/FQU(428#*&Q(4#*Q. %) (BSY" 2 HBS*58(YoH<HSY9*N()'S *U8HS F\)$.7*6 2> Cx*+8$ *$#*
&)R7*627>BHR*=$/4S# ("5*"#B8$*58(YoH<H$V9*%8HS*BRAS*&*5#'94) &H AS*S, $SH*&Q(AS*&"*
QS.("HBSY*S, SSHE*("H#8$*) ("2<HS%I*UEHS QIS &ASSI&" ¥)(&"5*&Y6$*" SO/ H(*H#E$*
58(%6#<H#S$Y69* Yo&HSR**ASS(%/"2). 7% &* >BL* Q&5 'S+ ("#*/$S) "$* "+ #8$* >2<. $&%6* DY $&54%. *
$)/* S&ASS/* Q. *|:* &H* B+ CHY%(*) (BSY%* Q(A"/* 8&5*&"*$, $SH* S (9" &Y &Q)$* H#(* &* 6L 2*
Q&5'B*("#4/$S) "+ HBS5 (Yot <HSY I " HSYoSEH U &HS " (%I&) H# I$5R
h"$* 544/ * 1$5S%'Q$5* #8$* 9&S%($S("(9'S* $, SSHE* (,*I:* 45 2% #8$* S("S$M* (,*
&* C588/(Bb* 58(%o#t<#$%9* %&#$* QEES/* (™ #8$* $"# %$* #$%9* SHUASHAYS* (,* "#SYeS5H* Y& H$5*
AND*ITS*HISTORICAL*INMUENCE-«ON s+ FADSCRIEI NGHMBE+ VARIAB
S("SHYASHS/H#(*QS$*S) (5S*H(*HBS*58(YoHt <HSVYI*V&HS* """ (Y9&) H#' IS5 7*QA#*S&"*2(*Q$) (B
C$%(*B8S *#8$*58(Yott<#$Y9* " #SUS5H U &HS* 5*5HAS1*&H*CSYo(R*PB$"*:*06$/4S$5*) ("2$%<
TERM+«INTEREST*RATES «THE*SHADOW+*RATE*DECLINES *REmME
5'2"&))"2*S8&"$)5*(,*I:R**:5# 0&H#$5*58(B* &*58&/(B*58(YoH<HSY9* " HEYoS5H* Yo&HS*"*
HEGH[HS/* IHEHSE (,* &I6(A"+]627* Q&S BN HE* ") &HFH 67> T+ &))" 2 #(*]I? 7+ Q&5 5
A5G <B>GTHE" FUSHAY" " 2+ (*&Y6(4" 41622 Q&5 5N (" H5*"*$8%) . *6 7> LHFP4*
&"*Z'&T+6?7>GHR
#HURMET-AL - “«IND*THAT*THE+PORTFOLIO*EFFECTS+*OF+1
["HS/A\"2/(9* &S SMA'A)S HH#(*&* SAH "+ #BS*N()'S X Yo&HS* (,*&Ib(A"[*>LP*#(*J 22>
Q&5'5*\("H#5R*
2EVIEWING*THE*CHANGE+*IN*INANCIAL*-MARKET*CONDITIONS-A
&55$H#MUSBES" 2N 0(2%&9I9$THY %6828 62> L H*" (HS/*#BE&H*QSHBSS *$896). *ad"$*67>G*
&"1*-&%S8*627>L *FBBS *#8$*) &Y 2$* $ONE"5'("*(, *HB$*\%(2%6&9I9$*&" [* #5*SOHS"5' ("
H(2(AS%"9$" H5$S A% H S5 H#((1*5, SSHHT*HB$* @Y V<BS 284$/*&ASY&2$*(,*:4%(C("$+>?<
$8Y6*2(AS%"9S"#* Q("/*.'$)/5*,$))* Q.* &Yo(4"/* >L2* Q&5 '5*A("#5* FBS')$*#8$*()'S. *
"HEYSSHUEHS $))*Q (") F6PQESE B (" HEH Z& 58V 1SHEQE28& H(* V' SSH *e#BS: +ODSE*
LIKELY*RESPONSE+TO+A+PROLONGED+PERIOD*OF+TOO LOW-= I}
B$%$*&)5(*$AS"HE*.'$)/5* (,*Q&"1*Q("/5*,$)) 7*("* &AS%E2$7* Q. *IL*Q&5'5* A (" #5*&"[*
INVESTMENT GRADE+*BONDS+*ISSUED*BY+*OTHER*IRMS*FELL*BY¢2
#B$*5&9%* \$%'(/R**I"/$$/7* Q$#BSS ™ ad"$*67>G*&"/* (ABIQ$%* 62>L 7+ 7S (9N (5 H#$*
LENDING*RATES*FOR*NON INANCIAL-COMPANIES«HAVE+«DECLIN
N(HE* (Yo HBS*$A%(* 88 &5+ & BE()STH&" ¥ Q. *QSHBES *>>P4& " [*>B P Q&S B 5"
5H$558/* $S("(9'$5* "+ #8$* $4%6(* &Y$&* "$%'"8$% . {R* DES* 1 +0* S5H O&HSS* HBEH* &* >
Q&5'S*\("HUSIASH (" FHEN()'S Yo &HS EHHBSSHEYoH( MHB&H B’ (*B(4)*BEASQSS"*
NEEDED*TO<ACCOMPLISH*THIS*DEGREE¥OF+INANCIAL*MARKET:|
PS$* 806$* "(#* &B&Y6S* (* &".* MQ)'58$/* &"&).5'5 (,* #8$* 9&S%($S("(9'S* $,, $SHE*
OF+THE+"ANK+OF+*APAN S*1%+PROGRAMME+SINCE- - (OWEVE
"$896) *6*\BU S H&2S("HE* QIHBSS *$8). 67> T*&"[*)&#$+6 7> L F5$$*0(O*IRIRH*@'AS"™*
#8%* B$&1*2)(Q&)* $S("(9.* &"/* #8$*)&%2$* A& &"$5$* S("5A9H (" H&O* "SU$&ES* "
*WE+SEE+NO<PLAUSIBLE*EXPLANATION+FOR-THE*INCREASE
1%+ANDeTHE+"ANK+OF+*APAN SePROMISE+*TO*RAISE*INMATION+P

G> /THEBTUDIESs OF+ SO CALLED+ SHADOWe+ RATESs FOCUS+ ON+ INANCIALs ASSET-~ [
98S%($S("(9'S*$, $SH5R

GB [MEHSIH&HE* RUS EAL)&Q)$*&#*BHH#SE B BIDEH) & #&R (%2SM$Y%q U $5$8%6S8058&/(B,%68#$R&5MOR

GJF 3$$*Y&U%6&SM<VEIFETBE # 567> IHE [+ 8Y"S HEY S Q)RG> IH*, (U *$5H O&HES*( HHB$*$, SSHE*(,*$&6) $%6*
"("<5H&"I&Y*I("$HEY6 *N()'S FOSEEA%SEH(#B8$* +OR


https://www.frbatlanta.org/cqer/research/shadow_rate.aspx?panel=1

! X"K'2"$)3$'<"#$2) 1% H"0+/%'K7$#1)2$3'7+2' YHPT

S@)#2+2)2+A$'$)3+#,271"@,7'2)1,$2%$- 0S#-+#,
D&YL2SHS/*)$" /" 2% ("SURHSE*#BYo(428* ', $%6$ H#* SBE"$)5*#B&. * &EE$H* MY SBEE$5T*&"[*
08 * QS &* (%S &NV (MY &HS* ,(%69*(*1:*,(%* $S (" ('S5 HBEH* &US*BSEA') *%$) & H#*
ON*BANK+INANCING +-OST*PROGRAMMES+LEND+TO+BANKS+AT-
9$/'49* #$%95* Q&E$/* ("* "$%, (%9&" SE* SUHEY'&* ,(Vo* #BS* &I(A"#* (%X #./$5* (,* "$B*
Q&"14$""2R*DBSNS/D5*\%6(296&99$H)$" #H#(*5 $S &) 49N (5$*ASE'S) $5#8E&H &S 18 2$/*
QAH(T*SYBI H*S&Y6I*E" [*SHAIS #) (&"ST*QAH ¥ [*' (H* Vo (A'/$*€&*S ("S$55' (" &) * Yo &HS&" *
HB$\06(2%6&99$*B&5*$"/$/*"*67>7R

D8$* 0&"1* (,* :"2)&"Ib5* N4"["2* (%* WS"/"2* 3S8$9$* 54Q5'/'5S5* )(&"5* 4™ #(*
SL2* Q&5'5* A("H#5* Q&ES/* (" "+ "$B* )$"/"2* SUHSYo' &x* #8$* 9&9%62"&)* 54Q5/.* ,(%*
5(9%* &//#'("&)*)$"/"2* 8&5* Q$$"* 8'28$%0* QES&ASS* (,* #8$* B&.* #8$* "S$"# A$* '5*
STRUCTURED «3PREADS*ON+LOANS+TO+INAL-CUSTOMERS+*UNDE
BRASH/$S)"$/*Q *&Q(A#*>?27* Q55 ("HER*DBSH0&" 1%(,*:"2) & *$5H# O&H S5 HBEH*HES*
9&SY6($S("(9'S*$, SSHH(, *HB$\%(2%6&99$*9&. *QSSMA'AL) S HH(*&*S A" H#8F\()'S. *
U&HS*( FIL#(*>L2*Q&5'5* (" #5*FO&"1*(,*:"2)&"*6?>GQT* R*>GHR

D8$* :+0* A(A/$/* )("2<HBY9* FHBUSS<.$&YH* 4"/"2* #(* Q&"15* &#* #8$* "(%9&)*
N)'S.* Yo8HS* SHEYH"2* "+ ) &HS* 67>>R* =$S$"H#).* '#* & (4" S$/* &* "$B* \96(2%8&99$* (,*
)(&"5*&H*S("S$55'("&) Yo &HSE*E"[*, (A%< S&Y*I&HAYe H S5+ QEES/* (" #EYo2$H5*  (Yo*"$H*"$B*
Q&"1%$"["2R*=EHSE*"#8$* $B\06(206&99$*0& *Q$*&5) (B*E&5*H#BS* +0¥/$N (5 H*V&HS*
OFen *WHICH+ISsWELL*BELOW+-THE*MARGINAL*COST+OF«TERM
Q&"15R

3"S$*62>I7+#8$*08."1*(,* a8 & *B&5*Q$$ *2%68/48,)) *$ON&" /" 2* &* Yo (2% &IIB*(,*
)$" /2K ("HS("S$55' (&) HEV95* (%* Q& 1 SHHBEHOSSH*SY' HPYo'&*, (Y6 " SBH)$" /"2 T+B H#E*
&"*$ONBEE'5* ("* (QFSSH AS5*54S8* &5+ \0b(I(#"2* B49&"* &"[*18.5'S&)* S&NHE)* &"[*
%BQA)/ "2+ '5&EHSY* &Y SE&ER

A" &)HSY" &t AS* & MUo(&SB*'5*H#(*$"S(4%E&2$*HBS* 5SS A% B&H' (" (,*)(&"5*H(*, Y $$*4N*
Q&"1*Q&)&"S$* 58S$H5*  (%* "$B*)$"/"2R* D8S* :+0* MU SEEE$5+ &* O(/$5H* &O(4"#* (,*
54S8¥)(&" &S 1&2$5* #8$*,(%69*(, *S(AS%S$/*Q("/5R*DEFNS/D5* 4% SB&5$5+(,*9(YoH 2825+
Q&S1$/* 5$SA%H#'$5* F-0F5(* BEAS* #8'5* %( $%t 7+ QA#* #8%$.* BSYS$* 248%6& " #$$/* Q.*
$/$%8&)*82$"S'$5R

Q@)#2+2)2+A$'$) 3+, +H#'$Z@+2+$3)#-'1$)0'$32)2$

A8 & B&S*"S)AIS/* SMAH.* &"[* Yo$&)* SHHEHS " 'H#5*|:* N (2% &IISR* *(*A4Q)'58$/*

S#A4] *8&5*5(A28HHH ("S5 O&HSHHBS0&Y62"&)*S, SSHH( HBS5S*$) SO #EH(,H: ¥ a8 & T+

BUT*THERE+IS*EVIDENCE+*TO+*SUPPORT*A*SIGNIICANT*POSITIVE-

(*SMA'H* AU SSET*&" [F#BA5* (" (AS%&))* 5AS" " 2R* " A% " SNST ("$* B (4)/* $ONSSH*

HB&H* N H" 25 O(". X #(* Q4.* %'51.* &E5$HE* B(4)/* BRAS* &* 2%$EHSY* 9&SY($S("(9'S*

$, SSHHHBE N H " 2*9("$ H#(*Q4. *S(9N&I6&H AS) . ¥5&,$*2(A$%"9$ #+Q("/5R O
4HE+IRST+BODY+s OF+ EVIDENCE+* CONCERNS+* STUDIESs OF« THE

CHANGES+IN*EQUITY*PRICE<INDEXES *%QUITY*MUTUAL+sFUNDS-

"I$O* 945#*5$))* 58&YSE+ HB&H* 8YS*I$)SHSI* Vo(9* HBS*"/$O* &"* Q4. ¥ 58&YS5* #BE&H* 8IS

&JISI* H#(* #8$* "ISOR* 0$S&A5S* #E$5S* "/$O* SB&"2$5* S&Y6%6.*"(* ", (%I&H ("* &Q(4#*

#8$* 5%, (Y%9&"S$* (,* #8$* 4"/$%)."2* SH#(S157* #8$.* S&™* Q$* S("5'/$%$/* $O(2$"(45*

58 #5*"+5AM) *&5% &Y+ &5 (HBSYoH" ASSH(%5*&IS*S("S$Y%"$/R*DBS*&55(S &HS/*SB& 25+

SH(S1*\%'S$USABE) 5 H#BS+$)&5H' S'#.5(, SO *(, #8S*" ("< I$O$/<, 4" *588I6$*(, *#8$*

GG I'/$$/7%5(98* BEAS* &%24S$/* H#B&H* 8" 'INUH&"#* &5 SSH* (,* #8$* @ Yo$&H* =$S$55'("* B&S* &* 58", #* "* [$9&."*
#(B&Y/*5&,$%* &E5SHER*N(%*#8'5*6$85(" 7+ S$ #968)* Q& 15*58(4)/*,(SA5H:* U6(206899$5* ("% $/4S" 2% '51*8$)/*
Q.*HBS* U AGHS SSSH(Y0* &1+ (#* (" Q4."2* 2(A$Y%"9$ #* Q("/5* F\Y%'58"8&IA%6H#8.* &"[* X '55"2<a(%62$"5$"7*
62>>x*+&Q&))$%6(*&"*NEYS 7+62>Ux [Q/$7+6?>UHR
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MARKET *&OR*THE+*3 0¢ <+INDEX *3HLEIFER- *AND<OETAJIST
Yo' S$HP)&5H' S H S5H(, HSI&"[*S)(BSHH(H("SRH"H(HBSY6*B(%6/5T*E& S/ ASH ("*(, *#B8$541N) *
OF+A*STOCK+EQUAL*TO+ «OF+ITS*MARKERFICBFEYALISATION-RAI

D8$*5$S(/FNSS* (FSAYS"S$* S("S$U" 5+ #8$*)8I62$* MUSEEES* (,F SMAH $5* Q. #ES*
("2 \("2* -("$H&Ib.* AAHB(%'H.* Fe\-dH* /4%"2* #8$* d5'&"™ N"&"S'&)* +%'5'5R*
'"OODHART+AND=.,U- *SHOWTHAT+THE+(ANG+*3ENG+)NDEX+RO
OF*TWO«WEEKSe«IN*WHICH+sTHE+(+-1«BOUGHT+ +sOF«ITS*MARKET
8)5(* "S5 H* SHEH BH S&)* &"&).5'5* 5422854 2* #B&H* SMAH.* "SS5+ 9'28#* (#8$%B'5$*
HAVE+DECLINED «SO*THAT*THE*NET*-EFFECT*MAY+HAVE+-BEEN-
"SOb$&ESR"HBSH(#BSU*B&" [T+ #*5*\(55'Q)$HB&H HBS\ %' S$*$) &5H# S #.*(,*/$9&"*B&5*
ELEVATED+*DURING*THIS*PERIOD*OF+UNUSUAL*INANCIAL*STRE¢
H(* BEAS* "'S)AI$/* &"* EHHEST* (" #8$* ©("2%\("2* SH(S1* 98ILSH* Q.* "H$%"&H ("&)*
8$/2$* 4"/5R

A" ONQH& #H, $%6$ ST QEHBSS *HESSHA/ B5+(, *SMAH. %' S$*"$O*%$Q&)&"S "2
& HBS e ("2M\ ("2 " HBYOAS H ("H SHHBEHHES* (Yo9BV*SNB(IS5H/ [+ (" A ASHE" *
9&.SY%($S("(9'S* 5#94)457* BBSUSEE* #B8S$* ) &HHSY* %(Q&Q).* B&S* A'SBS/* &5* Q((5H#"2*
(AS%&))* "%(5ASSHE* ,(%* $S("(9'S* 2%(BHB* "* e("2* \("2R* 0.% 'H#5* "&HA%ST* &* |:*
N9(2%&99B*(,* Q4. "2+ S M4 # $5*B (4)*QE*& IS/ *&HQ((5H"2 51" 1" 2*& " [*29%(BHBT*
&"[*#BA45* S(4)/* BEAS* &* ) 89625 %$" (%S 2* 9&SI($S("(9'S*$,, $SH#* ("* #8%* )$AS)* (,*
SMA'H. %' SSER* +("5SMAS #). 7+ #*5$$95%) 1$). *#8&H* &*) &% 2$<5S&)$* |+ A%6(2%6899%* (,*
EQUITY+PURCHASES *«SAYs +ORe+ +OF+MARKET*CAPITALISATI
EQUITY+*PRICES*CONSIDERABLY*MORE+<THAN+ <OR-

A45H#* &5 M 4% SBEES5* (,* Q("/5* &%$* (4" * #(* Y& 'ES* SMA'H * Yo' S$5* & [*/$/%$S &H#S*
$OSB&"2$%8&HSE TH: 4% SBEES5*(, *SMA'H.*9&. * QS SONSSHSH(*) (BSU*Q("/*.'S)/5*&"*
[$7%$S &HS* $OSBE 25 U &HS5 T #8(428*54S8*$, $SHE*BLASH (H+. $H#*Q$S *5#4/'$/R

d5549™2% #88#* |:* M%SB&5$5* S&"* %6& 5+ SMA'H.* \Y'S$57* #8$.* 58(4)/* 5#'94)8#$*
$S("(9'S*&SH A RH"H#BSNS/DSN=0q[3*0(/$)*(, *#8$3*$S("(9.7*Q(#8*8(45$8()/*
S("BA9M (& [* QA5 $55+ " ASSHOS H+USEN (<N (5 H AS) FH(*SMAH. ¥ %' SS5T* B H#E*
S("5A9ME (" %'5"2* Q. #BYSS* S$HE* ,(%* $&SB*/())8%6* "SUSEESH " SMA'H . * BS&)HBR* 1"
&2" 53 *Ae +SUSTAINED+«INCREASE+IN+THE+VALUE+«OF+«THE+ST
Q.* &Q(4#* FRI* N$USS HE2S* N("H#5* &, #$%* &* $B* $EIBR* 1#+ 5+ N(55'Q)$* #B&H* #8'5* % $54)#*
UNDERSTATES*THE*EFFECT*OF*STOCK*MARKET*WEALTH *2ECEN
$,, $SH*(,*5H(S1*98% 1$#* BS&)HB*#B&H* 5+ #B'S$* &5+)&I62$* &5*#B&H* "+ #8$*N=0q[3*9(/$)*
F+89%9%())*$#*&)R7T*62>>HR*

3.2.2 Scope for additional quantitati ve easing
D8$%$*5*S("5'/$%&Q)$*5S("$*"*&))*&/A&"S$/*S(4"#%'$5*,(%*&/I#'("&)*I:R

("#-3')#-'0")#3

D&Q)$* JR6*58(B5*#8&H* S$"#968&)* Q& 15+ "+ #8$* 9&F(%* &IA&"S$/* $S("(9'$57* B #B* #BS*
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Table 3.2 Scope for quantitatve easing in major advanced economies
(2015Q4, percent of GDP)

Domestic bonds and international bonds

Central Total in local currency Stock
bank securities  Financial Non- market
assets ) bnancial Government

corporations .
corporations

Australia 9 202 58 3 44 97
Canada 5 200 22 14 61 103
Eurozone 26 182 47 9 74 53
Japan 77 382 51 13 202 115
Korea 30 194 32 36 36 90
Sweden 16 341 54 2 27 257
Switzerland 98 261 15 3 14 229
United 22 275 36 11 92 136
Kingdom

United States 25 300 81 30 90 99

C"2$3F3#(S1* 9&Y%1SH* S&NH&)BE&H'("* "S)AIS5* S(IN&S5* )SHB* ("* "&H#' ("&)* $OSBE"2$5* #B&H* 9&.* Q$*
BB&IMARYGHSYSI*"* (HBSY6* S (4" HY% SER*AA5HY68) & *5H(S 1/ &HE* VS, S #(*dA5HY6&) &+ S(IN& " $5* (") R*3B$/'58*5#(S1*
18H&X"S)AI$S (9N "$5X) SHS/H(H(HBSY6* (%' S*"FO8)H S*SOSBE"2$5R H (YN V68 HSHSQH*"S)4/$5+2(A$Y%"9$ #<

248%&" HSSIIBQHT*SR2R*&2$"S *BQH*&"[*82$"S *-03* " H#B$*["#$/*3HEHSER

" @L/$3BE L (Y%r " HE%" &# ("&)*3BHH) $I$ H5 T e&AB%*d" &) #'SETHI-N*&"/*&#'("&)*S$"#%&)* Q& "15R

Q985 7S $"#96&)*Q&" 15*BRAS S SH*#BSI5E) AB5*) O HE*("*#B$*588I6$*(,*&" *"'ATA&)*
5$SA4%#.* #8$.* &%$* B'))""2* #(* 8()/R* N(%* $O&IN)S7* #8$* 1+0* )'Q'#5* '#5* N 4% SBEE$5* (,*
GOVERNMENT*BONDS«TO+ +OF«ANY+ISSUE +"UT+IT+IS+NOT+CLI
)’ HE*&Y$H(Vo*EHBEEH) BAS)H8S. *58(4)/* QS EBEHERS/ 7*(6>+0N%%') 6 2> U 78S+ +0*
ANNOUNCED+*THAT+IT*WOULD+*BEGIN*BUYING+AS+MUCH+*AS. =
INDIVIDUAL*NON INANCIAL-CORPORATIONS

+("S$%"5+&)5(*8EAS* QIS *$ONU$E5S/* & Q(AHHBS Yo&HS* (M 4% SBEESER*Y 4% 2+94S8*
OF- *THE*&ED*WAS*PURCHASING*MORE+*THANe «OF+«ALL*NEV
["#$/* BH&HSER* * DB'5* 9&55'AS* 986 1$#* A% $5$"S$* 9&.* BEAS* #$IN(%&%'). * I'5%d NS/
THE*BUSINESS*MODEL+OF*SOME+INANCIAL*IRMS «BUT*THE+*MATF
AUSH ("2 QOS] &HS). * &ttt #BS* $'1* (* #BS* |:* N0b(206&99$* BHE* "(* & MEY6S H
)&5#"2*/8&9&2$R

I &I[H (" (*M%SBEESE*(*$O'BH " 2* Q5T+ S$ H%&)* Q& 15*S(4)/*$ON&" [*)(&"5*
H(* Q&"15% (" S("S$55'("&)* #$Y95* (%* SONE"* M%SBEES5* (,*)(&"5* ,%6(9* Q&"15* &"[*
OTHER<INANCIAL*INSTITUTIONS

GU h'$*S("S$Y%"* 5+ #8&#* 8()/" 2% $"(428% (,* &"* 'BEAS #(* ,(%9* &* Q)(S1"2* 9" (Yo'#.* "+ &* S () SSHAS* &SH ("*
S)&ABSA"I$U*EH IS, &AYHFO 2BHHISHEYo* (HBSYo* " ASSH(V65* Ub(BBES"2+H#B&H* 5SS A% H# R* 044 #B$*S$ #%68)* Q& 1*
S(4)*N% (9SS H#(*AHS B HB*HBS &I (Yo H.*(, #BS%$I& " 2*588%6$8()/SUBR ™ +0*S("S$Y6"5*08. *&) 5 (*06$) &HS*
TOTHE+*4REATY+PROHIBITION*ON*MONETARY+INANCING+OF*%5+GOVERNMENTS=/
(<485 M U(8'QH (SN HE H &) FUbSMA U "2+ 8BS+ O H(*Q)(STHEX"$2(H &HS* V% S5HILASHAYS" 2% +("$*(%*9(Y%$*
2(A$%"9$"#*Q("/5R



G?",7)2'603$' Q)# Q$#21)0'()#*3'B"R

6Z@+2%"
%QUITY*MARKET*CAPITALISATION«IN*THE*MAIN<ADVANCED¢*EC(
OF+'$0+IN+THE+%UROZONE+*TO+MORE+THANs <OF+'$0+IN+3WED|
FD&Q)$* JR6HR* 0$S&A5$* S(97&""$5* 9&.* Q$* ) 5HS/* ("* 94)HN)$* 08I LSHET* HBS5S* I&HE*
OVERSTATE+THE+ MARKET+*CAPITALISATION*OF+DOMESTIC+IRM
3B'HCHY)&"[*&" FHBSH " HSM\ "2/ (ORH "5 (9SS (4" #%'S57+98I L SHSENH&) 5&H'("+'5*
/(9" &H#$/*Q.*&* $B*S(9"&"$5R*

D8$* 0&"1* (* a8 &™ '5* Q4."2% &* 5I&))* &O(4"H#* (,* SMA'H.* &5* N&YbH* (,* '#5* |:*
NYO(29%6899ST* QA -5 (#+S)$8I* BEEAHB$+08962"&)*$, SSH5+2 AS HBEH*O(SH#*( HBS*
NY(296899%* 5 ,(SAES/* (" 2(A$% 9" #* Q("/SR  ©'* DB&H* 5&'/T* #8$* a&N&"$5$* SmA'H.*
98961 SHB (8IS & H SNEH ("*(, T*&"1* () (B2 T*#8$¥)&A"SBX(, " #BS*S (4"#%.*

12)&"1* &" [ #B$* NS/* B+ #8%$* (). * S$"#06&)* Q& 15 MA%654" 2 |:*A()'S'$5* F-&%6 S8
627K+ #896(428*-8%S8*62>IHT*#E8S* [\* & [3*SMA'H#. ¥ 08I 1$H5* (4#$%, (% 9$/*#8(5$*
(*#8$*:4%(C("$*&"[*a&"&"R

Figure 3.12 Performance of stock indices, December 2005 to February 2016
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(,* BS&)HBR* 0.%)(BS%"2* "H#S%$5H* Yo&HS5* F™"S)4/"2* #8(5$* ("* S&Y%* )(&"5* &"/* 8(9$*
MORTGAGES + AND* INCREASING* TOTAL+ EMPLOYMENT « 1%+ UND
"S(9$*8(45$8()/57*BB(*&%$*9(%$) 1) H(*Q$*' $#*Q(%%(BSU5HB&")$"/$Y65E. &%
MORE*STRONGLY*AFFECTED*BY* mUCTUATIONS«INsEMPLOYMENT
ONVOHE" " HS%2$ " SYo&H ("&)*$, SSH*FNEILISY*&" +iI&QSC.17+62>UHR*:0'54"2+8()/$%5*
OF<INANCIAL*ASSETS* MAINLY-OLDER+*HIGH INCOME+*HOUSEHOL
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3.2.3 Hscal implications

OROITS*HAVE*RISEN*STRIKINGLY*AT<THE+&ED+*AND*THE+"ANK-0
FN'24%$*IRSIHB(" (9'5#5*&#H#BSNS/$% &) *=$5$% A BEAS58(B #B8H H#B$*S494) & AS*
EXTRA*PROITS*THE-&ED*ACCRUED*AS*A*RESULT*OF«ITS*1%+PR
TOTAL-AROUNDe +TO+ <BILLION*AND+*THAT*THE+PROBABILIT
S(4)/*Q$*"$28# A$* 'S+ $55$"# &)). * C$Y(* F+8%'5#$"5$ ™ $#+ &)R7* 62> LHR* I"/$$/ 7+ #8$%6$* 5+
ONLY*ABOUT+Ae +CHANCE+OF*HAVING+A*LOWER*THAN+sNORMAL
(ASY*#8$*) $*(,*#8$* % (2%&I9$R

I"* 2$"$%&) 7* B$* SOSSH* #8&H#* SON"I$/* Q&)&"S$* 58$$#5* B'))* 90&1$* S$"#96&)* Q&"1*
PROITS*LARGER*AND*MORE+*VARIABLE *REMECTINGTHE+INCRE/
B()/* &55$H5* B'HB* 206$EHBY0* U'51* &"[*) ("2$%6* O&HAY'H $5* #B& " #8$'%* ) &Q'") #'$57* B8'S8*
HAVE+THE*SHORTEST*POSSIBLE*MATURITIES-AND+<ZERO*DEFAU
&H#*S$"H#%68)* Q& " 15*58(4)/*"(%9&)). ¥ QS (5'H AS*&"* " SUS&SE "2+ " HBF+5'CH* (, *#8$'%6*
Q&)&"S$*58$SHER* e(BSASI6T*|:+ 98 *AA5S* #BS HBU9* N U6$9'A0* (*)("2<#$%69* Q("/5*
Q$)(B*C$%(7*"* B8'S8* S&5$* #8%$* 98%62"&)* ONE"5'("* (,* #8$* Q&)&"S$* 58$$#* B(4)/*
TEND<TO-REDUCE<EXPECTED+-PROITS -

D(#8$*SOHS HHBEH*SS HI&) Q& 1% 4" " 2*S (5H#5*8.%$*0(%$*S.S) S&) H#B& HB$ %6 $H4%" 5+
ON*CENTRAL*BANK-ASSETS CENTRAL*BANK+PROITS*ARE-LIKEL
PROVIDES+* A« NATURAL+HEDGE+*TO+THE+*ISCAL+AUTHORITY «#0
Q$SE&ASS* #8$* S$"H068)* Q&" 1N 585+ /(B"* H#BS* " HEVSEH* Yo&HSH H#*N&.5* ("*'#5*)'&Q') #'$5*
&22%$55'AS). "+ &Y SSEE5' (H(*5H 94) BHBE G "2+ &" [H(HBSY6 Vo8HEBEH(, FUoSHAYS"H/ (*" (H*
&))*&5*9ASBT* N EIUHQSSEASS % AGHS 8 2$" H5*QSS (9$+9 (% $*%'51*&ASY5$*" %6 $S$55'("5R*
(OWEVER «IN*THE*FOUR*MAJOR+*ECONOMIES*TO*DATE *CENTRAL
FUTURE*LOSSES *ARE*SMALL*IN*RELATION+TO+THE+*SWING+IN-=I
=$S$55'('R

Table 3.3 Volatility of US Pnancial asset returns, 2000-15

Standard deviations of 12-month percentage changes, 2000-15

10-yr Treasury Bond  10-15-yr BB+ Bond USD Major Currency
Price Price Index

6.0 9.8 8.2 18.1
" @1/$3E&AS%* A &) #' S5*&"[*&A#B(%b5*S &) S4)&#'("5R

S&P 500 Equity Index

L?+ 4HEANK*OF*%NGLAND S*1%*PURCHASES*ARE*PLACED*OFF BALANCE*SHEET «0ROI
5+¢4REASURY ¢)T¢IS¢TOO*SOON*TO*EXPECT+*A*SUBSTANTIAL*CONTRIBUTION+<TO*%
#8%*)&%2$<55&)$*:*Q$24""*6?>LR
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L>+ 1+RELATED+ISSUE+IS*THE*POTENTIAL*CONMICT*BETWEEN+CENTRAL*BANKS+AND-|
MANAGEMENT «!+CENTRAL*BANK+BUYING+*LONG TERM+BONDS+TO+REDUCE+THE+"
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Figure 3.13 Probtability of major central banks
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3.3 Helicopter money
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AND*HENCE+WE+*BRIEmY+CONSIDER+*IT-HERE

X'K'K"@0-"7$0+/"H2$1'<"#$%'K"1*R
0$S&A45%* 0&" * 8(45$8()/5* &Y6$* S&BS<* (%* ) M4 [#.<S("5HI&" ST #8$.* B(4)/* Q$*
)'L$).*H#(* 5A$"/* 94S8* (¥ &" % 4"/5* #8$.* U $SSSAS/* #8%(428* &* 83)'S("H$%* 9("$.*
9&')<58(#R* h#8$%* ,(%95* (,* 2(AS%"9S"#* (4#)&.* S(4)/* B&AS* 5'9)&Y%* $, $SHE* ' *
&SS(9"&"$/*Q.*&SS(99(/&H"2*O("$H&Y6. * &SH (" FI:H*#(* U $AS #*#8$* " SUS&5S*
QU1 '$)/5H8&HB(4)/*(#8$% B 5$*(SSA%RC

h'* #8$* (#8$%6* 8&"/7* 98U SH* SONSSHEH ("5 (,* &* SAQESMAS #*  AHAY%S #' 28HE""2*
(* O("$H&Y.* N)'S.* B(A)/* #$"I* #(* BS&1S"™ #8$* &2206$2&#$* /$9&"I* 'IN&SH* (,* &*
83)'S(MH$%* 9("$.* 9$&5A%SR* d,#$%* &))7* "(* S$"#%&)* Q&"1* S&™ S("A"S"2).* A%<
S(99'#*#(*" SASYFI(M "2+ 4N HBSQEES+I("S. * SUSEHS/* Q. HBF*8S)'S (YR /$H/ 7+
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EXPECTATIONS*OF«FUTURE+*POLICY+RATES+BELOW+THE+-OPTIMA
DEVELOPMENTSe INe THE* FUTURE * GIVENs THE+ INMATION+* TARC
ISe TIME+*INCONSISTENT+AND* ARGUABLY+*VERY*DIFICULT*FOR®
FN')&0%/(*&"/*e(,9& " T+62>GX*0&" 1*(,*+&" &/I&T*6 2>Lx*-($55"$%*$#*&)R7*6?>LHR*D8'5*

No(Q)$9* (< #'9B<"S("5'5HS"S *)' D HE* #8$* ) ((5$""2* &* S$"#%&)* Q&"1* S&"* &S8'SAS*
#8%6(428* ,(%B&Y%/* 24'/&"SSR* -(5#* (Q5$%A$Y65* B(4)/* &2%$$* B'#8* N%'$/9&"™* F62>GH*
#B&H* (%B&Y6/*24'/&"S$*885*Q$$"*)$55*N(BS%,4)* #8&"* &E5$#* "% SB&5S* % (2%8& IS5 7
)&%623) *QSS&ALS*(,HBS)' O HE H(*#BS*5S ("$*, (% #5*S%$/'Q)$*45&2$R

d9("2*#8$*$896). *45$%5*(, H#8'5()'S. #(() BSUSHBS*S S #o6&) Q& " 15%(, ¥ $BH$&)&"/*
FB8'S8*Q$28&"* Q) 58" 2*" #EU$5# U &HF VU (fSSH ("5*"*>KKIH7* (%B&.*&"/*3B$/$"7*
WHICH*MAY+sHAVE*BEEN*SOMEWHAT+INMUENTIAL+IN*AFFECTING
)("2<H#$%9*%&HS5*FS, R*P((/, (%! T+62>6x*-($55"$%*$#*&)R7+62>LHR*

D8$* A&I6#'&)* "%B<S(99HIS H#* SIQ('S/* " O(%S$* %$SS"H* ,(%B&Y/* 24'/&"S$*
&"™(4"SSIB"HE* (" N()'S.* Y&HSE* Q.* #B$* 0&"1* (* +&"&/&T* 0&"1* (,* a&N&"7* #8%*
NS$/$%&)*=$5SIASTHBF0&" 1*(,*:"2) &" *&" FH#ES*: +0*"+06$S$ " #* $&I5*&)5 (& " $EI65*H#(*

BEAS* QPSS * (H$"+$, SSHAS*"*)(BSY"2*) ("2 <HSI9* Y&HSER** N (%*$O&INST*[3*>2<. $&Y6*
DY%$&54% . *Q("/*.'$)/5* $))*Q.*&5*94SB* &5+ & MAGYHSYoH(, & $USS HE2S (" #+"+42454#*
67>>*BBS HBSNS/*&"" (4" SSHH#B&H*) (B*)$AS)5*(, " #%$5H* U EHS5BSUS*BEY6Vo8. HS/*&Ht*
)$&5H#*#8%(428*9'/<67>IR*D8$S*:+005*45$*(,*, (%BE&Y6/*24'/&"S$*"*ad) *62>J* S5$$"
AS*HAVING*ACHIEVED+ITS+OBJECTIVE*OF+mATTENING+THE*%UF
WHEN+THE+53+CURVE*HAD*SIGNIICANTLY+STEEPENED+ %#" «

d))*"*&)) THHBS*SAS" SS+5422$5HE#B&H*, (YB&Y6I*24'1&" S+ (" HSY$5H+ Yo 8HS5*S& QS
&"*$, $SHAS*#(() 7+ QAH*%SMA'US5* 206 $E&H* SEYS HHBSH " H#$"/$/* O$55& 2%+ 5*#(* Q$* S)$8%).*
4"I$%5#((/*&"1*Q$) SASI*Q.*O& 1 SH* &YoH'SN& HE*FS, R*e(,, 9&"+&"[*N") &6/ (7*62>GX*
08&"1*(,*+&"&/&T*6?7>LHR*

3.5 Beyond forward guidance: Committing to higher future
inf3ation

h"$*B&.*(,*&//%$55" 2*#8S #9$<"S("5'5H#S"S. %(Q)$9*"*, (Y B&Y6/*24' /8" SSH5#(*
ANNOUNCE+*A*STEEPER*TARGET+PATH*FOR*PRICES *EITHER+BY-
HEYO2SHH (Y4 Q & (4"S " 2* &SN Y6896 V' ST SAS) H#&Y62$# F &5 U (N(5$/*Q. *3A$ 55 (" 7+
622JHR*D(* 28"+ SUS/'Q') .7+ #+ 5% ON(VoH&" H#*#(* & (4" S$* &+ #EYo2$H* S8 " 2$* HB&H* S&"*
BE+JUSTIIED*WITHINTHE*CENTRAL*BANK S*MANDATE «)NmATIO
SA%%S$" H#* #EI62SHE* %S O(%$* S("5'5HS" H#* B'HE* S$'#8)* Q&"1* 98" I&HS5T* 2'A$"™* %$SS"#*
HO6S" 5% 0 $&) " HSUSEH Vo8HEE*&" FHBSN(55'Q") H.5(,*) &% 2$*$S("(9'S*58(S15R*38' #"2*
TO+A*PRICE*LEVEL*TARGET*WOULD-ALLOW+A<CENTRAL*BANK«T
&*N$Y'(/*"*B8'SB* \0'S$5*,$))* Q$) (B*#BS*#&Y62$#* \&HBR* PS* '5SA455+ "+ 3$SH ("* G #BS*
ADVANTAGES-AND+*DRAWBACKS+-OF+A«PRICE*LEVEL-TARGET-R
H&YO2$H " O$$H " 2:#B8S*S$ H68) *Q&"1b5*9& " &HSR*
-ARKETS*ARE*LIKELY+TO*BE*SCEPTICAL*OF+ANY+ANNOUNCE N\
HE&Y62$H* " #8$* 8QES"SS* (,* HAM(YH"2* N()'S.* &SH ("5T* $5/$S'€)).* BES"™ &* S$"H#06&)*
Q&"1*8&5* 8&/*#Y%6(4Q)$* 9SSH" 2+ #B$* $O'5H" 2* #&I62$HER* e (BSAST*' * #8$* &' (4"S$/*
HEYO2SH*SBE 254 5+S ("5 ISUS/HH(*QSHHBS U 28H ()'S (M (¥, (%*&SB'SA 2 HBSS S HU6&)*
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Q&"1D5*9&"|&HS* " H#BS*) ("2B% H# SV T*&" ¥ *H#BS*S$"#06&)*Q&" 1¥5+&Q)$H#(*S("5'5HS"#).*
S(994" S&HS$* #8'5* F&5* /'5SA55$/* * 3SSH'("* GHT* '#* '5* 9(%$*)'1$).* #(* Q$* S%$/'Q)$R*
INNOUNCING*A*NEW+TARGET+THAT+IMPLIES*A«HIGHER*LEVEL-=(
&5* S(99HIS"#* ISA'SS* ,(%* ,(B&Y6/* 24' /8" SSR* -(%S(ASYT*' * #B$* H&Y62$H* SB&"2$* 5+
S(9Q"$/* BHB* V%S SH* 5#'94)A5* (* /S9&"I* #8Y6(428* "$28H AS* "HSUS5H* Yo&HSE* &"[*
&22%$55'A$* |: 7+ #8'5* 0&.* A%H#B$Yo* 5HUS 24#8$"™ Q$)'$,5* #B&H* #8$* S$"#%6&)* Q&"1* B&5
58" #$/* #(B&Y6/* &* O(%$* 5#'94)&H AS* %$2'0$* &"[* '5* B'))"2* #(* #&1$* #8$* "$S$55&% . *
&SH ("SHH(*2$H HBSUIR

"5 6> 7*&E* N &Yo#* (,* 8* QUb(&IS%* &S 1&2$* (,* I("$H&Y6.*N()'S. *O$&5A% S5 7*#8$+ 08" 1*
OF+*APAN<ANNOUNCED*THAT*IT*WAS+AIMING*FOR+*ATARGET=*IN
S(9"2*#B(*.$8%5R*d5*'5SA55H/*"*9(%$*/$H#&') <" *0(O* JRIT*H#B$* & (4"S$I$" #+'5*
LIKELY*TO*HAVE«HELPED+*INeTHE+INITIAL*RISE+OF«ACTUAL+AN
& HEYO&HB* (F#BS* & (4" SSOB HT* QA#*5AQESMAS #¥ 5AM (Yot "2+ 9B&5A%$5* 0&. *" (#*
HAVE+BEEN*SUFICIENT*TO+*SUSTAIN<THE*INITIAL-POSITIVE+*IMP/
CONCRETE+<POLICY*ACTIONS+*ARE*CRITICAL-FOR*SUCCESSFULL
#8$*)(B$%*Q(4"/R

Box 3.3 Abenomics

Y $S$9Q$%6*62>67*38"' C(*dQS*BE5*$) SSHS/* %' 9$*9 " 5#$%6* (,*a& & " R**h"$]
(,*dQ$D5* 06(9"$"#* S&ONE'2"* N)$/2$5* B&S #(* SB((5$* &* "$B* 2(A$%" (%* (,*
#8$* 0&"1* (,* a&"&"* B8(* B(4)/* Q4.* 9(%$* 2(A$%"9$"#* Q("/5* &"I* %&'5$*

I N m A THROIN dA%')* 62>I7*"$B).* &M ("#$/* @ (A$Y%" (%* e&%648'L (*\4%(/&*
ANNOUNCEDe+ THAT* THE+"ANK+ OF«*APAN+WOULD+AIMs FOR®" I
&Q(AH#+#B(* $EILER** D(*SAM (Y #B'5* 2(&) T+ #8$*0&" 1% (,* A& &"* Q$2&"* 9&55 |A$*
N%SBRES5*(,¥) ("2<HS%I*2(ASY" IS #Q("/57*&)("2*B HB*598))* 4% SB&E$5*(,*
SMAH S5+ bS8 SEHEHS " ASEHOS H*#YA5H#5R

ORIOR+TO- *CORE*INMATION*HAD+*LANGUISHED+AROUNE
(%*5SA$%6&)* $&I5HF5SS*N'24%$+IR>GRH*\A%(/&D5* &M (" #O$"#*08%61$/*R*S)$&Y6*
TURNING+* POINT+s FOR* *APANESE« INMATION ««4HE[ INITIALsR
BAM(UoHS* INVHE H).* Q.* &* SEEY IS U$S' &H (" (,* #BS* .$"* " )&#S$* 67>6+
AND+EARLY- *WHICH*IN*TURN*REMECTED+-THE{PROSPECT
A)'S.R**e(BSASUT#8$*$, $SH* (¥ SOSBE"2$* %&HS5* ("* S("549$%* "0b'S$5* #41$5*

"(*O(%$* HB& F#B (* (%o* #8%SS* MAKYHSYS #(* Q$* S (97 $HS/* F18% 2+ $#* &)R7* 2?2 UHR*
AHE*CONTINUATION*OF+HIGHER*INMATION«IN*LATE+. +<AND:
1% A$"*Q.*/(9$5H# S* &SH(%BTH"S)A/" 2*&" 4 ST+ *B&2$*5$##) $9$ " #ER*DBS*
4"$9M)(.9$" H%&HS a8 & *B&5* &))$ *BHS&/). *5" SS*AQID5*$) $SH (& [*'5*
"(B*&#*&+67<.$8%*)(BR*

,ONG TERM+ INMATIONe EXPECTATIONS: ALSO+ ROSE+ AFTE
OROFESSIONAL*FORECASTERS *PROJECTIONS+OF+[CONSUMER
YEARS*AHEAD*ROSE+FROM+ +IN:/CTOBER+ +TO *IN+!PRI

*4HERE*ARE<RELATIVELY+FEWe+INMATION INDEXED+*BOND
MARKET*FOR*THEM+ISeNOT+LIQUID *IMPLIED*INMATION+COM
(,*)("2* O8HAY H' S5+ "BASYo#8S)$55* %6 (5* "(#'S$&Q).* " 67> J* FO&"1* (,* a8 & T
62>U7*+88%#*JIKHR*

U 2dQ$*)$/285*#(*9&1$*0&" 1*(,*a&N&" Q4 *Q("/5{7* =7$ J)H)#'=+<$37*>K* (A$IQ$%*6?>6R*
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Box 3.3 (contd.)

D8$%S$* '5* "(* N&AS'Q)$* ON&"&H'("* ,(Yo* #BF* ,&))* " 4"SON)(.9$"H* &"[*
THE+RISE+IN* INMATION+ AND INMATION+ EXPECTA
MONETARY+POLICY «+!LTHOUGH+!BE+DID*SECURE
*HE+«INSTITUTED+*A«SIGNIICANT+RISE+INes THE
«+ICCORDING*TO+*THE+/%#$ **APAN S«UNDERL
S("H%E&SHS* &Q(AH6* \$%SS HE2S A ("HE*(* @Y V*"#BS* $&I5*67>G*& 67>
Fh:+Y7* 62>U7* "R* GIHR* a&"&"b5* $SO#$%"&)* $"A'%("9$"#* 885* Q$S$"* %(47
NEUTRAL « THE*BENEIT-OF«LOW+-COMMODITY+PRIQ
206(BHB* " 98" * (,* a&N&"D5* 98" * #Y6&/"2* N&Yott " BUBR* * $#* SONYo#5* &I &
"$2)'2'Q)$*S("Ho' QA (HH(*%$8)* @Y V*2%(BHBH (A% HES* $8I5+6 P> I (67>
#ORE<INMATIO N ¥BERACTER(QED) #&%$54)#+(, #8$*S("H%&SH ("&

$,, $SH* (*H#8$* S("SAM (HHEO* " SUSEESR** ") &HS* 67>G T+ #8$* 08" 1* (,*a& "

INCREASED*THE+PACE+OF+BOND+PURCHASES+AND
HOS" IR
l«SECOND+PAUSE«IN*THE*PATH<OF+«INMATION-0OC
\A%(/&* #()* VoS (YoHSYo5* HB&H* #BS* 0&"1* (,* A& & B(A4)/*"(#* &I (M "$ 284 AS*
"HSYBEHVEHSE Y $SSIQSYe+ G * "+ a8 " 48&%. *6 2> U THHBS 08" 1*(, a8 &
54%"06'5$/* #8$* 0861 $#5* BHE* &*5O&))* SAH* "+ #5* 0&%62" &)* SN (5 H* Yo&HS*,
cTOen U**D8'5*B&5*&*59&))* &/FAGHOS H#H #(*#8$*N()'S . * SHE"SST*&"I*
HBS*N() #'S&)*S("H#Y(ABY5. > #+ 23" $U&HS/* & MSEYOSHH(*B&AS* S ("A" S$/*98%6 14
HB&H* AYHBSYo* SAHS* &Y$H "(#* )'1$).R* * (9"&)* Q('/* .'$)/5* BEAS [%("$/*
SAQSH&"H#&)).7* $5°$S'&)).* ,(%* A$%.* )("2* O&HA% H S5 7+ QA#* 'B)/5* (" #8$* ,$
INMATION LINKED* BONDS+ OF+ LONG* MATURITY . T}
LESS *SUGGESTING*AN«UNWELCOME+«FALL*INsLON
&IGUREs +SHOWS+THAT*CORE*INMATION+AND-L(
OF+«INMATION*HAVE+SLID*DOWN+*OVER*THE*PAST-9
[")$55* #8%$* 0&"1* (,* a&"&"* #&1$5* 5#06("2* &SH'("7* 54S8* &5* &* SAQGH&"#
UoBIASH: (“H HHEH N (5 H Y EHSH %6*8¥) &% 2$<5S&)$H" SUS&ESH S M4 'H#.* 4% S 8E
RISKS*LOSING-CREDIBILITY *+&ALLING-EXPECTAT
MAKE+IT*HARD+*TO+*RAISE*ACTUAL+INMATIONTO«TH
hA$%&,))7*#8$* a8 &"$5$* SO $%'S"S$* (, *#8$* N&5#* #8%$$H* . $&%65*/$I("5#
QHB* 8+ 06(9'5$* &"I* #BS* '#,8))5* (,* &* S(9Q"$/* %6 (2% &I (,*|:* &"*
RAISING+INmMATIO N YENBE@ BTN P5S #E 2)$H8$*S, $SH5*
(,*#BS* #B(* S(ON("$"#5* (,* #8'5* \06(296&9IISR* * (BSASYT* #* '5* S)$&Ye* #HB&H*
PROMISE+TO«RAISE« INMATION*WITHOUT+OTHER-
NY(9'5S* BY))* "(#* B(%1R* * I"/$$/7* &* S$"#%&)* Q&"1* 945#* Q$* B'))"2* #(* /(*
BB&HBASY* H-H#E 1S5+ " *H$% 5 (,*) (BSY*"HSYS5H* Yo &HS5*&" *O(% S| *#(*&S8
HEN(9'5SH (Yo 406’5 15%) (5" 2 S%$/ Q') #.*& " [*O& 1 "2+ HE* #8514 S8*BEI6/$Y6F

U6" 20&"1%(,* a8 & \A%(/8* 5&.5* "(* "$$/* #(* &I (M* "$28&H AS* ISN(5'H* Y%o&HSE* " a& & {7+ =$4#$%5T* I*
Y$S$9Q$%*6?>LR

UJ* d5*9$"# ("$/* "%$A'(45).
RECEIVE-INTEREST+ATe

UG $E«-ICHELIS*AND+)ACCOVIELLO- *ALSO*ARGUE+THAT*THE+"AN
THAT+hFURTHER*MEASURES*ARE*NEEDED+TO*RAISE«INMATION®

TIONS+ BES
+ As MODES T
CONSUMPT
ING*PRIMF#
L*

8).*
ESeHASBI

b

| R

*

=)

*

*INMATION

CURRED-<IN

0(9*
#5*

3*

HAT« EXIST:
G TERM<eIN
DNG TERMe
IXeMONTH S
&)*

B35 7 #*
ONS+OF-LC
{E+"ANKs*OF
6&HS5*

&*
POLICYeAC’

SAS
R

cOF+*APANH/
TOes v




L?":7)2'603$'Q)# Q$#21)0'()#*3'B"R

Box 3.3 (contd.)

Figure 3.14 InRation and infRation expectations in Japan

3
"——
Yot & 7’ S
, PRGN - -7 N
[} - =
%%#$ N - \\’—
® >3)914-7267@7A-+
5-"\$#&
o :37-6;)<=(4;3)
N sH$
s
S 1$#&
™
S 1o
= 70
S
1%#8&
1"#$
(=]
B B oy XS L - - = - 0 2 60 X B gy o
S8 88328828838838 88 S8
cr T crrT oo T oo T O
* * - * * * *

C23F#ORE*INMATION*IS*BASED*ON*CONSUMER*PRICES*EXCLUDING}FRESH<FOOD
TAXES «,ONG TERM+*SURVEY*ISeSIX «TO*TEN YEAR*AHEAD«INMATIOIN<EXPECTATIC
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3.6 Policy mix, interactions and Pnancial stability

3.6.1 Policy mix

D8$* QS5#* 9'0* (,* 1()'S'$5* #(* $5S& S #8$* )(BSYo* Q(4"/* S("SHU& #* I$/$"/5* ("*
THE*MONETARY+AND+INANCIAL* MARKET+*CHARACTERISTICS« AN
COUNTRY*n*THERE+«IS+*NO+*ONE SIZE ITS ALL *30ME-COUNTRIES
1(9$5H#'S* &E5$H#* 98U LBH* ISMHB* (%41 * A'&* 5SS A%'H $5* M 4% SBEESER* 1"+ (#8$%6* S(4"#Y'$5 7*
HBS*HY68&"59'55'("* (" $2&H ASH " HSYoS5H* Yo &HS5* 98 * QS+ 8&I BU6$/* Q.* Q& 1" 2* SSSH(%6*
FRICTIONS «&INALLY « THE+PROSPECTS-FOR+-USING*FORWARD:
SONGSHEH ("SHS S H("%$, $%$" SSE+&" MBS S #AH ("&) () # S&)*S %S AI5HE" S5+
FOR*COMMITTING-TO*TEMPORARILY*OR*PERMANENTLY-HIGHER

3.6.2 Policy interactions

“$2&H ASH " HSYOSH Vo&HSE* &" ¥ F "HY&SH* " B&. S HBEH* 8YoSH ONVHE H H(* H&LS* "H(*
&SS(A"#* B8$"™ [$52""2% &"[* '9N$O$"#"2* #8$5$* 9$854%$5R* d5* /'5SA55S/* "+

3$SH'(" JR>T* Q&"15% 9&.* "(#* Q$* &Q)$* #(* N&55* ("* "$2&H# AS* N()'S.* Yo&HSS* #(* YoSHE)*
ISN(SHERH *0$HE SN (5 HE*S ("SH HAHS* &) &Y62$*588I6$*( Q& 1) &Q') # S5 T+H#ES *SA## " 2*
INTEREST*RATES*BELOW+ZERO*WHEN*DEPOSITS+*ATTHE-CENTR
PROPORTION*OF+THE*ASSETS*BANKS*HOLD*MAY*CONSTITUTEA
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Q&"15*#8&H*S(4)/*/$5#8Q") 5$*#8$*Q&" 1" 2*5$SH#(%R*D8'5*B&5*#8$+V$&5 (" #8$+3 0%&."/*
HB$*08"14(, a8 & & " (4" SS/*'$B*H $%"'2*5 SHSI5* (Yo HBS" HEUS5H Vo 8HSE (S S #Ib&)*
Q&"1* [$N(5'H5* &tt* #BS* GROSH #'0B* #BS.* SAH* "HEIbS5H Yo&HSE "H#(* "$2&H# AS* #S$%6% H(% R*
D'$%"2% 5. 54$95* SOSOMH) 8I62$* N&Y#E* (,* #8$* Q&" 15b*/$(5'4#5* 8$)/* BHB* #8$* S$"#%6&)*
Q&"1* %(9*HBS*"$28H ASH/$N (5 H U &HSR

Q¥BH#B8$*98 "S85 ("*QE&" 158 ()/*5(*I&" XS (5 H5*EH*SS HY&)* Q& 15RH " H$Y$5#*
%&HS5* RIS SAHQE) (B*C%(*QS, (%$H:¥5+9N) $9$"#$/ 78" Q& 15b*8()/""25*(,*S$" #%6&)*
Q&"1*/$N(5'H#5* 8Y$*) (BT*HBS *HBSYeS*'5*) Hi) $*/ VoS SH*"" # &)* IN&SH* Yo (9*HBS"$28H AS*
RATE*ON*BANK+PROITS *3UBSEQUENT*1%+PURCHASES-WILL*TE
"S)A[" 2B S$5(,*&5ESHE*8$)/* Q. * Q& IERY (<Y $HE' IS5 H* A" 2*S (5#B'))*
(&) RH"MHBG+SRESTHEH ' $%™" 245 5HEO* (%*S$"H#06&)* Q& 1 %S5 AS5+98&. *Q$*) $55+ N (VbH& #T*
&H*)$EEH"H#&)) R*

+$SSBBHH*&"[*3S8($"8()CHFE?>UH*8%624%*,(%*5SMAS"S "2+ " $28# ASH " HSUS5#* Vo &HSE*
QS$,(%$1:*, (Yo #8$5$+%$&S5("5 7+ QAH 198, *&)5(* QS+ &S S HE&Q) $H#(*SIQEIL* (" #B$#B(*
#A$55(,7()'S'$5*5'04)#8"$(45) R*N"$*8%6249$"#* (%*$IQEY 1" 24("HBSHB(*()'S $5*
5'04)#&"$(45).* 5*#B&H* S$"H#06&)* Q&"15%9&.* B'5S*#(* Vb(A'/$*5#94) A5+ %6&N/).* &" [
$H#48$.498 *B'5EHH(*I(AS*D)(B). XS AHH"2()'S MY &HSEH"H (VoI SY*H (*24& Yo/ & 2&"SH*
&"*)8&Y%2$<55&)$*5B #S8 #(*S&58R

A4HE+« FACT+ THAT+ PROITABILITY«IN+s THE« BANKING+ SECTORS= |
S(4"#9b'$5* 8&5* Q$$"* SHY("2* 5422$5H5* #8&H* #'$%™2* 5.54#$95* 98&.* "(#* Q$* "$S$55896.*
SASBHE*"H'&)). *8'28%)$AS)54(,*S$ H%&)* Q& 1 % $5$%ASER*D'$%" 25 5#$95+9 (% $(A$Y6*
&S BRI/ H(*/$5'2" " &+ B & HBEH*I'5HY QAHSSHHBSH ON) SHEAQ5' " 8SYS HH " *5 4S8
5.54$95%,&'06). * &SY%(55* /', $%S$"#*#./$5* (,* Q&"1* Q45" $55*9(/$)5R*d5* &"* &)HSY%"&H AST*
S$"HY&)* Q& 15% Q' 28H* #b * #(* S((Yo/" &HS* &* 5'O4)H&"B(A5* #%6&"59'55'("* (,*"$28H# A
Uo8HSS* #(* Y$HE')* ISNGHET* #83%$Q.* %S5H#(%" 2% Q&"15b* "$H#* "HEY$5H* 9&%2"R* D(* /(*
#B'57* S$"#%6&)* Q&"15* B(4)/* BRAS* #(* &S S$M* #8$* N#$"#&)* N)'# S&)* S(5#* (,* &*)'1$).*
4"NM)&YHN()'S R

3.6.3 Monetary accommodation and Pnancial stability

0.%)(B$%"'2* %'51<,%$$* "HSY$5H#* U&HS5T* SONE"5'("8&%.* I("$#&%.* N()'S.* $"S(4%&2$5*
"ASEH(I65* #(* Q4.* (HBSYo* &5ESHET 0b&'5"2* #8$* 'S$5* (,* #8(5$* &E5SHE &"[* %$/4S™2*
%'51* \%$Y495R* h * S(4%5$7* #8&H* '5* BOKSH).* #8$* "H#E"#'("* (,* #8%* N()'S.R* 1#* 9&.*
Q$S(9$*&*/)$998* (%*&*S$"#%E&)* Q& "1 7*B(BSAS%T* *0b'51*#8&1 "2+ 5*&SS(IN&" " $/*Q.*
INCREASING+LEVERAGE*INTHE*INANCIAL*SYSTEM+OR*IFeTHE-I|
&S (#4"5 "SR*0&"1<S%$/#<,4$))$/*\%($%#. %' S$*QAQQ) $5*8&AS*QSS &6t S4) &%) *
#9%(4Q)$5(9$*F3S84)&%'S1*&"*D&.) (%7+6?7>6HR*D8$*B(%5#<S&5$*5S$" &% (*B(4)/*Q$*,(%*
ANsUNSUSTAINABLE*LEVERAGED+*ASSET*BUBBLE*TO*GROWWHI!I
8%$*#%$""2*/(B"B&Y/5R
D8$*)("2<5#&"["2*1$QEHS* &5 H#(*BBSHBSY*I("$H&Y0.*N()'S *8&E*&" Yo () B*#(*N)&.*
INe SAFEGUARDING+ INANCIALs STABILITY+ CONTINUES * 4HERE-
O("$H&ID.* N)'S.* '5* QSHHSYe* SAHS/* #(* &SS'SA"2* SHEQ)S* A%'S$5* &"/* $9M)(.9$"#*
THAN*TO*REGULATING+*LEVERAGE+AND<INANCIAL-EXUBERANCE
IBAB)(N"2*&" X INBIB H " 298 S (VA" H# &) *IS&5A%S5+54S8*&5*8'28%6* 23" $%6&)*
SENH&)GHE" I&YI5T*S (A" H#$E%S . S)'S&)*S&NHE) 5 A% SBEY2$5 T %$5HY' SH! ("5H(")(&"<H#(<A&)A$
&"1* Q(%%(BSYe* ISQH<H(<""S(9$* %&H (57* &"/* 9&" * (H8$%5R* D8S* MASSH ("* %$9&" "5+
WHETHER-FEASIBLE*MACROPRUDENTIAL-MEASURES+<ARE+SUFI(
SH&Q')H.7*&"[T*' *"(#7* BESHBSY0* O("$HEY. ¥ N()'S * 58(A)/* HY6&IS (,,* &* MA&"#AY* (,*
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MACROECONOMIC*STABILITY-IN*ORDER+*TO*SAFEGUARD+INANCI.
OF+CLAIMS*THAT*MONETARY+*TIGHTENING+IN«A-RECESSION+CAN
QA H#'5%QS. ("[*HBS5S (N$*(,*H#8'5*USN (Yot H(*ESHH) $HBSH SQEHSR™

7E+ NOTEs THAT. SYSTEMIC+ INANCIALs STABILITY CONCERNS
O("$H&Y.* N()'S.* F)(B* %$&)* "HSY$5H#* %&HSEH* & \).* $MA&)).* #(* SH&"I&Y6/* I("$H8&Y.*
N)'S.T* 11T "$28H# AS* Y%&HSS* &"I* (%B&Y%/* 24'/&"'S$Re YN+ THE+ DEmMATIONARY+ O
%$S$55'("8%.*$"A'%6("9$ H#* " BB'SB*$S("(9'$5* &6$*) 1$). *H(*QS* S(", %("#$/* B'#E*
THE*LOWER+*BOUND+ON<INTEREST*RATES «INANCIAL*RISK-TAKIN
H(*BB&H5*S("5'/$Y$/* (M 9&)R*I"5ASB*&¥B (%) THHBS*5)) (ASY65H(,9("$#E&Y6. *N()'S. *
EASINGe« ON+INANCIALs STABILITY+ARE+LESSsNEGATIVE+ THAN-
2%(B"2*$S("(9.*F[Q/$7*6 2> UHR*#*5*8)5(* ONYoH&"#H#(*%$S (2" 5$*#88&H#*$S("(9'S*
STABILITY*HAS*DIRECT*BENEITS*FOR*INANCIAL*STABILITY ¢SO
A*RECESSION+DOES*NOT+OBVIOUSLY*RAISE*INANCIAL*RISKS+0
62>Gx*0$%"&"1$7*6?>LHR

P8)$*"(#* "$S$558').* S("S)A5' AT+ &"* "HBUS5H"2* 544/ * Q.* 3AS"55("* F6 2> UH*
CALIBRATES+* THE+COSTS* AND+*BENEITS: OF+ADDING+A«INANCI.
MONETARY*POLICY*RULE+*AND+INDS+*THAT+THE*ECONOMIC+COST
EVEN*WHEN+*MACROPRUDENTIAL-MEASURES+ARE+«JUDGED-INSL
PREVENT+A+INANCIAL*CRASH+ SEE*ALSO*!SSENMACHER 7ESCHE

2ELATIVE*TO*NEGATIVE+RATES*OR*HIGHER*TARGET+-INmMATIO
CONTROL*OF+«INANCIAL*ASSETS *1%*MAY*INCREASE+PERCEPTIC
&55$H0'SS5T+2 AS HHBEH HBS*S$"#06&)*Q&" 1¥5*("$Y68H"2*#8% (4 VS DIBRTS #06&)*
Q&"1%9& *"$$/*#(*S (994" S&HS* #5*"#$"# ("5*S)$&%) R

UL 4AHBAONETARYNINANCIAL*TRADE OFF*CAN*BE*AFFECTED*BY*THE+SPECIIC*NOMIN/
EXTENTeTHAT*THERE«IS*MONEY*«ILLUSION*OR*THAT+*INANCIAL<INSTITUTIONS+HA
S&5$5*&%$*/'5S455$/*" " *3$SH# (" IR>R*P$*,(S45*("*#8$*2$"$%&)*S&5$*8$%$R

UU N(%*$0&9MN$7*9&" ' &Yo#' S &"#5* "*#8$*"$B). *554$/*-03*9& % 1$#*Q$) SAS/*#BE&H* #BS*NS/*8&/*5 (9$*#& Y02 $#*
FORe+-"3+YIELDS+IN- *WHENCHAEEBESTWEREPXIRD* IN*TERMS*«OF*QUANTITY*NOT-P



4 Raising the inf3ation target

@'AS"#B$*S8&))$"285%&"*) I H5* " A(AS/* BHB* 45" 2+ 4" S ("AS H#'("&)* I ("$H&Y *
N)'S *&HH#8$X) (BSU*Q(4" T %SO ASO$&5A%SE*HB&H B (4)/*%$/ASSHES*, %$mAS"S *
OF+*THESE+*CHALLENGES*SHOULD*BE+CONSIDERED *4HE+«INmATI
&'9% (%*BBS S 2+9("$H#EY. *N()'S F5¥(, *S$"HY6&)* ON(YoH & SSHH(*H#BS*V6(Q)$9*(,*
#8$*)'MA''H# Y& R

#OUNTRIESs SHOULD+ PERIODICALLY+ RECONSIDERs THEIR® INT
SONGSHS/* AHAYS YD&) " HSVoSEH Yo8HSE* & B+ &IN) HAIS*(,*58(S15+HBEH* &I6$*)' 18). *#(*
B#H#8$*$S("(9.R*d)%$&/ . *9$"# ("SI &Q(ASH S HBS N (#$H# &) *45$*(, *5ASB* & USA'5'("*

H(* 5 $$/* #8$* S5S&NS* 96(9* &"* SO'5H"2* ) MA' [ #.* HY&NT* QA#* #8$Y6$* '5* &)5(* &* S&E$* ,(%*

685" 2 HBSH&Y6 21"+ (Yol SY6*H(*V$/ 4SS HES* Yo SMAS"S *(,*, 4HA%SY) MA'H#. HU & *$AS HER*
AHE*NUMERICAL+LEVEL*OR*RANGE+*FOR*INMATION+IS«USUALL"
5 28" $%08,)) . * B, H* H(* HBSF S$"HY0&)* Q&"1* #(* #Y6&"5)&HS* HE* 1$2'5) &t AS* O&"I&HS* "H(*
9$854%8Q)$*2(&)5*(%*(Qf$SHBS5R

I"s &IA&"S$H/* $S("(9'$5* #83%$* 8&5* Q$S$"™* S("5'/$%&Q)$* S("ABY2$"S$* #(B&Y6/5* &*
GOAL*OF*ABOUTs +BUT*THIS*MAY REMECT+*SOMETHING+OF«A
S)A5HE%"2*$, $SH 98 *BRASH QS ("$U&H " 2T+ &5+ $&SB* S$ " HU6&)* Q&"1*) (1$/* (A$Ye* H#5*
58(4)/$%* &#* B8&H* H5* "$$%5* BSY$* /$S'/"2% QS, (%6$* SSHH)"2* ("* &* Yo&HSR* I"/$$/ 7 #E$*
2IKSBANK*EXPLICITLY*STATED*THAT*ONE*REASON*FOR+ITsHA\
INe *WASeTHAT*hTHIS*WAS+INeLINE«WITH*THE«INMATION+TAF
"&# ("SR

D8$*("#'98&)* SB('S$*(,* #&Y2$H* 5*" (H*"$SS5EEN'). *5SH*" 5 ("$T*&"*58(4)/*Q$*%$<
EVALUATED*RATIONALLY+BASED+ON+*CONSIDERATION+OF+THE+B
TARGET *)N*PARTICULAR *EVENe«IFs *WAS+AN+APPROPRIATE-TAI
(,*#8$*>KKP57* Q(#8*#8$* %6()("2$/*) MA'# X Y68 M 5" S$*622M* & [ #8$* SA/$"S$*(,*

&*5$SA)&Y6* &))* "+ HBS* "$AHY&)* %B&)* "HSYSEH* Yo&HS* 8I62AS* (%* 5(9B* 4/B&Y6/* %SA'S'("R*
AHE+ TRANSITIONs TO« A« HIGHER* INMATIONs TARGET* MAY+INVO
1("$*S8%$,4)).*&"[*B'HE*HB$* ' 28#*5AM (Yot "2+ 9$&5A% S5 T*B(BSASU T+ #B8S5$+ S (5H#5* 8IS
UNLIKELY*TO*OUTWEIGH*THE+*BENEITS*OF+HAVING*MORE+-MONE
H$%IR*

PB&H 5*"$H/$/* 5*&*SUS/ Q) ST SH #AH (" &) 5S/*USA'SB* % (SE55*, (%*5$)$SH" 2+ #8$*
LEVEL*OF+THE*INMATION*TARGET ««4HIS+SHOULD+-PERIODICAL
BETWEEN*THE«COST*OF«A«SLIGHTLY*HIGHER*AVERAGE+INmMAT
REDUCING*THE*RISK+*OF+SEVERE*DEmMATIONS*OR<RECESSIONS
A*PROCESS *OF+A*HIGHER*INMATION*TARGET+*SHOULD+NOT+TH
S$"H%&)* Q& 1b5*S(99'HO$ #*#(*&*5H&Q)$* 98 S ($S("(9'S*%$2' ISR "SHSE/ T+ H#*S (4)*
5HO$" 2#8$"* SUS/'Q') H.* "&594S8* &5+ '#* B(4)/* 'O V(AS* #8$* &Q')'#.* (,* #8$* S$"HY6&)*

Q& I (*OSSH*H#5*9&"I&H#SR

U+ %ARIFERPONENTS*OF+RAISING*INMATION*TARGETS*TO*REDUCE*THE*RISK+OF-«1
F>KKMH7*\9%429&"*F>KKMH7*0$%"&"1$*F6???H*&"/*0)&"S8&%/*$#*&)R*F67>?HR

LJ
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4.1 Benebpts of mising the in3ation target

3ECTIONs «DISCUSSES*THE*ANNOUNCEMENT-OF+AN«INMATION
(90 Q((5H#"2* & $S("(9. 5 (4#*(,*&*)' M ['# *#I& R*e$%$ T*BS*$O&I " $*#8$*) ("2<%64"*
B, BSHH(,*&*8'28F% HEYo2SH* (" H#BS* %SMAS"S *&"*5SASY'H. *(,*C$% (*Q(4" S5 (/$5R
=$S8))* #8$*N'58$%* SMAGHEEH]* € « 2AISING*THE+ INMATION-TARGE T+ WC
THE*NORMAL*LEVEL+*OF+«ACTUAL*AND+EXPECTED*INmMATION «Al
(> #8$*"(9"&)* "HBUS5H* Yo&HSR* N(%* SOKINST*' *#8$* )("2<%4" %$&)* "HSY$5H#* Yo&HS* '5*
*RAISING*THE-INMATION*TARGET*FROM+ +TO+ +WOULD<RAIS
THE*NOMINAL-INTEREST+RATE«FROM+ +TOe +3TARTING+FROM
S$"#9%&)* Q&"1* B(4)/* B&AS* &"* SOHYE* 677* Q&S5'5* A("H#5* (,* S("AS"# ("&)* 9("$H&Y%.*
$&5"2*&A&)&Q)$*QS$, (Y$*H#BS+"(9" &) Y&HS*8 H5*CSY6(R*V()'S.9&1$%5*B (4)/* QS+ QSH##S %o
&Q)$* #(* (,,5$H#* %SS$EE5'("&Y%.* 5B(SL5* &"/* 5ASH/* #BS* %$HAY" #(* ,4))* $ON)(.9$ " #R*
7TE*GET*QUANTITATIVE*ESTIMATES+OF«THE+*BENEITS*OF+«A*HIC
5'94)&#'("5%(,*(4%*5'9N)$*9&S%($S("(9'S*I(/$) 7 %$5$ " #$/*"*0(O*GR>R
-OVING+*INMATION*HIGHER*CAN+*HAVE+OTHER*BENEITS «APAF
(*#8$*)' M4 H# A HY%E T (#8Q).* Q. *$&5" 2+ F(%* C2%$&S5 " 2D H #8$* 4" SH# ("2 (,*) &Q(4%*
98%1$#5* B8S *#8$%$*'5*/(B"B&Y6/*B&2$* %'2'# R* A" " #8$* &Q5$"S$* (,* &* ) (BSY%*
Q(4"1*%(Q)$I7*%$5$86SBSVS+BEAS* (4" *HB&HA"SIN) (OB HH " H#ES " HS/*3HEHS5*
AND*%UROPE*IS*MINIMISED*WITH+sINMATION*RATES+INsTHE+*RAN
ABOVE- IKERLOF-ET-AL «7YPLOSZ - *4HE-TENDENCY
INDEXES*TO+*OVERESTIMATE+INMATION «NOT+LEAST+BECAUSE-C
&SS(4"H#+(*HBSHIN&SHH(F"SB*2((/5+&"[*MA&) #.¥ 9 Vo (ASO$ H5T*&)5 (*"$$/5*#(*Q$*
BORNE+*IN*MIND*AS+*A*REASON*FOR*AIMING-ZERVDEASURED+INm A

Box 4.1 The simulation with a higher inf3ation target

N'24%$* GR>* GbSA'S'H5* (4%* &"&).5'5* (,* #8$* @%$&H* =$S$55'("7* $O&I""2*
HB'5*$0N$%'S"S$*9'28# BRAS*QS$ /', $U$"H#*' * #* (SSA%$/* " &* % $2'9$*B'#
Ae <RATHER*THAN<As «INMATION<TARGET «3PECI
QBBRA'(4%* (* %$&)* A&Y%'&Q)$5* #8%(428* 622MIJ* &5* &SHAR)).* (SS4%%S
ASSUME+«THATsINMATION+s ANDs THE*NOMINALe®INTH
POINTS*ABOVE+THEIR*HISTORICAL*LEVELS «AN@-T
"H8$D&.) (% %64) SR*D(*'5() &HS HES*S, SSHE*(,*&*8'28$U H&I62$HT*BS/(*"(#*8
HBS" (9" &)* " HSYS5H Y &HS H(*,8))*QS)(B*#8$*5) 28#) *(5'# A$*)$AS)5*&SHA&
OBSERVED+OVER-® *4HE+IGURE*COMPARES-0
=$S$55'("*4"/$%*#8'5*5S$ &Y' (*H(*&SHA&)*8'5#(%.R

%VENs UNDER+* OUR*ASSUMPTION+OF«HIGHER=IN
%&HS5T* #8$* /$9&"* 5B(S15* (,* #8%* @%$&H* =$S$55'("* MA'S1).* A458* #E
ECONOMY+*TO*THE*ZERO+*BOUND *4HE*GOOD-NEWS
&*C%(*"(9" &) %&HS'IN)'$5*8*8'28) *"$28H# AS* % $&)* % &HST*B8'S*&SS$)$?
THE*RECOVERY*OF*EMPLOYMENT *7E«INDeTHAT*UN
Ae *TARGET*WOULD+HAVE+BEEN+SUBSTANTIALLY
&"[* H#B&H* HBS* 'NVUo(ABIS #* '5* $55$"H'&)).* #8$* 5&I* &5* #B$*'9NV6(ASIS" 1
INe THE*SIMULATION+WITH+A*LOWER+BOUND+OFen
4"$9N)(.9$"#* 28/ 96(9* 67>72* #8%(428* 67>L* '5* &Q(4#* 2RI* "$%S$ H&2$*
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2AISING THE INMIEEION TARGE

Box 4.1 (contd.)

Figure 4.1 Great Recession with and without higher inRation target
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4.2 Costs of a higher in3ation target

7OULD*RAISING*THE*INMATION+TARGET+*BY+A-PERCENTAGE+POI
COMPARED*TO*THE*BENEITS*OF+MITIGATING*EPISODES+OF«U|
&SSEMHBEHHBS " BAHY6E) ") BAS) (U $E)* HEVS5H U &HFF*BRE*QES ™ &))" 2%, (%*9&" * $&I5T*
& [+ HBEH*O("$HEYo.*N)'S . F"SH/5+#(* QB+ S IS/ *#(* S("$* B'#8*58(S15* ("*&*)&I62$%*
5S&)$*H#B& *BEE*$"A'BE&2S/*A%" 2H#BS* SRIEH(, *HES* @ VYoB&H*-(|SVo&H (" THH* 5" (#*8&Y6l*
H(* &Y624* HB&H* #BSUS* 0&.* BEASH QP & "SUSEES* "+ #ES* ("' OA* H&Y62$H* Yo&HS* (,*
INMATION*BY*ONE*OR*TWO+PERCENTAGE-POINTS

D(* S(4"#$%* 54S8* &"* &55$Y6H' ("7* #* B(4)/* Q$* "$S$55800.* #(* S)&'O* $HBSV* HB&H* &
INCREASE+OF*THAT+*ORDER+IN*THE*AVERAGE+RATE+OF+«INmMATI
&IASYO5S* 9'SU($S("(9'S* (%6* 9&SU($S("(9'S* $,, BSHET* (Vo* #B&H* &"* "SUS&ES* "* #B$*
TARGET+WOULD*LEAD*TO*COSTLY*VARIABILITY*INsTHE«INmMAT
)$AS)R

4.2.1 Costs of modesty higher average inf3ation

D(* Q$* 5SH#* 828 5H#* #8S* 285 %6(9* A(1&"S$* (,* ) MA'[H.* H#Y%68 "o(Q)$95* &IbS* #8$*
5(S'&)* S(5#5* (,* A&Y' (45 9'SY6($S("(9'S* /'5H(Y6H ("5 #B&H* 9&.* Q$* &55(S'&HS$/* B'#8*
HAVING+ Ae HIGHER+* AVERAGE+ RATE+ OF+ INMATION « 4HESE- CO
I'5S455'("5* (A$%* #8%* . S&UHT"S)4/$+#8%$* C58($*)$&#85%b* S(5#5* (,*$S("(9'5"2* ("*
CASH*HOLDINGS*AND*A*POTENTIALLY-RELATED-OVERINVESTM
DISTORTIONS*FROM+THE<INTERACTIONsBETWEEN+AN*UNINDEXE
&"1*2%$&HSY* A8Y'&Q') #.*(,*%$) & AS* %' S$5* % $54)#™"2% %(9* CO$"4* S(5#ED* (,*,%$mAS #*
' S$* &IFASHOS HR* A& H#' " 2* #B$5$* S(5H#5* '5* &* #&51* B8'S8* 8&5* $"282$/* 9&" *
5S8()&657*45" 2%/, $%$" HEMY(&SBS5 78" B #B(44#+94S8*S ("A$%2$" S (""" ("R

30ME+OF«THE*COSTS*OF+«INMATION*MAY*BE*DRIFTING:LOWER:
)$8#8$%*S (5#5R*DB$5$*&%$*454&)) *9$&54%$/*Q. #B$*€ % $E*4" SV #B$H/$I&" *SA%AS*, (%
"< HSYSEH QP& 2% ('S FF-> HFSONVSE5S/ &5+ &, A" SH ("*(, HBSH" (9" &) *Yb&HS(,*
"HSYSSHROAHT)'1$) * #B&" L5* #(* #$S8"()(2'S&)* SB&"2$57* #BS* /$9&"/* (Yo* ->* 8&5*
SHIFTED*IN*AND*STEEPENED *LOWERING*THAT+AREA+ EVEN+A"
["HS/*IHEHSE*"H1%6$)&"[FF627KH*'ON) *&*B$),8%$*) (55*, %(9*#8'5+5(4%S$*(,*) $55*#8&"*

cOF«'$0 oo

OOTENTIALLY* SIGNIICANTs ECONOMIC+ EFICIENCY+ LOSSES=. A
5H#&22$%$/*" (9" &)* "% SS<E$H " 2+* 55498/ 94 S8*Y$SS" ##8S(%. *FSR2R*P((/, (%/7*

S'ALI o *BECAUSE«IT*RESULTS+IN+*A*DISPERSION-IN+RELA
B8'SS* "+ #4%"* )$&/5* #(* &* 9'5&)) (S&H'("* (,* "6 (/ASH A$* %$5(4%SSER* * 04#7* Q&ES$/* ("*
RECENT+RESEARCHINDINGS *IT+ISsNOT*CLEAR*THAT+HIGHER-II
I'57$%5'("R**N(%*$O8&IN) S 745" 2+0' SUb(*/ &H#&*("*[3*S ("549$%* %' S$57* & 18&94%&* S
AL «IND*THAT*THE+*LEVEL+*OF+PRICE*DISPERSION*HAS*NO"
INMATIONe EVEN*INTHE+ S *WHEN+INMATION*ROSE+TO-DOUB
HIGHER*INMATION*HAS*LED*IRMS*TO*ADJUST+THEIR*NOMINAL+P
HB'5%(,, SSHEHBS*S, SSH*("*/'5 S5 (8I6'5"2* Yo(9*5H&22B%S/* V' SEEBHH 2R

UM 3$$7*,(%*$0&INST+H#BS) HEV68HA%S VSA BB US &S/ Q. *+0*5HE, (4" IBY " H5*) &HEBEH*, (%9&)*&55$5598 " #4(,*
O("$H&Y6 *N()'S *oHYEHS2. F=(/%024$C<VE)$" CA$)&*$#*&)RT*622 JHR*A"*$86) $%6%) #$%6&H#A%S $ON) (% $5+&B IS 068" 25+
OF+IMPACTS*OF+DIFFERENT+*INMATION*RATES+IN*AN+ECONOMY+DOMINATED*BY-+
(HBS*ORULBHAL)AFH(FBMAH SE+&"[*("*HBFH"SS"SH*(,*S(UNYo&HS /B, &A)HFSR2R*-(/'2) & *&"[*+(8"T*
>KIKX*P&/8B&"7*>KMUHR

UK 196("S&)).* (% #8$* S(HSOH (* (4%* %S N U T* #8$* BS))<1"(B"™* Q&5'S* NU'$/98&™ %d)$* ,(%* O("BHESH7*

I$%'AS*5'9M) *Q.*0"'O'5 2 #BSES*58($4) SEHBSY6*S (SH5T*S&))5*, (Y*&*S ("BHE H CHIb(*" (9" &) " #SYSEH U &HSH*
BUT*FOR*NEGATIVE+AVERAGE+INMATION
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4HE-IMPORTANCE+OF+COSTS *SUCH+*AS*THOSE+*ARISING-FROM
& [*&" 4" SO$/*5 . 5HEO*( HEOE&H (*B8'SB*S(4)/Q$*"("<"$2)'2' Q)$*&HSAS") (B*
RATES+OF+INMATIONe &ELDSTEIN - *MAY+ALSO<VARY+OVER
)SAS)*&" F5HYASHANSH( H&OS TR
(IGHER* INMATION* MAYs MAKE+ LONG TERMe+ INANCIALs PLANN
N(%* $O&ON ST+ #BS*"(9"&)* )SAB)* (,* BS&)HB* "$$/B/* ,(%o* YoSH# SIS H#* "'+ J7* $&I5 'S
CONSIDERABLY*LARGER*WITHs sTHAN«WITHes «INMATION «4HATe
8Q(AH#*5&A"2* &" [* &E5$H* &))(S&H' ("T* Q$SS&ASS* #* #E&LSE*$,, (Vort* &"/* 5(N8'SH S&H' (" #(*
S("ABYH" (9" &) H(*%$8)*O&2" HAISER*" *H#*BEEHH(*QS &S 1" (B)$/ 25/ #8&H+88' 28$%*
INMATIONTARGET*WOULD*MOVE+<US*FARTHER*FROM+THE*DEINI
BY+' REENSPAN- « WHILE*ESCHEWING+THE+IDEA+«OF+A+PRE
NAMELY+AN*ENVIRONMENT+ INe WHICH* INMATION+IS+LOW+ENOI
MATERIALLY*ENTER*INTO*THE+DECISIONS*OF*HOUSEHOLDS-AN
e(BSASITH(*(4%*1"(B)$/2$7*"(Q(/. *8&5*5(428H#*#(*9$&54%S$#BS* 082" #A4/$*(,*
WELFARE<LOSSES*FROM*INMATION*THROUGH*THIS*CHANNEL «7|
ISeSMALL *BUT*IT*SEEMS*MODEST*COMPARED+TO*THE*BENEITS:
7E*HAVE+*ARGUED*THAT*A*HIGHER+*INMATION*TARGET+WOULD*M|
4"$9M)(.9$" #*%&H#$5T7*BB'SB*S&"*Q$*/'5&EHY(45* ,(%* $(N) $b5*$S("(9'S5*1) & "5R*P$*
"AHSHBS* YS&ISY* H(*S("5'I$%* BE&H* B(4)/* 98 1S* .(A%* YoSH U $IS #+ )& 2% O (%6 $*
DIFICULT *LEARNING+*THAT*YOUR*CENTRAL*BANK S¢INMATION-
*OR*LEARNING*THAT*YOU*HAVE+AN+INGRERSED+RISK:OF+LOS
DAY%""2* #(* #8%* 9&S%(* )$AS$)7* 9&".* 5S8()8&I65* BEAS* 58(B"* &* SU(55<S(4"#%.*
CORRELATION+BETWEEN+HIGHINMATION*AND*WEAKER+*NATION
FEW+IF*ANY*OF«THESE*STUDIES*INDICATE«ANY+*SIGNIICANT+BE!
INMATION-RATES*BELOW+ABOUT+ +OR+SO
/JUR* SENSE+ THAT+A*«MODEST+INCREASE+IN+THE+AVERAGE-= IN
«WOULD*NOT+ADD+* MARKEDLY+*TO*EFICIENCY+OR*GROWTH+P
REINFORCEMENT*FROM<CONSIDERING*TRENDS+INPUBLIC*ATTIT
TO LATE+ S WHEN *AFTER*SURGING+INTO*DOUBLE*DIGITS*IN
STABILISED*IN*MANY+ADVANCED+EC®NOMIES-AT-AROUND-
#ENTRAL*BANKERS *SUCCESS+n*SPEARHEADED+BY+-0AUL+60LC
TO+ «ISeOFTEN*CALLED*THE*@CONQUEST «OF+INmMATIONe® E G e
APPEARED+SATISIED*AT+THAT*TIME+TO+LIVE+WITH+ «INmATIO
THE+&ED+*DID*NOT+*TIGHTEN«POLICY+TO+CONTROLINMATION-UI
INMATIONSTARTED+*TO+*RISE<ABOVE+s « 20MER*AND+20MER =
AHE*GENERAL*PUBLIC*ALSO*APPEARED+*SATISIEDWITHe+ «IN|
96(9*>KIBHH(*>KMB 7*@8&))AMN())5* (4" *HB&H* #BS B S$" HE2S( HHBSH[3* (M) &' ("
THAT*CONSIDERED+INMATIONshTHE«MOST+SERIOUS*PROBLEM-=
FROMs +TOs <AND+THAT*THIS:PERCENTAGE«WAS+<HIGHLY+CORI
RATE *&ISCHER- *REMARKS*THAT*hTHE*CONCERN+<ABOUT+INT
ONCE*INMATION+*DROPPED+BELOW+ «INMATION+HAS+«NOT+BEE|
POLLS*SINCE+ Vv *!CCORDING+TO*' OOGLE+*BOOKS MENTION+OF
N%%$"S8<* (%* @$%9&."<)&"2482%* Q((15%,$))* Q&S1*58&%").*,%6(9* #5* N$&1* "#$"5'#.* "
HBS*)&HB* >KI?5* (%6* $&I).* >KM257* &)5(* 5422854 2% #B&H* #8$* "% (Q)$9* B&5*"(*)("2$%*

17« )NDEHBME*SEIGNIORAGE*REVENUE+*ASSOCIATED*WITHINMATION*RATE*FACILITAT
TAXES*FOR*A*GIVEN*REVENUE*TARGET *THEREBY*PARTLY*OFFSETTINGTHE*DIS
&"[*&*2'A$"E5$H*(*H&O*%&HSER*

1>« IVERAGE*ANNUAL#0)*INMATION® *IN*THE*S5NITED*3TATES*WAS- *IN*&RAN
SNITED*+INGDOMe«IT*WAS- e RATES*IN*'ERMANY*AND**APAN*WERE*MUCH+<LOWE
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&HHN&SH™"2* N Q)'S* &HHS"# (" Q. *#8$* 9'/<>KM?ER**d))* "+ &)) 7*',* B$*) ((1* Q&S1* &#* #8%*
PERIOD*OFe *INMATION ¢[ITeIS*HARD*TO*SEE*ANY*SIGNSeTHA
SIGNIICANT*DAMAGE*FROMsINMATION*RUNRWMNIGEFAIRLY*STEADI

4.2.2 InRRation variability

OOLICYMAKERS*OFTEN<EMPHASISE*NOT+THE+LEVEL*OF+«INmMATIC
HIGHER*INMATION*TARGET*ON*INMATION*VARIABILITY+AND+UN
MAINTAINED*A*IRM*COMMITMENT+TO+A+s +TARGET *WOULDe*INm#
TARGET+*BY*MORE*THAN*AROUND+A+. «TARGET «!LARGE+EMPIR
THAT*THE+MEAN+<AND*VARIANCE«OF+THE«INMATIONRATE+ARE®
AND* TIME+« PERIODS «4HIS*FACT+1S+« IMPORTANT+sBECAUSE+ MO}
4"1$5'%8Q)$*$, $SH5*54S8*&5*8YQ HI &Y. * %S/ 5H%' QAH ("5*(, BS&)HB*&"[* 2% $EHSU* %5 1=+
"(9"&)*S("HU&KSHER**#+S(4)/*8)5(*BRAS*&*S8')) "2+ S, SSH*("*) ("2<HSU O " ASSHIS" #*
M&""2*Fed'C"28&T*>KKJIHR

AHERE+IS*NO*REASON *HOWEVER *THAT*A*HIGHER*INMATION
A&Y'&Q')H. ¥ HHBSHEYo2SH 55H&Q)SR*DBS*8'5H(%' S&)*S(%%$) & (" QIHBSS *#E$ & 48" I*
VARIANCE+OF+INMATION*REMECTS*THE+-FACT*-THAT-PERIODS-0
ALSO*BEEN+TIMES+IN+WHICH«INMATION*ISeNOT*ANCHORED «)N
SOMETIMESe LET* INMATIONe DRIFTs UPe BY+ ACCOMMODATING
SOMETIMES*DECIDED+*TO+TIGHTEN+POLICY+TO+*DISINMATE «7E-«t
INMATION*WITH+As *TARGET*BECAUSE+POLICY*HAS*SOUGHT-TO
$S("(9'$5* BRAS "(#* 5$$"* SAGHE$/* A$%'(/5* "+ B8'S8* /()'S.9&1$%65* 5(428#* #(*
STABILISE«INMATION*AT*ALEVEL*SIGNIICANTLY+ABOVE-

1"k A0S N) ST HBSUS* 9'28H* QB* 5(9$*  B&HA%S* (,* #8%* $S("(9.* #B&H* "SAHEQ).*
CAUSES+«INMATION*CONTROL*TO+*BE+LESS+*ACCURATE-WITH-A-
P&H5("*F62217*62>LH 0o (A/$*$A S SSHH#(*#8$*S ("#%&% R*D8$ %+ B (%6 1*/'5#"24'58$5*
BETWEEN+ SHORT RUN*VOLATILITY*ARISINGs FROM+s TEMPORAR
LONG RUN«VOLATILITY*ARISING*FROM+CHANGES+IN*TREND-IN
VARIANCE+OF+«INMATION+DEPENDS+ON*BOTH-TYPES+OF+VOLAT
LEVELs OF« INMATION+ HAS* INCREASED+ LONG RUN+ VOLATILITY
ELIMINATED*BY*COMMITMENTTO*A*TARGET «(ISTORICALLY <HIC
ASSOCIATED*WITH*A*GREATER*VARIANCE+*OF+TEMPORARY+*SHO
(*#$9N(%&%.*58(S15* 8&5* Q$$"* MAHE* SHS&/ * (A$Ye* #8$* )&5#* L 2* $&I65T* SAS"™ &5* #B$*
ECONOMY*HAS+EXPERIENCED+-PERIODS*OF«HIGH*AVERAGE-+INm
LOW<AVERAGE+*INMATION sLIKE*TODAY «)F-AVERAGE+<INMATION®
THAT*TEMPORARY+*SHOCKS*ARE*THE*ONLY+*SOURCE+OF«INmMATI
EXPECT*HIGHER+*VARIABILITY*THAN«WE+SEE+WITH+A+ <ANCHOR

JNDEED *THERE<ARE+*REASONS+TO*BELIEVE*THAT*RAISING+T}
B(4)* 1$-@/$3 INMATION+s UNCERTAINTY* COMPARED+TO+THE+ +«REGI
REASON+IS*THAT *AS*STRESSED*THROUGHOUT+THIS*REPORT -A
5 /SA5AQGHE" H &)*H 9 HBSCHU (Q(A"*("H " HSYS5H Y EHSERDE S5 HA&H (S YU $EHSE
UNCERTAINTY+ABOUT+THE-CENTRAL+*BANK S+ABILITY+TO«CONT
$, BSHE*(*4"S("AS"H# ("&)*()'S . *#(()5R

+("5'5HS" #* B HB* #B'5* [$& T HBS* A% (/*5" S$*6772M*8&5* 25"$%6&)). * QB ("$* (,* &
LOWeLEVEL*OF+INMATION*BUT*HIGH*UNCERTAINTY+ABOUT+FUT
INMATIONUNCERTAINTY+*INCREASED*ACROSS+*COUNTRIES+IN+T
/(SA9$"#$/*Q.* @$%)&S8*$#+&)R*F62>>HRH HEA)*&"[*PY'28# F62>IH" $%* % (Q&Q') #.*
DISTRIBUTIONS*FOR*FUTURE+*53+INMATION*FROM+THE+*PRICES
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THE*INMATION+RATE «4HEY+IND*THAT-DESPITE-THE+&EDERAL-®
WILL*-PRODUCE+ «INMATION+INeTHE+FUTURE *MARKETS+*HAVE-
&5S% ' Q$*&*5AQ5HE # &) Yo (Q&Q')' #. #(*) &% 2$ HEYo 2$H+Y'BES5*"*Q(HB*/ %S SH ("SRH"G7>>T*
MARKETS*ASCRIBED+*A*PROBABILITY*APPROACHING+ +TO+THE-,
THE*NEXT*TEN*YEARS+*BEING*NEGATIVE TANXZ-RED INFGROBABILIT

% 5% " (1% B&Y6/* #(* 4" ISYo5H&." * B * #8'5* 4" SSUHE " #.* &Y' 5S5R* h"* #8$* ("$* 8&"/7*
&H* #8$* CHY6(* Q(4"/* #8$%S$* '5* /(AQH* &Q(4#* &* S$"H#%68&)* Q&"105* &Q') #.* #(* $&5$* ()'S.*
FURTHER*AND*AVOID*DEMATION*IF*ADVERSE«SHOCKS+-OCCUR
BONE"S'("* (*#BS* O("$HEYb. ¥ Q&ES* %$5A)H"2% 96(9* 4"S("AS"H# ("&)* N()'S'$5* %& '5$5*
FEARS*THAT+INMATION*WILL*RISE*-MORE*THAN*DESIRED-IF*THE
HIGHER*INMATION*TARGET*WOULD*HELP*MOVE+THE*ECONOMY e,
& *%SHAY A5 H(* & % $2'9$* BB SB*S$ #Y68) * Q& 15+ &/FA5H*5S (Yot <HBU O+ " HEVYoS5H Yo 8HS5*
TO*OFFSET*BOTH+POSITIVE*AND*NEGATIVE*SHOCKS+TO«INmMAT
GREATER*ASSURANCE+«THAT*THE+CENTRAL+*BANK+CAN*CONTRC
%4"R

"% #8%* : A% (C("$* #((7* #8$%$* '5* S("5'/$%E&Q)$* 98I 1$#* 4"SSYHE" H#.* &Q(A#* A#A%S*
INMATION ««)NTERESTINGLY *NEITHER*THE+*DEGREE+OF+SUBJE(
(,*/'5&2%$$9$"#* QSHBSS /', $%$"#* (%S S&5HSU5* " (%* #8$* 8% 1$#* %'51+\%$9'49*  (%6*
INMATIONUNCERTAINTY*ARE+CONSISTENALTYHE OGURINEN Y « CEOWRE
OF<«INMATION+ 'ARCIA*AND<7ERNER -

4.3 Credibility and the inf3ation target

30FAR *WE*HAVE+*ASSUMED+THAT+*A*CENTRAL*BANK+CAN+*CHO
A TARGET+ABOVE+ +«0ERHAPS+THE+«LEADING*ARGUMENT+AGA
INMATION* TARGET+1S« THAT+IT+WOULD*WEAKEN*COMMITMENT-
B$&1$ " #8$*14Q)'Sh5* Q$)'S,* " #BS* #EU2BH* &"[*#8$%S$, (%$*)S&I* #(* & 4"I((%" 2% (,*
INMATION-EXPECTATIONS

0$%"&" 1$*$ON%$E5$/#8'5*/$&*"*67>6E*ZDBSNS/$%&) *=$5$%AS 7 (ASY6*E*) ("2 $%'(/*
OF*TIME *HAS*ESTABLISHED+A*GREAT*DEAL+OF+CREDIBILITY-I
LOW «AROUND-® *)F*WE+WERE+«TO«GO+TO+ +AND+SAY+WE RE-
0%'51*&*) (#*(,*#B&H*B&YOI<B("* SU$/'Q") #.7*Q$S&4A5$* ()15 B(4)/*5&.7*B$)) 7+ *BS* 2(*#(*

*WHY+*NOT*GO+TO+ +)T DeBE*VERY+*DIFICULT+TO+TIE*DOWN

FO$%"&"1$7*62>6HR*N#8$%*S$"#06&)*Q&" 1$%5+*8&A$+9&/$*5'0") &I*5#EHSIS #ER

DB8$* 6&H'("8)$* ,(%* #8'5* S("S$Y%"* '5* "(#* S)S&YR* I"* (#8$%* S("HSOH5T*N()'S.9&1$%5*
8U624AB*HB&H* 8* S$ HY&)* Q& 1¥58(4)/*/BHEV9" S+ HBS* (M 0&)*SHY&HS2. * (Yo OBSH "2+ #E*
9&"&HET*SON) & "+ #B'5* SHIUZHS2 *#(*#BS* N Q) ST*&"[* S&YY%. * #* (AHR* PS* BEAS*)$&Y6"$/*
FROM+RECENT+EXPERIENCE* THAT+As +INMATION«TARGET+ IS+
MANDATE«FOR*FULL*EMPLOYMENT *AND+ALSO+FOR*PRICE*STA
%'51*&H#*#8$*CS%(*Q(4"/R*D8F*%'51*(,*S%$/'Q') #.%) (55*9&. *"* & SH*QS*B'28$%*' *#&Yo2$H5*
ARE*NOT*REVISED*UPWARD «)N*SEVERALCOUNTRIES«CURREN
INMATION« ANDs UNEMPLOYMENT+ GOALS+*HAS+*GIVEN+RISE+TO=
Q&"150*&Q")'#.*&"[*B")) " 2" $55*#(*OS$H*#8$'%*9&"/&HS5R

+$"#%&)*Q&"15*58(4)5$$1*#(*9& 1$*S%$/'Q) $#8$'%*S (99 HOS HHH(*9$$# " 2*#8$ %o+
08" I&HSEH*" (#H8$'Vo*S (99'HOS HH#(*&* N &IbH S4)8Y*&" [* SV BN 5+ &I Q HY%68% . *)$AS)*  (%*
THE*INMATION*TARGET *0OLICYMAKERS+*COULD<EXPLAIN*THAT®
S("5'5HS #* BHE* HB$* 98" I&HST* & [*#B&H*#B'5*)$55(" O(H AGHS5* &"* " SU$&5S* "+ #B8$*
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TARGET +4HEY+COULD*ALSO*EXPLAIN*THAT*THIS*INCREASE«D(
RELATIVE+s IMPORTANCE+ATTACHED+TO+INMATION+AND+UNEMPL
" (%9&H (*&Q(AHHBS #06&/$<(,,5*#8$.* &S$R

4.4 How to implement a new target

h"$*5HY8H#$2.*, (%* S8 A" 2*S %S/ Q") #.*B(4)* QS #(*& (& $%' (I'S* U SA'$B*\Yo(S$55*
FOR*RECONSIDERING+*THE+INMATION*TARGET+*AND*OTHER+*ASPE
&*0b(S$55*S(4)+QS*(/B))$/*(H#BS S A% HY V& SH SSH( HHBF0& 1%, *+&"&/&T*B8'SS*
REVIEWS+ITSsINMATION TARGETING+*STRATEGY+-EVERY+IVE*YEA|
"(H QS SBE 2$/*, %$MAS H) X (Y*C (M (YoHA " 5H S&)). DT QA #+B(4)* QS U S<SAL) A&HS/*"*
)'28#*(,*O&F(Y*/SAS) (IS #5*5ASB*EE+HBS N (5H<622M*) M4/ #. 4% &R

1S« ITe HAPPENS « THE«"ANK+ OF+ #ANADA S+ LATEST+IVE YEAR-
S(9N)$HS/*)&HSYe+ " 67>UR* DS+ 0&" 1* 8&5* & (4" S$/* #B&H* ("$* 9&F(%*'554$* 4"/$%*
CONSIDERATION+IS*AN+sINCREASE+IN+ITS«INMATION+sTARGETFF
TO+ +"ANK+OF*#ANADA*ECONOMISTS*HAVE+BEEN+STUDYING+TH
&"1*N()'S.9&1$%5*B"))*9&1$*&*/$S'5' (" Q&E$/* (" 28* S8&YU$,4)* &"&).5'5*(,*#BS* S (5#5*
AND*BENEITS*OF+ADJUSTING*THE*TARGETvVe #CT% -

3HIFTING*TO*A*PERIODIC*REVIEW-PROCESS+FOR*THE-LEVEL-®
&)5(*Q$*06$)8H# AS). *5H#06&'28#, (YoB&Y6/*"* Y& SH S&)HEIOI5R* $B*&" &) #'S&)* S& &S H#.*&" I*
COMPETENCIES*TO*ADDRESS* THE* QUESTION«OF+WHAT+1S+TH
(%% #8$* "SO#* "HSYo<USA'SB* A$Y%6'(/* B(4)* "$$/* #(* Q$* ISAS)("SIR* +$"H%&)* Q&"1*
S(994" S&H ("8I (A" *HBSHEY2$H* Y% &ISB (%6 1*58(4)/* QI %S &YS/R*OAHH(HESY &I
(,* #8$* S$"#%&)* Q&"15b* 9("$#8Y.* N()'S.* ("$%&H"2* %&ISB(%1* B(4)/* ("$%6&H$* &5*
USUAL *)N*THIS*SENSE *MOVING*TO+*A*HIGHER*INMATION*TAR
SB8&"2$4(,*SA% %S #*S$ H%68) Q& 1% & SH S$5*&"[* Y% &ISB (% 15*#8&"*/ (#8$%*\%("(5&)5*
(Y HEYo2BH* (%098, EHS*SB& 2S5 (*&/ % $55#8$¥) (BSY*Q(4" % (Q)$I*F54SB*E5*#8 (5
S("5'/$%$/*Q$)(BHR

INe INCREASE+*IN*A«CENTRAL*BANK S«INMATION*TARGET*MIG
PERIOD+*OF«LEARNING *IN*+WHICH«INMATION+UNCERTAINTY+IS+
ONE*REASON*WHY+«INMATIONTARGET*REVIEWS+*SHOULD+OCCU
5S8$/4)$* &"1* "(#* Q$* ,%$MAS HR* DES* 4"SSUHE"H#.* S&™ I(%S(AS%* Q$* 9"'9'5$/*
#89%6(428* 2((/* S$"#%&)* Q&"1* S(994™S&H'("R* DBSUS* '5* ) HH)$S* %$&S5(" H#(* #8"1*
THAT+A*TRANSITIONTO*MODESTLY*HIGHER+«INMATION+WOULD
THE*ECONOMY *(ISTORY+*DOES+NOT+*SUGGEST+sTHAT«IT+WOULD
EXPECTATIONS +)NMATION+EXPECTATIONS *AS*MEASURED+BY
ACTUAL*INMATION*WITH+*A*LAG *)N+THE+5NITED*3TATES *FOR-E
THE*RISE*OF«ACTUAL*INMATION«INeTHEe Se¢ANDe SeAND-«T
INMATION*RISES*TO+ «IT+SEEMS-UNLIKELY*THAT-EXPECTATIOL

_EWe+:EALAND+*HAS*RAISED+ITS*INMATION*TARGET+TWICE«SII
POLICY+IN- «&IRST *«IT*WIDENED+*THE*TARGET*BAND+-FROM-
4HEN+IT*NARROWED*THE*BAND+TO+ n «PERCENTe«INe® «4HE-N
THE*TARGET*MIDPOINT+FROMs «TO+ «4HE<REASON<FOR*THE:-
$B)"2* #B&H* #8$* (%'2"&)* Q&"/* B&S* #((* %$5#% S# ASR* D(* 5(9%* SOH#S"#* #8$%6$* 9&.*
HAVE+BEEN«A«CONFUSION+BETWEEN+THE*BENEITS+OF+A+HIGH
206$&HSY6 %0()$*, (V& FON) S HH QIS SH ASH("$S("(9'S*2%(BHEH(%*$9N) (9 #RH"&" *

16 + 4HEANK+OF*%NGLAND S+«INMATION*TARGET+IS+REVIEWED+*EVERY*YEAR*BY*THE*G(
%XCHEQUER *'RGUABLY *A*LONGER+*PERIOD*BETWEEN+REVIEWS +SUCH*AS+#ANAI
&55$5598"#4(,*N()'S'$5&" ¥, (%*&A([" 2* ("N (Y6#4 " 59R
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BAS"HT*H#BSYS BSUSH (#*B'/$5"%$&/*S("S$%" 5+*&Q(4H& 4 9((%" 2*(,*SOSSHEH'("5X*
INMATION*HAS*AVERAGED+CLOSE«TO+*THE«NEW*MIDPOINT+SIN(
1% #$/*QS)(B*H#8I2BHR*
7E*HAVE+RECENTLY*SEEN+THE*<EXPERIENCE+OF+*APAN-IN+sRAI
*FROM*AN+IMPLICITLY*LOWER*LEVEL *AS+DISCUSSED+IN*MOF
&SH ("BEE*" () BIHH(*& 4" 9((%"2*(,* SO $SHEH ("SR

4.5 What about a price level target?

l« N\UMBER+*OF+ECONOMISTS« HAVE« ADVOCATED+AN+ALTERNATI
HEY2BH &S SHYEHE. ¥, (Y &A( " 2¥) MA'['H Y& NSE*& %' S$*) SAS) #& V2 SHFSR2R* 22$%6#55 ("
& 1*P((/, (%] T*6 22 JHR*[ 1SV #B 5*5HIb&HS2. T*HB8$* S HY68) *Q&" L #&Yo2SHE* & N &HE* (*#8$*
AGGREGATE«PRICE*LEVEL*THAT*GROWS+AT+A«IXED*RATE «4HI
WHEN+«INMATION*DEVIATES*FROM+ITS*AVERAGE+-LEVEL sTHE+CE
SEEK*TO*RETURN*INMATION+TO+sTHAT-LEVEL *+"ELOW AVERAGE
NABBSEHBS V' S$H) BAS) & BE.* U0(IHBSH&Y2SHS/ N &HBT*5(HBS\()'S *V64)$4/' SHEHSS #BEH*
INMATION*MUST+TEMPORARILY*OVERSHOOT+ITS*AVERAGE=+IN+T
HB$*\0'S$*)SAS) Q&S TH(* HE*#&Y2$H* \EHBR

4HE«KEY*DIFFERENCE+BETWEEN+PRICE LEVEL: TARGETING- /
USUALLY*PRACTICED+IS* THAT+INMATION*TARGETING+*IGNOREE
TARGETS«FUTURE+«INMATION«WITHOUT+*TAKING+ANY+ACCOUNT-
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5 Monetary policy in a post-cash
economy
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5.1

Markets are driving payments systems away from cash
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Figure 5.1 Outstanding paper curreny in percent of GDP.
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Figure 5.2 Number of card payment per capita and physical currency in circulation,
2013
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5.2 Monetary policy without cash
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5.3 Other policy aspects of post-cash economies
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6 Conclusions: So wat should be
done?
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BMA'A)S HHH(*&* S " HBF()'S * " HSUSEH- Yo &HS* (,*&" BESYS*, Yo(9*6*H#(*U*
A$YSS HE2S("HETH&"*N(55'Q) *I(%SR
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JR #ONSIIMERAING*n+EVEN*TEMPORARILY+n*TO+*A*HIGHER®INm/
#5$), 7+ 5ASB* &"* & (4"S$O$"#* 9'28#* "(#* Q$* SUS/'Q)$* ' * #8$+ $O'5H"2*
H&YO2$H#*'5+ QS 2+ 4"[$%58(#R* e (BSASYT' * Q&S 1$/* 4N Q HHBS+ &SH! ("5*) SHS/*
UNDER+ +ANDe IT+COULD+«INCREASE+EXPECTED+INmMA
)(BSY*H#BS*$, SSH ASUSE) " HEYSEH VEHS*  (%6*&*2' A" (9" &) *V&HSR
3(9$*S$ " #%&)* Q& " 15*0& *S ("5 /$%*HB&H HBS. * 8IS 25" 2+ QS 1*("HH&I2BHR*3H')) T+SAS"™
(Yo* #BS5$ T+ #B$*/(B"B&Y6/* 5SS A)&Y6* HOS" [ " HBS* "$AHY6E)* )SAB)* (¥ % $&)* "HSUSSH Yo&HSE*
"EAN<ET-AL - *COMBINED*WITHsTHE*EXISTING*INmMATION-
BG5S H(* " SUSLESHHES* %$MAS"S. * B'HE* BE'SEHH8S) (BSY* Q(4" U $<$I$%62$5* +#8$*
A#A%SR* d5* &* %SEAWHT* $S("(9'$5* &U6$* 9(%$* )'1$).* #(* 4"/$%58((#* 9&.S%($S("(9'S*
2(&)5%%)$55*#8&"* 4))*$9)(.9$"#*%'515*Q$S(9$*S8%("SR
AHE*CONTINUED*APPROPRIATENESS«OF+THE+EXISTING+INmAT
RECONSIDERATION*INsLIGHT*OF+THIS*PROSPECT ++!+FORMALI
TARGET *ASSESSING+*BOTH+COSTS+*AND*BENEITS*OF«A«CHANG
$&SB* S(4"H#%.* (%* SA%%S"S. * &USE* ("* &* "$%'(/'S* Q&5'5* #(* $"54%S* #B&H* #8$* #(()5* (,*
O("$H&Y0.*N()'S. ¥ BRAS B+ "$SS558%. *%((9*,(%* 9&" (SAAYSH "+ /(B "#A%" S T+#8&1"2*
INTO« ACCOUNT+* NATIONALs CIRCUMSTANCES+* THATs MAY+INmMUE
INMATION -
D8$*206(B"2*45$(,*$)$SHY (" S*1&. 9% #5508 1" 2*S&58*)$55*&"[*)$55*" $S$558%6.*
"HBSFO(/$%$S (9. R*U*2%68/A&) HY6&"S H (" #(*&*B(%) /B #8(4#* S&58+'5+&))*QA#*
"SAHLQ)ST*&"[*B))* Q$* &*)B55* 6(, (4" /* SBE"2$+ H#B&" #BF* 58" #* Yo(9* S(99(/'H.*
MONEYe*TO+IAT+* MONEY *+!LTHOUGH+ THE-ABANDONMENT+OF+C
&' '99B/'&HE* N (5 SSHT* #$S8"()(2'S&)* #%6$"/57* BE'SS* S&" Q$* $"S(4%&2$/* Q.*
%$24)8H(%57* QU™ 2* HB&H* SAS"HA&) H#.* S) (58%* BB)$* 5H#))* $"&Q)""2* 5(S'&)* " S)45'("F "
HBS 8. 9" H5*5 SHSIH(*QS*R554%$/RH"&*S&E8)$55+5(S $H. HBSU S5+ ((QA'(45%) (BS%*
QA" PH(*" (9" &) " HSYoSEH* Y &HSE*&"[*O("$HEY. *()'S *S & (Y $*$E&D"). *&SH*H(*8&)H*
&' %SASYES*& " $S("(9'S*/(B"#A%" R+
d)#8(428* #8'5* %S\ Yott* &/I%S55$5* #8$* #(()5* (,* I("$H&Y.* N()'S.7* #8$%S* '5* "(*

OR*NEGATIVE+*INMATION+IS*MADE*HARDER+*BY+INSUFICIENT-US
$9$%623"S$*(,*C8$)'S("HSI6*9("$.0*AIb(N(5&)5H]*,(U*$SOLIN) ST+ A() A" 2+ 48+ S$"H068)*

Q& 1"+ #HBS #9685 $Yo* (,*51$" /" 2*N(BSYo* #(*8(45$8()/5** %6$ %6 $5$ " #5* ("$*(55'Q)$*
&INOb(ESBHH(* 25" $Y08H" 2% SHOA)AT* " &* ) M4 [ X #Y6& R* d* QS#HSY6* N()'S.* 9'O* B(4)/*

54%%).*2$" $I6EHS&*QSHHEY*(ASY6&))*$S("(9'S*$%, (%9&"S$R



Discussions

I"HSYHEH (B)H+,- SI'H, O#1

Comments by the discussants

L& I&= =TH(LH#, GH32+2@2+H
Y("&)IF\(8™ B)H* HO&H* #8'5* YUo$N(Yot* S(4)/"0H* QB+ O(%$* #'9%).* (%6* 9N VH& #R** " $*
(,*HBS*"8Y%0&H ASS+HB&H* BEEHELE" *B()/* &"I* S("HY' QAHSI*#(*%(')"2*2) (Q&)* 98U 1 $H#5*

"B SRYD). FA&YoH* (62> U BHHBEH* S$ HY6&)* Q& 15+ BSY6$* V64" 2% (4#* (,*Yo((9*H#(* 45$*
SAS*4"S("AS"H ("&)*N()'S'$5*H(*Q((5H#* 2% (BHET*/((9"2*#8%$*2)(Q&)*$S("(9.#(*
A*PROLONGED+PERIOD*OF*RESOURCE+*UNDER UTILISATION+AN
S$"H%&)* Q& 1+ H#E&Y2$HER*

D8'5* %$N (Yot '5* &* A$%.* 8$)",4)* &"[* S(9"%$8S 5 AS* 24'/$* #(* O("$H#&Y6.* N()'S.*

" &F) A H FHYORN* * &t HBS* CSYo(*) (BSYo* Q4" 1* (% N()'S *Yo8HSER** 1+ 82206 $28HS5* & [*
BAR)AEHSE*#BS*9&" *SHAISE*(HBS* S, SSHE*(,*4"S("AS"H# ("&)*N()'S$5*4"$YH&1S"™*
"HBSNGSHESASY0&)* $&I5TO&YH58E)5H SBFSAYS" S$*(HHBF S, SSHE*( " $28H AS()'S.*
Yo&HSET*&"[*A5$5*H#B(5$* VoS54 H5*#(*9& 1S+ S("SUSHS*5A22$5# ("5* ,(Y*N()'S * &H* HBS* CSYo(*
)(BSY*Q(4"/7*B8'SB* ##$5H5*"*&*"49Q$%*(,*S(4"#$%, & SHA&)* $O$%S'5$5

D8$*&AHB(%5*8%% AS*&H*5$ABYE&)*S("S)45'("5E

>R D8$*CSY%(*)(BSUQ (4" /8" *) MA'T'# Y& 8IS &Y+ (%$*) 1$). *#(*QS*554$5*

" HBSH AHAYSH HBE " HBSH NGSHT* 2 A$" #BS /$S)"$* (,* #8$* $M4')'QU%'49*
58 <HSYI* " HBUS5H Y &HSR

BR ad5#* &Q(4#* SASH'2* S$'#968)* Q&"15* #Y%'S/* "* #$%695* (,* )(B("$2&H# AS
INTEREST+ RATES+ AND+ ASSET+ PURCHASES 1%+ WORKED:-
S ("5T&"Q *SOHS"S' (H#(*Q()5HSY* 2% (BHE " "% SAS HSAS B(%5$*

(AHS(9$57*&" *HBS"$28H# AS5'I$*$, SSHE T *&" T*BRAS*QSS *598&))*&."I* &Yo*
OUTWEIGHED*BY+THE*BENEITS+OF+THESE+POLICIES -

JR 3(* #(*$5S& S HBS*) MA'/'#.*HY& S (/8. * &"[* "+ HBS* AHAYST*HBS* &IA'STHH(*
S$"HU&)* Q& 15+ "5 #(* FABH*/(* 9(%$*[*)(BS%* 9(%$7* Q4.5 9(%$7* Q4. * (A$Yo* &*
B'/$%*896%8&.*(,*&55$#5R*

GRI!NDWHILE* THEY+ ARE+AT+IT « CENTRAL+BANKS+«SHOULD+DR
TO*NEW+HIGHER*TARGETS+*OF *SAY « «TO+ELEVATE+<NOMI|
$N5(/$5*&HHBS*CHY%(*) (BSY*Q(4"/*)$55* %$SmAS HR**

\(8"D5*S(99$"#*B&5*(,*#8$*SB&Y&SHEY* 2. $57*QAH{R**$*QU%(&/) *&2%$$/*BHB*9&" *
(,*#8$*S("S)45'("5*%$ESBH/* Q. *HBS* &AHB(Y5 T QA48 (428H HBSU S &% $" 48" S$5T*S (5H5*
&"1* S(97)' S&H'("5* #8%$.* S(4)/* $O&I"$* 9(%$* S&Y%$,4)).* &"* #BE&H* S$"#%6&)* Q&"15*
NEED<TO*CONSIDER*WHEN+sMAKING+POLICY+IN*A*LIQUIDITYTRZ2
H&YO2$HER™

+OHN AGREED THAT CENTRAL BANKS ARE LIKELY TO IND THE
21)H3<"1$+#27$9@2@1$27)#+#27H3)BV G G ISH*GROWTHIN-POTENTIAL+'$0 -
5)(B$%*#$S8"()(2'S&)*SBE&"2$7*BS&1* S&NHE)* " ASSHOS #*&" *#8$*/$9I(2%6&"8'S5*(,*
82" 2NN & ("5 TB&ES ("HIb' QAHSIHH(*&*Y() ("2$/4/$S) " S+ %~ RN@2' TS ) @ 2+"H$-

1J
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27)2'9@2@1$'$H+3"-$3'+#'27$ 0+ Z@+-+2%'21)H'<)%'5$'0$33'3$1+" @3 27)# "#$'<+,72'+#9$1'91"<'
1$/$#27+32"1%&)#-27+3-+99$1$#2/7)1)/2$1 /" @0-7)A$+<HO+/)2+"#3'9"1'H"0+/+$3)227$ Y $1"
0'K$15"@#-4*4HAT S*BECAUSE<OF+THE*VERY*SUBSTANTIAL*BEEING
THE+INANCIAL*SECTOR*IN*THE*WAKE+OF+THE*GLOBAL+INANCIAI
S&NHE)TH)'MA#.4&" %5198 " &2$9$ HBRAS QS &' 5S/ MA HS*SAQEHE #'&)) . X*") &"5*
FOR*BANK*RESOLUTION*THAT*MINIMISE*RISKS+TO+INANCIAL+ST
SOME+NON BANK+*MARKETS«THAT+CONTRIBUTED-TO+INANCIAL-
Q$$"* 0&/$* 9%+ H06&'5N&Y6S #+ &" ¥ 58, $U6T* ,(%* SO&IN) S+ #806(428* #8$* 45$* (,* S$"#9%6&)*
S(4"H$% &Yt $5*,(%*S)$8Y6" 2R

D8'5* %6$24)&H'("* "%(Q&Q).* 8&5* S("H%'QAHS/* #(* #BS* /$S)"$* "% %~* Q.* 9&1"2*
INTERMEDIATION*MORE*EXPENSIVE ««"UT*IT*ALSO*MEANS+THA"
ECONOMY+*SHOCKS+*BY«THE+*INANCIAL* SECTOR+IS*CONSIDERAI
#* (SS4%5* 58(4)/* Q$* )$55* 5$%' (45R* * P$))<S&N#&)'5$/* &"[* 8'28).* ) m4'[* Q& 15* B"))*
BE*MUCH+LESS*SUBJECT*TO*RUNS*WITH*FORCED+IRE+SALES-
" 500 A&H ASH 98U TEHE* B'))* Q$* O(%$* #06&"5N&I6S H#* &"I* #B$* %'51* $&5'$Y0* #(* 9&"&2$xX*
ANDe+ CREDITs SHOULD+ KEEP* MOWING+ TOs THE+ REALs ECONOM
DEVELOPMENT ««/F*COURSE *BUSINESS+*AND+INANCIALsCYCLE
B&ASS* (¥ 206$$/* &"/* $&Y6* &"[* O'5S&)SA)&H ("5* Q. * ' A&HS* &"[* MQ)' S* 5ESH(%5 7+ QA+
HBS* US54 H"2* %SSEE5'("5* &%6$* O(%$* ) 18).* #(* QB* (,* #BS* 2&%6/$"* A&YL'SH * #./$7* BHB*
'ON) SEH! ("5, (Yor #OSH BAG I H &* ) A . * HYEN & [*N$YBEN5* ,(Yo* HES* &MYo(NYo' &HS*
#.1$*(,*%$5N("BER**

o5 THY 1$$-27)2 @H"HASH2+'H)0' <"#$2) 1% H"0+/+$3' 7)AS 5$$H# $99$/2+A$')2' $)3+#,
INANCIAL CONDITIONS AND B (DO TSNGH* B ESS" HIBABF QYA ("
HBS* N)'S.* (,* MA&"# HEH AS* B&5™2* [* C)&Y2$<5S&)$* &55$#* NM%S8&5$5h7* "* N$/* f&I62("R*
DS$*&AHB(%5H/$"#, *H#BYSS*SBE""S)5*#8%(428*B8'S8*54S8* 4% SBEE$5*58(4)/*B(%1R*
N'%65#7*&*9&% 1$#<S&)9"2*SBE""$)*"*BE'SB*S$"#%6&)* Q& 1* 4% S8&5$5*8S) #(* U $5H(%$*
08961 $H+) A [#.¥BBS #9681 2*S ("' # ("5*&U$*/' 5IANSIR***3$S (" TN A% S S5 $5+S&"*
%$" (Y SSHHBS*5'2"&) 5+ HB&H*HBS S$"HI&)* Q& 1+'5*5$" " 2+ &Q(AHH HE*"HE"H ("H(* 1$$
"HSYBEH* Yo&HSE* &i* 4"4548)).* )(B*)$AS)5* ,(%* 4"4548&)).*)("2* "$%'(/SR* * D8'%6/* '5* #8$*
N%#,()'(* Q&)&"S$* SBE™'$)7* " B8'SB* S$"#96&)* Q&"1* M%SBESS* (,* )("2$%<H#$Y69* (%*
%'51$%* &55$H#5* %$/AS$5* #$%* (%6* %'51* A%$9'495* '%SSH).* &"/* B8'S8* '5* #%& "5 HH$S/*
9(%$*B/$).*&5*#BS%SA'(45+8()/$%65*(, *#8$5$*&E5$#5*%$QE&)&" S$#8$'%6* (%, () (5R*

(@2&'_"TH#K"#-$1$-'K7$27$1'27$' 1$H"12'3' "#/0@3+"#3')5"@2'27$' $99$/2+A$#$33'"9' S6'
-$1+A$-'91"<'1$/$#2'S4HSL+$#/$K+00'5$)HHO+/)50$2"9@2 @ 1$'$H+3"-$3"9'0+Z@+-+2%21)H3)#-"
IF THEY ARE NOT WHAT THAT SAYS ABOUT THE EFICACY AND C
203 +e+7ITHOUT+A*DOUBT *THE<&ED S+IRST*QUANTITATIVE+EASIN
MARKET*WAS*HIGHLY*EFFECTIVE «+"UT *AS*HE*NOTED «INANCIZ
94S8*9')/$%0*"* AHAY%S* S5 (IS5 T+ %$/AS " 2* &" ' IN&SH* Yo(9*#B$* 9&U61$#<SE&)9"2*
S8&"$)R**

PHB6$28%/H(*5'2" &))" 2* AHA%S()'S. * HE # ("5 T*S$"#06&) Q& " 15'8&ASTSAS) ("$/*
A&Y6'(45% 9$&"S* (,* ,(%BE&I6/* 24'/8"SS ,(%* N()'S.* "HSUS5H* Uo&HSE* (ASY6* #8'5* $N5(/$*
(*N()'S.* &H#* #8$* CS%(* ) (BSYo* Q(4"/R* * @4'/&"S$* 8&5* Q$S(9$* 9(%6$* 5("8'5# S&HS/*
&"1*9(%$*$S("(9.<Q&5S$/7* &5 7*"*\(8"05* A'SB7*'#*58(4)/* QSR** D8S* N$/* &"/* (#8$%*
S$"#9%8&)* Q&"15* B&AS*5$$"™* ,(YB&Y6/* 24'/&"S$* &5+ &* 1$.*$)$9$"#* &"/* &* 5S &I &HS* #(()*
96(9*M%SBEESE* "+ 4"S("AS"H# ("&)*N()'S. T*&" [* #* B'))* S(OH "H(* 1) &.F " &*O(%$*
ISAS)("/* SHEHS "+ #BS* "SOH* SNE(/ST* Yo$IAS™ 2% #HBS* "$H/* (Yo &" /¥ ON&SH* (¥ #8$*
5'2"8))"2*S8&"$)* , (YoH|:R**
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D%'99" 2% SONSSHS/* A#A%S$* 58(Yott<HSY60* Yo&HSE*'5* &* MBS, 4)*#(()*,(%* S("A"S™2*
8(45$8()/5* &"* Q45" $55$5* #(* QU™ 2* A#A%S* 5NS"["2* (YoB&Y/* #(* #8$* \%$5$ #T* &5
"+ $ONBES 5SS HB&H* 'B)/5* ("* 8()/"2* ) MA'[* &ESSHE* "H(* HBS*  AHAYS* 8IS 2("2* #(*
NOLSES H* &* N((V6* &)HSYo"&H AS* ASS* (% A"I5* #(* 5AS"/"2* #(/&R* * D8S* %$NYott* Q&I6S).*
TOUCHES*ON+THE*EXPERIENCE+*OF*CENTRAL*BANKS*WITH+FORW
A (Q(H"2F BB 2X* QY6 BEHYo* BHHS H (HH(*#8'5HH#(()* B(4)/*$"B&" SSHHBS A 1.5
(,*H8'5* SN (YbH*, (%* % $5SE&USBSU5*&"*S$ HY6&) * Q& 15R**
DS&HN %ot () (*Q&)&"S$*S8&™$)*B))*S("H#" 4+ #(*BEASS, SSHE* (HHSI69*&" [*%'51*
OB AH ¥ /BAG"[" 2% ("HHBS . AS* & I* [AYe&H (" *#B$* &5ESHE* N A%SBE5S/R** DS
MAS5H ("*'5*f454#* 8(B*N(BSY%,4)* #8'5* B'))* Q$*"* 5H#04)&#" 2+ 5AG"[" 2% *N 40 SS&5$5*
BEASH"(*$, SSH* ("* O8IbLSH* A SH (""2* &"I* ) ##)$* $, $SH* ("* SONSSHS/* 58(UH<H#$9*
U&HSST*2 AS HBSA5SE)5(*(,*, (%BE&Y6/*24'/&" SSR:*58(4)06$9& S, SSH ASH(*5(9$*
BOHS"Hx* ,(%* SOKINST* H#* B'))* "SUS&ES* ""S$"# ASE* #(* Q(%%(B* &"/* #* B'))* %&'5$* &55$#*
NY'SS5T* &SH AGH"2* &* BS&)HE* SBE™S)R** 04#* BHB* SO SSHS/* Y8HE5) ##)$* &, SSHS/T*#8$*
'IN&SH* (,HBS (%ot ()'(*Q&)&"S$* SB&™"$)* Q. #E$), ¥ ("* QU 2" 2*5NG" /"' 2* (% B&Y6/*
S(4)/* QS AHS/IR**d"* HB&H* 9'28H#* &, SSHHBS+O(5#*$S, SSHAS* (%/$%™2*&"9'O*(,*
4"S("AS"H ("&)*N()'S'S5H" &X' MA #. Y& R
ISSET*PURCHASES*GENERALLY*ALSO*INVOLVE+THE<CENTRAL-
D8'5* 549643+ $AS * B8 #8$* &55$#5+ MU SBEES/* &I6S*)("2$%<H#$%9* 2(A$Y%"9$" #+ Q("/5*
WITHOUT+CREDIT*RISK *AS*THE*&ED*HAS*BEEN*DOING *<4HE*EX
LONG TERM*GOVERNMENT+OBLIGATIONS*INANCED*WITH*SHORT
B'))* Q$* N(5'#AS* QES&AES* (,* #8$* #$%9* %6$9'495* #B&H* BSY$* "%$AL)S" #* BBS"* #8$*
S$"HY&)* Q& 1* 4" [$Yott((L* H5* A% SBEESER** 04#* #8$* Yo$H#AY"5* ("* S&Y6Y. *#%6&/$5* S&"* A&Y6.*
S("5'/$%&Q). *#B8&HD5*B8. HBS%SE&ISHSEV* %S9 495+4"/$Y6*" (% 9I&)*S %S A95H& 'SSER*
d"/* (,* S(A%5$7* M%SBEES5* (,* S(%"N(Y&HS* Q("/5* (Y%o* A% A&HS* 9(%6#2&2$* 5SS A% H $5* (%
SMA'H $5*$"#8.)*94S89(%$%'51€5*B$) ) &5H$S'5' ("5 8 Q(AH2(ASY" 9" # " HSYAS #'("*
CREDIT*ALLOCATION«THAT+ARE*NORMALLEYSMADE*BY+THE+ISCAI
T3S - a%$38 5@ 2b'9" L @H/ HASH2+ " H) O H O+/+$3+32" " H3+-$1'27$ "ASLAHS
Vi) @#2)5+0+2%'+33@$3" 9 +#-SHS#-$H#2$H#2 1) O'B)H+3'$#, ), +#, +H @FASY"9$ " #5*
&"I*S$"#%&)*Q&"15*8&AS*,(4"/*B&.5*#(*I$&)* BH#B*#8'5* [4%" 2*#8%* S%'5'5* (%*5(9%*
(*#8%* &S") #'S5R**N(%*$O&IN)$7*#8$*NS/D5* DAWN* &S')'#.* B8'S8*)$ " #* &2& "5H#* NV A&HS*
5$S4%'# 5&# ("5* S&I$* B'H#8* &* Q&S 15#("*,%6(9*#8$* DY%$&54%.05* Dd=V*A%(2%6899$x*&"/*
HB$*08"1*(,*:"2)&"[05*S (%™ (Y6&HS*Q ("M% SBEES5*BSUSO&IS N AV5 A&, HHH(*&* Q) S*
)SHHSY (YO HBS+8&"SS)) (%*S ("SS5S (91" B&H! (", (%*&" *) (5$5RY'5S(9, (Vo#*&#+
THE+&EDERAL*2ESERVE*WITH*SOME+OF+THESE*ISSUES*WAS+RE
DY%S&54%. /S &IHOS #- +HBF+5N" 2+( *6 27K T+&S 1" (B)$/ 2" 2*F&I("2+(#B8$U*#8" 25 H*
#BS* HBON968%.* &))(SEHAS* '9N)'S&H ("5* (* "HSYAS 2% " 2(AS$Y"9$" #<Q&S1$/*
-03* 9&Y61BHER* * [4$5# ("5* BRAS* &)5(* Q$$™* %&'5$/* &Q(A#* #8%* ISQH#* 9&"&2$9$"#*
'9NY'S&H("5* (,* #8$* N$/$%&)* =$5$%ASh5* MU SBEES* (,* )("2<#$%69* DY%$&54%. * 5$S A% # $5*
j*8(B*58(4)/* #8'5* Q$* S((Yo/ " &HS/* " HBS* A#AYS* B'HE* #BSH/SQH* 08" &2$Y05* &#* #BS*
DY%$&54% . */$"&YoHI$" Hk**
" 5497 |:* b&'5S5* 5$%'(45* '554$5* (* 2(A$%"&"SS* &' &SS(A"H&Q)H.* (%
"ISAS" S H* S$"HI6&)* Q& 15+ #B&H* 58(4)/* &#*)$&S5H* Q$* &S 1" (B)$/2$/* &" [*/'5S455%/*
| FAQ) SH&F)$2'5) & ASH SAM(YoH* (% S$"HI&)* Q&"1* IS IS S+ " #8$* S("/ASH*
(FO("$H&Y0.*N()'S ' BHH(*QB*O& " HE " BIR***\(8"*5 A5 S SHS/*HB&H* ("$* U $&5 ("*5(9%*
S$"#9%8&)*Q&"15*BS%$S*5) (BSUHH(*&I (M| *#./$5* (*1()'S'$5*B&5*#8$'%6*S (" S$%"* &Q (44*
NY(A(L"2* MASSH ("5 %6$28%6/" 2+ &AHB('H.* &" [+ I$1$"[$"SSX* QSH#SY* #B$5$* 554$5*
QB*S(" Yo("HSI*("$")."*/'&) (24$*B ' #8*)$2'5) &H(U5R**
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(E AGREED THAT A INMATION TARGET THAT WAS ACHIEVEI
WOULD HAVE SUBSTANTIAL BENEITS BECAUSE IT WOULD MATE

0SAS0™9'#'<+#)0' +#2$1$32'1)283'+<HO+$-'5%") 7+, 7S T T SPA%5$ 7+ #8$%$* &%6$* S (54#5*
TO*WEIGH*AGAINST* THESE+*BENEITS «+*4HE*REPORT*ARGUES=(
HBS* (HS"™ SHS/* S(5H5* S&" Q$* %$/4S$H/* (ASYo* #'IBR* * h'$* 54S8* S(5H#* '5* #8$* 2%$&HSYo*
VARIABILITY*OF«HIGHER*LEVELS+*OF«INMATION «+«!NOTHER+IS«T
INMATION*TARGET*WILL-UNDERMINE«THE+CREDIBILITY*<OF<ANY
B'))*&96(45$*545N'S ("D HB&H* #* S& QB+ SB&"2$/* & [*O& 1 $* H* 94 S B+ B&YLISYe*#(*Q4') *
SUS/'Q)H.* (Yo HBS* "SB* H&Y62SHR* ¥ O(#8* (,* #8$5$* S&"* Q$* (A$%S(9$* Q.* S$"#%&)* Q& 1*
&SH'("BT*HB(428* H* 98 *H&IS*5(9* H'OB* &"[* $"H&') HU&"5'H ("* S (5#5* &IA(S&HS5* (,*
HIGHER*TARGETS*RARELY*CONSIDER **&OR*EXAMPLE «BUILDIN
ISe LIKELY+TO*REQUIRE*LEANING+*EXTRA*HARD*AGAINST+ANY-
(A$Y58((#*#8'5X(QI$SH A$*, (%*&*B8) SRDB'5*1"*(,*&5.99$#%' S&) % $&SH! (" 4"SH! ("
IMPLIES*THAT*EMBEDDING+ +ISeLIKELY*TO*REQUIRE*INMATION
5(9$*# 9$R**
"UT MORE BROADLY HIGHER INMATION COULD WELL HAVE C
2K™"1'27$' c37"$' 0$)27$1° & <$H@&' )#-' 2)4' -+32"12+"# ['323' 27$' 1$H"12' -+ 3/@B3$3""
'REENSPAN+DEINED+PRICE«STABILITY*AS*hBEST-THOUGHT+OF-A
INMATION®IS*SO+LOW+AND*STABLE*OVER*TIME*THAT«IT*DOES=N
DECISIONS*OF+*HOUSEHOLDS+*AND*IRMSvV *«+4HAT+DEINITION«HA
OVER*THE*YEARS ¢+)T*REMECTS *IN¢+OHN S+VIEW sRECOGNIT
QS.("/*#8$* #$SB" S&)* '554$5* &)%$&/. * '5SA5ES/R* * 1#* S(9)'S&H#$5*/$S'5'("<9& 1" 2*
AND*DISTORTS*MARKET*SIGNALS *«!LSO *HIGHER*INMATION«P
FOR*HOUSEHOLDS*AND*BUSINESSES*WITH*LIMITED*INANCIAL-E
'5%)'1$). HH(*BRAS*/'5 V(N (Yot (" &HS*S, $SHE*("*59&))* Q45" $55$5*B8(*S&"bH#*8 VS HB&H*
BONGYot 5$*&" /(") $55<$/4S&HS/*8(45$8()/5R**
D8'5*5$"5$* (,* QU6(&/$%* S(5#5* S(4)/* Q$* ("$* %S&S5("* C %'S$* 5H&Q') #.b* '5* 5(*/$$n).*
$HUS SBH/* " )$2'5)&H ("* &"I* #US&H 5+ #B&H* $5#&Q)'5E* S$"HU&)* Q&"1* 9&"/&HEEX*
*1SeNOT+PRICE*STABILITY«INsTHAT*THE«PRICE+LEVELsWOUL
AHE*BENEITS*COULD*WELL*EXCEED+*THE+COSTS+IN+AsWORLD«C
9"'9497+2((/*2(A$%"&"S$*&" *&SS(4"#&Q') #.*B(4)*5A22$5H*S ("5 A)H&H (B'H#8*
THE*LEGISLATURE*OR*OTHER*AUTHORISING*AUTHORITY*SO-TF
FULLY+AIRED*BY*ELECTED+OFICIALS -
AH#)00%8&'_"TH#),1$$-27)2 @H#"HASH2+"#)O'H"0+/+$3)2'27$' Y $1"0"K$1'5" @#-'7)A$ 5SS#'
$99$/2+A$&'5@2'K7)2'0$33"#3'37" @0-K$-1)K'91"<'27$'SAHS L +$#/$" FARNFRESSI5*
HQ$*& 54" SH*" &HAYE) SO SV OB HH H#BS*&,) )< "+ A5FH(, 4" S ("AS"H#' ("&)*()'S $5H#(*
$5S&NG* &) A H.*#Y%& R [I$%e* #5* SA% %S H#+ 2 (AS%" (V%67 *#8$* 08" 1*(,* a8 & *8&5+45$/*
&))*#8$+#(()5* &IA(SEHSI* Q *#BS* &AHB(Y65* (,*#HBS*Uo$ N (Yot & [* A5 S/ #8$9* &2206$55'A$). T+
QA+ #*B&5*" (H*8&I*#8$* 1" [*(,*54SS$E5*("$*9'28#* BRAS*&"#'S N &HS/*, Y6 (9*%$&/ " 2*
THE*REPORT ¢+)T*RAISED+ITS«INMATION*TARGET+ TO+ *PERCEN
)&628* MA&"HH'SE* (* QHB* 2(A$%"I$"H#* &"I* "U'AGHS* )("2$%<H$Y9* (Q)'28&H ("5T*
"S)A[M2* SMAH S5 " HBSH ,(%60* (,* DNBEX* &"[* H* B&E* Uo$IASS/* HE* HEYo2$H* Yo&HS* "H#(*
NEGATIVE*TERRITORY *+-ANY+INANCIAL-MARKET*MEASURES+RE
#ORE*INMATION*ROSE+*FOR+*A*WHILE ALBEIT*PARTLY+REmMECT
IMPORT*PRICES*AFTER*THE-YEN+DEPRECIATED *AND+INMATION:
"UT*PROGRESS+STOPPED*WELL*SHORT*OF+«THE+ «TARGET+AN|
HIGHER*INMATION*HAS«NOT*BECOME*ENTRENCHED+IN*WAGES:
Q&S1**#8(428*#%$9&"5*8'28$%*#8&"*Q$, (%S #8$\%6(206&99$*QS2& "RV $% 88 5*#8%$*
0&"1*(, *a8N& *58(4)/*TASH*/(*O(%$*(,* SASY6 #8" 2T+ &5+ HBS %S (Yott*'9N) S5 T+ QA+ #*'5*
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H96(4Q)"2* #B&H* 9(%$* HASHE " &Q)$* 5AS S5+ &+ 81" 2* &* 8285 %+ #&Ib2BH* B&E"(#* QS
&S8'SAS/XH#BS*a8 & S5 SON$Y'S" ST+ 5B (V#8.*(, *SOHYE SHA/ ¥, (Yo* #E M) S&H ("5, (%
BB&H*B(%15+#(*(AS%S(9$*&*) MA'[# *#%8& R

*%

>$"&7(97%5-26@1"H$)# Q$#21)0'()#*

N9%6&"139$#5Q06(&/). & 2%$$/"B #B#B$&4#8(%5b*S("S)45' ("SRDBS SN Y6 *S("A"S"2) *
58(B5* #8&#* #8%* $,, $SHAS* ) (BS%* Q(4"/* '5* &* S("SHY6& " #* #E&H* B&5* "% (/4S$/* 5(9$*
S(GHERASHTHBSYS %S 8 49QBV%(, *4"S("AS"#' (" &) #(() 5*HB&HS & " &YoHt &)) . *5AQSH HAHS*
&"1+S(9N)$9$ #*#BS*58 (Yo <HSYO* " HEISSH Vb &HSR*DBS5S"S)A/$+"$28H AS+V6&HS5 T+ &55S#*
N%SBE5SVb(2%&IIS5E" HEY2SHSIH)S" " 2RHH¥ 5B (Yo#8* A%HBSY*$ON) (%" 2 H#EYo2$HS/*
)$" /2% " HBS* USN(YoHR* 1™ &* Q& 1<QEES/* $S("(9.7* ) 1$* #8%$* :4%(C("$7* #H&Y2$HS/*
)$"/"2* B&5* QS$"* &* NBSY6,4)* #(()* #(* 5AM(YoH* #%&"59'55' (" #8%6(428* #8$* Q&"1<

)$"/"2* SB&™$)R* P8')$* #E8$* %S (Yott* &S 1"(B)$/2$5* O(5H#* "$28# AS* 5'/$* $, $SHE* (,*
4"S("AS"H ("&)H(()5TH#*)&S15*&*'5SA55'("* (¥ BESHESY* #8$. * BRAS* &' ONESH* ("*

HBS* "SEHAS* (%0* 2(AB%"9$"HE* #(* MUBAS* SHYASHAYE)* %S, (%695* (%* S("5()'/&HS* #BS*
2(A$%"9$"#* QA/2$H#R* @' AS *#8$* SA% %S #* ISQEHS* "+ 5(9$*:4%(C ("$* S (4" #Y% ' $57*#8'5+
S(4)*Q$*8*A5S, A &I H (" (*#BS WS VHR*

AHE*AUTHORS+*ARGUE+THAT-THE+*BENEITS:OF+UNCONVENTIO
S(GH5*&"[*'ON) *#BEH* S$"H#%6&)* Q&"15* S&"*O(AS*  A%HBSY* " $OM)(."2* #8$5$*#(()5R*
OA#T*#*5*&)5(*B(%#8*&S1"(B)$/2"" 2+ HB&H*5(9$*( *#BS*S (SH5*&I6$¥) 1$). *H#(*%'5$* &S5BS
A5$*(*4"S("AS"H ("&)H#(()5*" SYS&ESER*N(%*SOLIN) ST+ M 58" 2+ $ 28 AS*Yo8HSS*"H(*

HBSH DYV H(%0. * 5A22$5HS/* Q HHBS* &AHB(U5* S(4)/* Y$5A)H* " S(4"#SY Vo (JASH ASH$, $SHE*
(HHBSQE"14)$"/"2*SBE"S) T*BEN$S &) H#BS+ A% (C("SRHH¥ 5 BS%$, (VoS 9N VoH&. H*
H(5HYSE5HBS V() $H(,*(HBSY()'S S5 HBEH S & O H 28 H$*5(9$*(, *#8$5$*S (GHER*

4HE+ REPORT+ SEEMS+ TO+* SUGGEST+*A* TEMPORARY+ INCREASI
4HIS*MIGHT*NOT+BE*NECESSARY+*AND+IS*DIFICULT-TO+COMMU
AN+ AVERAGE+*INMATION*RATE+WOULD+LEAD*TO+SIMILAR*RESL
S(994" SEHSR*N"#B$*&Q()'# ("*(,*S&587*("$*S&"*/(AQH*#B&H* S&58*B'))*/'5& M $&IR*

1 *S&58*B$%$*8Q()'58$/7*54Q5H HAHS5*B(4)/*)'1$). *& M $&YR*

D8$* - +0b5*)&HS5H#* $&5"2* S.S)$* 5H&Y6HS/* B8S"* /(B "B&Y6/* %'515* #(* %' S$* S#&Q') #.*
9&#$%'&)'5$/R* D8S* (A$%&))* 5HY6&H$2.* 8&5* ,())(BS/* &* #B%$S< %6("2$/* & MU%(&S8T*
S("5'5H"24(, %S/ ASH ("5 HESO& MN()'S Y &HSSE [HB(*'("<SH&" &6/ IS&5 A% S5 T+
NAMELY *TARGETED-LONGER TERM*REINANCING*-OPERATIONS-
&55$H N A% SBE5$ 0b(2%&IISER*A'/$" S$*58(B5*HE&H#8'5*5H68H$2. *BE&5* QS ™S, $SHASR*
4HE+YIELD* CURVE+«ON+s GOVERNMENT*BONDS* HASs MATTENED-
QB#BS$ ™ ad"$*67>G* &"/*-&.*67>UR* D8S* $&5"2* S.S)$* 885 &)5(* 8&/* &"* $,, $SH* ("*
OTHER*INANCIAL*MARKETS *WHEREBY+*A+LARGE*PART+OF«THE-
O("$H&Y0.*N()'S.T+&" [*S&"*&SS (A" #* (%*&Q(4#*8&), *(,*#8$* 206 (BHB*"#8$*:4%(C("$*
$S("(9.#"*62>L*&" 67> UR*D8E5$*$, $SHE* &% S+ *#8$*589$+Q&)) &6 1 *&5*H#8(5$*"#8$*
["HS/*SHEHSE+& [HBSH " HSIM\ "2/ (OR*AS*#(*#BS+ ON&SH*(,*) (B SIS 5H+ Vo8 HSS*("*
BANK+PROITABILITY «IT*ISsWORTH*HIGHLIGHTING*THAT*THE*NE(
98%62"5*8&AST*("*&AS%&2$T* QIS *S(INS "BEHF/* Q. * SN H&)* 28 5T+ INY(ASIS #5+"*
SYS/HMAR) H X" HES*, (Y9*(,¥) (BSY%*)(&"%) (55S5T&"*&* %' 5S*"#BS MA H H# *(*SYe$S/'#
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Three questions

1. Can non-standard policies do it?

‘6@,/67,(A6-/674$"=  dH+ASL3+2%6"9'="06"H-">1)-@)2$ GH32+2@2$'9"1'"0+/%": 2 @-+$3

ISsFORMER*$EPUTY+ OVERNOR+*OF*THE+"ANK<OF+*APAN+DURING:-

(*622M7H(8'1(* '58'94%&*S & (HB$)* $$) " 2 HBEHHBESH Y68 H U $ N (YoH 5SS H(*QS*

TRYING*TO*RE INSTITUTE*THE+PRE GLOBAL+INANCIAL+*CRISIS-C

ASSUMES+STABLE<AND+*SIGNIICANT*EFFECTS*OF<REAL+INTERES

THOUGH+ THE*EFFECTS*MAY+*BE*SOMEWHAT+LOWERED + B «INA

&55A9B/* #(* Q*"(#* 5 (* O (YoH& HT* BES * #8$* $S("(9.* '5* HI&MS/* "* 5H#E2" & ("X*

AND+ C *IT*ASSUMES+*THAT+CENTRAL*BANKS *CREDIBILITY+IS=¢

INMATIONARY+EXPECTATIONS -
4HE*BASIC*MESSAGE+OF+THE*DRAFT*REPORT+IS +IRST «THAT

"HSYBEH* Yo&HBE* VoSS H).* &IISIT* |+ 'Y (AS5* O("$HEY. ¥ N()'S.*$, $SHAS"$55* SAS"*

UNDER+* THE+ ZERO+ BOUND+ CONSTRAINT « THROUGH+ SIGNIICAN

(%6 )" 2% &"1* Q(% %o (B 27 &"I* #B8Y(428* %$5A)H" 2% BS&)HB* $, SSHE* (" 5#(S1*&"/*

N (N$Yo#. 98I SHER**3$S ("/7*B(BSASUTH#BSCH%(*Q(4"*5¢)) N (5$5*5$%' (451%(Q)$957*

SINCE+IT*MAKE«IT*DIFICULT*TO*LOWER*REAL*INTEREST*RATES-

"H8$*S&ES*(,*)&%2$*"$28# A$*58(S15%)' 1$+#8%* ("$5*B$*8&AS*B&/R*DB'5*'9N) $5+#8&H*

BE*BRASH#(*/(*(%$+(,*Q(HB*"*MA& H'#.*&" [*MA&) # *&H#*#BS*5 &IOS # OSR*
ISHIMURA«IRST*EXAMINED* THE-AUTHORS *ASSESSMENT+OF

&5* N()'S.R* D8$* &A#B(%5* 8IS 28"$%&)).* A$Y%.* N(5'H# AS* &Q(A#* #8'5* "$B* &J/H (" (*

4"S("AS"# ("&)*N)'S'$ER* e$* &2%6$$/* BHE* #B8$O* #BE&H* "$2&# ASHN()'S . * Yo &HSBIS1' 35

BYS*&" &HAYE) * SOHS"S' (" (, HBSHYO &/ H (" &) " HSYSEH Yo &HS N ()'S T+ &5*H#8$. *S 'Y SAIAS" #*

5(9$* F#8(428* "(#* &))H* (,* #8$* S("5HY%& " #5* (,* C$%(* ) (B$%* Q(4"/5R* D8$'%* &"&).5'5*

5A22$5H5*#8&H#* &*5B' #*) (BSU"2* (,*#BS5$* 68HS5+ 5+ S, SSHAS*"*%$5#(%""2*$mA4') Q%'49*

&"[* " YSHAY"" 2% #(*" (Y9&)*N(5'H AS* Yo &HSER* e(BSASU 7*#8%$.*/(*"(#* $O&9I"$* 8(B*

THE+*NEGATIVE+INTEREST+POLICY+IS¢COMMUNICATED+TO-THE

98Y1BHET* &"[* B(B* #8$* S(994™ S&H'("* &, $SHE* #8$* $, $SHAS"$55* (,* #8$* 1()'S.*

#5%), R¥ '58'94%8&*Q$) SASSH#B$S(994™ S&H' (" 554+ 5+ASY0. * ON (Y& HH"*&55$55" 2%

HBS*"$28H A %8HS()'S R*A5*&N()'S. T+#B$"$28H AS*U&HSHN()'S *58(4)/*" (#*("). *Q$*

S%& H$/*S8&YS$,4)). *QAH*&)5(*S(994" SEHS*H(*#8$*4Q) S*BS))*"*&IA&"SSR*

[" (YoHA" &H#S$). T #-'5+" (#*&) B&. 5*#B$*S&5$T*&"[#8'5*889"$U5*#E8$*$, $SH AS"$55%(,*
THIS*NEW+«POLICY*TOOL +.EGATIVE*POLICY*RATES*NECESSIT/
"SH A ("5 BB(5$* 5.54$95* &S "(#* QAN #(* 'S (%N (Yo&HS* "$28H ASH "HSYSEH* Yo&HSE T
&"1* Q45" $55* N0h&SH S$5* 54S8* &5* 5BE&NS* 58(4)/* Q$* S8&"2$/* &SS(%/"'2) R* 1#* #8&1$5*
HO$7*&"*5(9$* 5&.* 9&.Q$* 9(%$* #8&"* 5'O* 9("#85R* DBAS7*#8$* ()'S.* SBE"28* (,*

"$2&H A" HYSEHVo8HSEEB(4)/*" (HBRAS* QS HY% (/4 SH/*&5*&*BA% Y 5SI(AS* &5 #BS*
0&"1*(,*a& &"*/'IR*

-(%$(ASUTHB$*54% % '5S*I(A$*&)5(* N (5$/*8*5$%'(45+S (994" S&H' (" % (Q)$9*,(%*

#8$*S$"#06&)*Q&" LR*+("549$%5D*0S&SH (H(*' $28H ASH HBUS5H U &HSS5HASY6BES)9"'2). *

"$2&H ASTH#B(428*5(9PBBEH*%%6&H ('€)). 75" S$* S("549$%65* SSBO*#(* H& 1S+ "$28H A

"HSYBEH Y8HSE* 85 &FA'D' Q)& [ A" TAGH M "5 BOS H (" SEASYSHH(* S IS, (Vo* AHAYSH
4"SSYHE" # R*+("549$%50* & &H#8 .+ (55'Q).* 8LI S5+ #BS* SU$/'Q') #.* (,* #8$* S$"#06&)*
Q&"17*&#*&*#'9$*B8S *#8'5*S%$/'Q’) #.*'5*&Q5()4#S) " $S$55&%. *,(%*#8$*S$"#06&)* Q& 1*
TO+RAISE* PEOPLE S« INMATIONARY*EXPECTATIONS «4HIS+ S+ /
S("549$%5h* &H# #AI$5* &"I* SONSSHEH ("5* 58(B* &* S("5'/$%&Q)$* C8.5#$%$5'5h* (%6* A$Y%6.*

5)(B* &/& M&H ("R* DBAST* #* S(9"06(9'5$5* #8%$* &Q')#.* (,* #8$* S$"H%&)* Q&"1* #(* &SH*

#9$) R*
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OROBLEMS+OF+«INANCIAL*MARKETS*AND+INSTITUTIONS*WILL*B
QA#* AB(N)$D5* "$28H AS* YSESH (" )" 2$%5* #(* "USAS #* #8$* S$HU&)* Q&"1* %6(97* ,(%*
SORINST*2("2+/$$ SV #(*"$28H ASHBY%6 #(% . *#(*TA9N<SHEYo#* #8$*$S (" (9.R*N#8$%0*

S$"#9%8)* Q&"15* &S$*5'9)&Y6* S(994™ S&H'("*N()'S.* SB&))$"2$5* BES #8$.* 2(* "H#(*
HBSH'$28H AB* & 23R

“58'04068* #B$"* #A%"S/* #(* #BS* &AHB(Y5D* NUSSANH (" (,* SHEQ)S* &"[* S#'))*
SIGNIICANT*EFFECTS+*OF+REAL*INTEREST-RATES+ON+AGGREG
D(* $O8I"$* #8S* A&) /4. (,* #8'5* &E5A9ME ("T* 8$* #((1* 4™ a& & &5* &"* $O&IN$T*
B8'S8*8%* 1"(B5* Q$##$EY* #8&" (#8$%* $S("(9'S5R** D8S*$, $SHE* (,* %$&)* "HEUS5H* Yo&HS*
S8&"2$5*("*&2206$28HS* SO * &Y$* & MEYS H) HH%$ " 2*/ (B T*$5/$S'&)). *58& %) . *
& HSYHBS O&SE AS AL HHEH ASH&" MM AL H&H AS*$E&E" 2*F Il H*SHEIHS*"+d%') 67> IR*
HY5+S&))$/HI: 5 SEHBSH0& 14, *a8 & " (#4("). *Q4.5*5(A$%$ 2"+ $QH#5*0&55'A$). 7+
Q4#*8)5(* 4% SBRE$5*5H#(S15*&" *\Yo(N$Yot $5+" ' %S SH) . *#8%(428*: DN*&"/*=:IDR

N'24%6$* >* 5* #&1$"™ 0o(9* #8%$* 0&"1* (,* a&"&"D5* O(5H* %S SHE¥20™* 9"1' 6/"#"<+/'
L/2+A+2%" - 11+/$Bd7%')* 62> UHR* 14+ fAO#&N(5$5* "ASSH#O$"#* FIq\H* F#8'S1* ) "$H* &"/*
HBS YD&) " HEYS5H 28/ FHE" ) "SHT*BE'S8* 5+ #8$* /', $%$"SS* QSHBSS * #8$* & SHA&)*&"I*
5(<S&))$/*" &HAYE)* " HBUSSHYo8HS & U SASY5 S5 S &) SQSHBSS > KK L H#(*/&HSR*>KKL*5*#8%$*
$8Y*"BE'SBHBS06(Q)BI*(, ("< $%, (%69"'2)(&"5*2%E&/A&,)). ¥54%, &S$I T*QA#* 4))<
BLOWN<INANCIAL*CRISIS*WAS+STILL+A*COUPLE+*OF*YEARS+AWA"
EFFECT*OF+THE+REAL*INTEREST*RATE+*ON*INVESTMENT+HASDE
:R*0%)&962$H$S) " $* B S & SHAL) Vo BE&) " HEVoSSH Vo 8HSTHBEH 5 T*E&) 8V 2$ Yo $E&) " HEVS5H V68 H
28/\T*885*2$"$%&HS/* &* S(9"&U&Q)$*""SUSEES* " "AS5HIS #* 4" #)* d"%')*67>IR*3" S$*
HBS* & (4SSO #* (¥ I1:7* " S("HYKSHT* &*)&Y62$* Yo $&)* "HEVo5H* Yo&HS* 28N NYo(/4S$5*
(). *&* 9B/ (SY$*"" SUSEES "+ ASSHOS #R*DBF*5&IS*5H#(%6.* &) $5+H#(*S("BAM ("
EXPENDITURE ¢!SeSHOWN+*IN*&IGURE+* sALTHOUGH THE*SIGNII
"HEVLSEHY Uo&HS* 5MI5* &* 5'C&Q)$S* "SUSEESH "+ NUb(ASIbH.* N’ S$5+ &5* SONGSHS/T* '#* | &')5* #(*
2UHEE S("BANE (" SONS [ HAYSR* A HBS* #'9$* (. BUH"27* S("549MF ("*58(B5* &*
5'2"%(,*/$S)"$R*

Figure 1 Real interest ate change and investment in Japan: Sharply declined
effectiveness after QQE (dashed vertical line)
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Figure 2 Property price inRation (year on year) in Japan: Real interest rate is still
effective here, however...

"%$%%&

'#$%%&

"%$%%&

#$%%&

%$%Yof === mmmmmmmmmm mmm e e Y e e e el

1#$%%&

1'%$%%&

I'#$%%&

1"0$%%&
1"#$%%&
SIS SNSRI 88
BRG LG LARGLARBLANBLANRLANG 59
~ = ~ = S S = 5 = 5 = 5 = 5 =
FRERSTTRSSTSLSSSELsSSL8Ls 88888
o (=] (=] = - 1 1 - -
RETIRTITELSESRRER T tw T
° T H*H PoN
* S

#ONSEQUEMNLSPITEs OFe THE+* MASSIVE+11%+ ANDe+ISCAL+STIM|I
IBENOMICS +*APANESE+'$0GROWTH+*HAS+BEEN-TRENDING+DO
HBSHI¥(, *dN%') 62> I TH&5*5$$ "N 24%$+*] 7+BS S8\ 06$5$"#5* $8I6<("<.$8I*USE)* @Y V*
29%(B#8* 9%6(9*>KKL*(*/&H#SR*=$&)* @Y V*2%6(B#B*8&5*Q$$" *#%6$" /"' 2*/(B"*& #$%*|I:R*
IFTER*THE+GLOBAL*INANCIAL*CRISIS*AND+ITS*AFTERMATH®
*THE*AVERAGE+GROWTH+*RATE+*INTHE+«PERIOD+OF+ AN

B*HBS* NS0 (/* (,*HBS* ISARSHEH (" (,*#BS*"(YoHBS% ™ A& & BEIHBMALLE* &"[*$ 54" 2*
ASY%.*5)(B*%$S(ASY6.* [AS#(*#BS+$, $SH#* (,*NA1458'0& 75 (* #8&H*'#*'5+8&Y/).* &* "$%0'(/*
(.* &A(A%&Q)$*S("I'# ("5* (%*2%(B#BR* e (BSASY67*#8$* &A% &2$* $EI6<("<.$&Y* 206(BHE*
OF- *AFTER*11%+IS*EVEN*LOWER+*THAN*DURING+THE+EARTH
29%(B#8*Q$S(9$5*B$&1$%*&51:*$ONE."/5* 4%6#8$YR

A8NE" 9&.* QS &* ) HH) S QH#* SOHISIST* QA#* #8S$* 5"SH AT * (,* 822%$28H#$* /$9&"*
S(ON("$"#5* H#(* 9("$H&Y.* N)'S.* #(()5* 5$$I5* #(* Q$* /$SU$&5"2* " 9&" * (#8$%%*
$S("(9'$5* &5* BS))R*DBS* SBE"2$*'5%)'1$).* QUe(428#* Q. * &"* "H#%&SH ' ("* (,* S(99("*
2)(Q&)* &SH(%5*54S8* &5*&2$" 2+ N(M)&H ("5T*$IN) (9S8 #<4" %6'S"/) .+ (%69&H ("*
&"I* S(994™S&H (" #$S8"()(2.7* &"/* 53AB%S* Q&)&"S$<58$$H* &IFASHIS H#* & #$%* &*
N%("$%#.* QAQQIBR

IG* 7'58'94%&*%$,$%5* #(*#8$5%* & S#(%5* &5*#8%$$*5$'59'S* S8& "2$5* " #8$* 2) (Q&)* FS&K (I $OM) & "5* #8$'%*
$,,$S#5*"*'58'94%&*F6?>UHR



I B+3/@33+"#N

Figure 3 Real GDP gravth (year on year) in Japan: SignibPcant trending down after
QQE (vertical dashed line)
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Figure 4 Extreme Rattening of JGB yield cuw '‘Bank of Japan trade' and lost price-
discovery function
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TO+THE+ «TARGET
)FeWE+NEED*TO*CHOOSE*BETWEEN+Ae «TARGET+WITH*A+CON
AND+As +TARGET*WITH+A*HIPPY+CENTRAL*BANKER *MOST+ECO
IS BETTER =

3. Is there a lower bound in a cashless economy?

+/&(8"--*%$= 12" *T"0<'d#+A$13+2%

5% #8$%6$* &* ) (B$Yo* Q(4"/*"* &* S&58)$55* 5(S'$#.k* NUo(9* &* #SOH#Q((1* $%5"$SH AST*#8$*
&'5B$%6* '5* %$)&HAS).* 5#I6&'28#,(Y%B&I/R* DBS* "(9"&)* "HBUS5H* Y&HS* '5* #E8S* S(5H#* (,*
8()/"'2* 9("$.R* o+ CSY%(* S(SHT* I$I&"[* '5* &UQHYEI').* ) &Y2ST* NHH"2* &' $, SSH A
C$%(*)(B$%*Q(4"/R*P'#8(4#*S&58T*#8'5*9$S8& "59*/ 58 M$EIER*e(BSASYT* #+ 5" (H#*
$'#%$).*S)$&Y6*8(B*9("$H#&Y6. *N()'S . *B(4)/*B(%1*"*&*S&58)$55*5(S'$#. R*DES* (B
(HB$*S$ " H68)* Q& 1+%6$) $5* (" #5*& Q") H#.*#(*SYSEHS* IS "5*(,*\&. 9" #R*

d* %%$)&HS/* MASEH' (" '5* BESHBSYo* #8$%6$* '5* &* C$%(* ) (BS%* Q(4"/* "™* &* cS&58<)$&"b*

5(S'$#.R* 3BS/$"7*,(%6* SORINST*'5* ("* #5* B&* #(* Q$S(9"2* &* S&58)$55* 5(S'$#.R* I"*

*CASH*IN*CIRCULATION+IN*3WEDEN+*WAS+ +OF+'$0 +3INCE-T
AROUNDe+ +OHNSRECENT-YEARS *THE<FALL*HAS*ACCELERATED
"(B*'$2&H AS*S$"HI6&)*Q&"1*\()'S *%&HS5R*

-&" SEHEH ("M, HB'SHYS &Y S HBEHHBS RASVE 2SS CHH(, *SUS/ H+S&Y6/ HI6&"5&SH ("5*
B&5*,&))$ V&) &" HB&HHBS*IBS/ 58 U$&)<H#'9$*I(Q)$*&. 9B #5$%A'S$7*3P!3e 7+
8&5*$ONE"$*MA'S L) *5" SE*HE* " HOo(/ASH (*"+62>6R*H#*5*Q$S (9" 2" SU$&5"2) . *

S(99("™, (%*$5H#&Q) 58S H5H#(*" (#*&S S H*S&EBR*DBSESH/SAS) (9$ " #5*&%$*) 1) . *#(*
S("#"4$R

D8$%$* &%$* SSABI6&)* 98I6LSH* ,(%S$5* 1%6'A"2* #B'5* #6$"IR* +&58* '5* S(5H#).* &"* (H#$"™*
S("5/$%S/* S (A S H* %B)&H AS* #(* $)BSHY("'S* 9("$.R* -(%B(A$%T* S&58* '5* %'51 R*
%VEN*BANKS*PREFER*NOT*TO+USE«CASH+*AND*A+LARGE+-SHARE
S&58*&#*&))R*DBS*3BS/'58*€%$* %'S")). H(* SBH#$S8"()(2'$5*&"58(B5*&*8'28*) $AS)*(,*

HYABHX HBS.* &S+ (#*B(%6% $/* &Q (44 SEA" 2*#I6&')5* Y(9*5"$" /" 2*$)$SHY6("'S*I("$.R*
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V()'S.*'5*&" (#8$Y%* (%S $* Q$8" * #8S* #06$"/*#(B&Y6/5*&* S&58)$55+5(S'$# R*=$24) &#'("5*
&28&"5H* 9("$.* )&A"I$Y6"2* 0&1$* #06&"5&SH ("5* &Q(AS* [3f>7227* S(9") S&HS/R* I"*
&II'H# ("T*H#8$*3BS/'58*='15Q&" 1*/'5#% QAH#S5*S&E8* Yo(9*&*5"2)$*/'5HY' QA ("*S$" #U$ T+
B#8*Q&"15*8&A" 2*#(* & * (Y #B8$*#%& 5N Yo #8$95$) AS5R*
A" ON(UH& #* MASEH (" '5* BESHBSY* #BS* ) O'HB/* 45$* (,* S&58* '9N)'$5* #B&H* #8$*
)(BSY*Q(4"/*("" #SUS5# % 8H#$5*8&5*S$&ES/#(*Q"IR*D8$*&"5B$Y*'5*)'1$). *"$28&# ASR*
3(*, 8967+ #*8&5* QS (55'Q)SH#(*0$/ 4SS UEHSE H#(* $28H# AS*H#S%Y0 #(% *BHB(AH+9("$.*
Q$"2* 8(8&I6/B/IR* O(HB* " Yo&5HYASHAYS* &"* HY6&/H ("5* BLAS* SBE"2$/* "™* &* B&. * HB&H*
9815 '#* 4")'1$).* #(* 5SS+ &* HA/IS"™* "SUSEEES* "* #8$* 45$* (,* S&58R* D'5* (A'/$5*
5(9$*%((9*#(*, A%HBSY6*/$SUSEESHBFH()'S. *U8HST*$5"$S'&)). 5" S+ #B8S*#06&"59'55' ("
9$S8&"59% & M$RIE* #(* B(%1* &5+ A5A&)R* (5#7* I$N(5'H* Yo &H$5* ,(%6* B(45$8()/5* &Y6$* " (#*
NEGATIVE « .EGATIVE«INTERBANK+*RATESs THEREFORE+CREATE«
D8$%S$* &%$* #B(* N(55'Q)$* SON&"&H ("5* ,(%* BB.* [$N(5'H* Y&HS5* BRAS "(#* #A%"$/*
"$2&H# ASR* h"$* '5* #8&H#* 5(9%* 5(%6#* (¥ 9("$.*))45'("* 9'28H#* \%$AS"#* Q&"15* ,%6(9*
2("2% H(*"S28H ASF HSYY'H(% R* A" (HBSY* % $&E (" 9'28H#* QB+ #B&H* Q&"15* &S B(%%'$/*
HB&H* SAGH(9SY05* B (4)/*SHEYH* #&1" 2% (AH* S&E8* *ISN (5 H* % 8HS5* BSUS"$2&# ASR* @'AS™
HB&H$&)"2* B HB*S&EE*5+S(5H#). *&"[*S(9N) S&HS/T+9&" *Q&" 15+ 28#* Vb &HBSY*BLAS*
&FCY6(*Ub&HSR*A" (H8SY6*S ("S$Y%",(%*9("$#8%.()'S. *5*#8&H#*3BS/'58* Q& 15+ 5A(5HH(,*
RESERVES*AMOUNTING+*TO*FOUR*TIMES*THE+CASH*IN*CIRCULA"
)(B7T*Q&"15*S(4)/*/$9&" [*#8$' %*%$5$%A$5*"*S&5ER*
A4HE*SMOOTH*TREND*TOWARDS+*A*CASHLESS*SOCIETY*HAS-B
34//$") *%$I(A" 2+ SEEBH(*$)'D" &HSHBSCSY(*) (BSY*Q(4"/*B(4)/*Q$*/&"2$%(457*
8(BSASIOR*-("$.*Q(#8*$)$SHb(" S*&" & S * % $MA' VS5 H#YA5H#R D8 5 HIUASH 5+ $&S HH#(*
QUB&1*&"[*BE&Y/ H(*$5H8&Q) 5ER*! *N()'S *b&HBE*&IS*FONSSHE*#(*QE*"$2&H AS*,(%*&*)("2*
HOSTH#* S&™ (#* Q$* %4)$/* (A HBEH* Q& 15%B'))* %S " ASSH* """ 0b&5HYASHAYS* ,(%o* 45" 2%
O(%$* S&58* 828+ $9&" " 2* #8$* % $5$AS5* Q&S 1* &5+ SE58R*D8$*S("S)45' (" 5E* S&58<
)$& B MAHS ', $%$"H#*,%(9*S&58)$55R

General discussion

2ESPONDING+*TO*COMMENTSON*RA | §HIBETHE “IHIMBIHONTARGE"
THE*COSTS*OF+CHANGING*THE*TARGET+ARE*LIKELY*TO+BE+LOW
HB$*/$&(,¥)(5"2*d)&" @ % $$"5"&"D5*S ("SSMH(, %' SEEHEQ') H#. *BEE*&X) (HH(, F"HA' H AS*
&MB&) TBSH(*" (11" (B*8(B*)&Y62$ #B$*S (5#*&55(S &HS/*B #8* #*B(4)*QSR*Y %&B " 2*
ON*THE*EXAMPLE*OF+*RETIREMENT*PLANNING *HE+ACKNOWLED
OF+ «INSTEAD+OF+ +IMPLYING+THAT+THE+PRICE<LEVEL+WOULI
B(4)/*&//*5(9$*S (") S&H' ("R*e(BSASYT*4"$IN)(.9$"#+S (9") SEHS5*USH %SO #*
PLANNING+*TO+*A*MUCH*LARGER*DEGREE «(ENCE *IFeRAISING*T
FEWER+LIQUIDITY*TRAPS-AND+LESS*ECONOMIC+STAGNATION -
(A#B$'28*#B8$*S(SHER*+("S$Y" "2+ HBS*HY6&"5 H (" S (5H5*9$"# ("$/*Q *[2(*V&"CC&T*
HE-ARGUED+THAT*THE+TRANSITION+TO+*LOWER*INMATION«IN+T
Q.*V&A)* X()S1$%* "A()AS/* 5(9%* S(5H#ER* ("$#8$)$557* #(/&.* B$* B(4)/* &2%$$* #8&H*
THIS*WAS+THE*RIGHT+DECISION *4HE+COSTS*OF+GOING+FROM
BE*GREATER*THAN<THEY*WERE*THEN<ANDWOULD+*BE+SMALL+C
%$/ASSSS("(9'S*EH&2"&H ("R

+-%./(2"38,&(  Y%SEN(ISI #H(*\'.(8'L(* '58'94%68* #B&H* A" H)* "B+ O("#85*
&2(7* a8 & 8&5* Q$$"* &"* "SU$/'Q). * 5AM (Yot AS* SO&IN)S* (,* BBEH* '5* GHEHS/* " #8$*
REPORT *&OLLOWING*A*NEW+PROGRAMME sCORE+INMATION*RO
5H#&2"&H"2* Q$)(B* CSY%(*,(%* &*)("2* #'ISR* " (#8"'2* Q$5'/$5* #BS* &SH' (" (,* #8$* 0&"1*
(A& &"*S&"*$ON & +HB'BR*Y 4% 2 HBFH N&SH* "B+ O("HBE T+ S("HY&EHTH" (* A%6H#BSY*
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N%(2%$55* B&5* QS 9&/SR* DB+ O(AS* #(* "$28H AS* Y&HS5* B&S* 59&))* &"[* ['/* "(#*
"$%54&/$*98% 1$#ER*NA%*/$$). *0b((H$/*QS)'S, HBEH*SON&"["2*9("$.*54M) *S&AB$5*
INMATION+IS*BASED*ON+ALONG+*HISTORY «7E«SHOULD-NOT-ALL
PB&H*9'28H* QB+ 2(" 2% ("* " DHS&I* 5 HBEH 5SS 4) &Y SHE2" &H' ("H'5* M58 2* /(B "+ #BS*
REAL+INTEREST+*RATE *.OT*RESPONDING*QUICKLY*ENOUGH+LEA
N)'S F#(*B(%17* S$"#%&)* Q&"15* BEAS* #(* Q4.* &55$H5* B'H#8* &* N(5'# AS* Yo&H#S* (,* Yo$H#AY%" T+
B8'S8* RIS+ (H*"$%, SSH* SAQEH HAHSE* (%*9("$ R*PHE* #$"<. $&Y* Q("/* '$)/5* &+ C$Y%(7*
QBN & BB 2H H(FEX) MA'H HY& M SAS (B (24" THON). "2+ HB&HF HH S B/
H(HAY%" *#(*(#8$%*&55$HER*

VE&Yot* (*#8$*54Q5SMAS #+ '5SA55'("* ,(SASS/* ("* #8S*)'O'HE* #(* 9("$#&Y.* N()'S R*
DE6&"-/( 4%$-"#<( $ON%$E5$/* S("S$%"5* &Q(A#* &E1™2* #((* 94S8* %(9* S$"H#%&)*
Q&"15*&"[*#8$'%* 4"S("A$"# ("&)* N()'S $5R* D8S5$*A()'S'$5* 8&AS* Q$$"* $, SSH A &#*
)(B$Y"2%) (" 2<HSY9*" HEVoSSH Y 8HSE TQAHHES. H/(* (H*5SSO*H#(*B&ASQ((5HS/*Q45" $55*
"ASSHOS HR* DB S(5H* (¥ 4"/ 2% 5+ ONYoH& #* (%o "ASSHOS HT* QA+ &" (HBSVo* A'HE)*
&SH(%o* 5% "ASSHOS H* (M(YHA"#.R* ['S("ASH# ("&)* N()'S'$5* B&AS* Q((5HS/* &55$H*
N'S$57* B8'SB* 9'28#* Q$* &* ,&SH(%* )(BS%""2* "ASSHOS HF (M(UbHA"H#.* &"[* #8A45*
"ASSHIS HEAS"2R*  D*UF"&<%B(IG, H, <" *&2%6SSHBEH HH 5 SOHYSIB). 0N (Yo,
" (" (AS%QA%IS"™ O("$H#EY.* N()'S.* BHB* #&515* '#* S&™ (#* &SS'SASR* D8$* %S (Yott*
SHOULD*INSIST*MORE+*ON+*OTHER*POLICIES *+SUCH+AS*ISCAL®/
SONSSHH((*94S8*,96(9*S$"H#%6&)* Q& " 15+&"7*0&.Q$T*#8$.*B&AS 06 (9'5S/*#((*94S8R

P#<6,(),$6,  *N(“HSI(AHHBRH V&' 2 HBSH&Y2$H O 281 (H" $S$558%) %S/ 4S$*
#BS* ) 18)'B((/* (,* 8'##" 2 #8$* ) (BSYo* Q(4"/R* H* S(4)/* Q$* #B&HT* N8&96&/(O'S&)).7* #8$*
REASON*WHY WE*ARE*AT*THE+LOWER*BOUND+ISeTHAT*THE«INmMm
MODELS*MAY*WELL-OVERESTIMATE«THE+*ABILITY<OF+CENTRAL-I
H&YO2SHT*%$28%6/)$55*(,*CHY%(*)(B$%*Q (4" 554$5R"S ("#I&5H #(*B8&H#*a(5$"8* @ &2" ("
5&[7* #8$* a&M&"$5$* SON$%'S"S$* '5* &* N(55'Q)$* %$9"/$%6* (,* #BEHR* |, 7% (%* "SHE"S$T*
O("$H&Y0.*N()'S.* B&I* TAGH* &* HEON (&Y. * $, SSH* (" #BS* N0b'S* )SAS)* QA#*"(#* (" #BS*
INMATION*RATE *PUSHING*POLICIES*TOHIT*THE*INMATION-TAR
IN*WHICH*INTEREST*RATES+*FALL*FURTHER+*AND+*INMATION-GO
" 48IBH S HARH (T HH B $&E *H(* 8 HHBS) (BSY* Q(4"R*PS*#8$%S, (%$*"$$/*#(* BLAS* &*
BROADER*ANALYSISON*THE*DRIVERS*OF+«INMATION *+&ACTORS:
&"1%2)(Q&)'5&H (& $+4"I$%S5H I&HS/R*DBF* SO %' S$*(, a8 & 5" (H*5 AN Yok A
OF+THE+IDEA*THAT*LOW+INMATION+*DESTROYS*THE*ECONOMY
A$%.*)(B*&"1*2%(B#8*'5* &Q(A$*N#S$"# &)R*D8'5*% &' 5$5*#8$* MASSH (", BSSH#E$Y* BS*
SHOULD+* CONTINUE+* PURSUING+* UNCONVENTIONAL+POLICIES.J
P8$"+&"[*BESIS*58(4)/*BS+5H(N*&. [*BE&H*5+#BS)' O H#(*BBEH("$HE&Y6 N()'S
CAN+DO «!LTERNATIVELY *WHY+SHOULD* GOVERNMENTS+NOT-|
A$Y%. *58(UeH<H$Y69* Q")) 5K &%) &HS/*S (QOBHBF"&<%B(9G, H, <" *%$I&Yo1$/*#B8H*
CHOOSING*THE«INMATION+*TARGET+*IS¢NOT+INDEPENDENT+FRO|
THE*«INMATION*TARGET+*TO*BE+CONSISTENT*WITH*ACHIEVING-T
B$*58(4)/*"%(Q&Q).*S8((5$*&* ) (B*#8%2$#R* W' 1$BBEB6 )#5563+6,&I6 B("/$%$/*
WHY+WE+ARE+DISCUSSING+*INCREASING*THE+INMATION*TARGE
S&™(#* SA%%S"H).* OSSH* HR* -(%$(AS%T* 8$* B(4)/* BEAS* ) 1$/* #(* 5$$* &* '5S455'("*
(,* #B$* #96&"59'55'("* (,* "$28H# AS* Y&HS5* #806(428* #8$* SOSBE"2$* U&HS* SBE$)* ¥
HBS* %S NVHBI?"-(K,-%$  * &/IS/* HB&H* #B$S* ) MA'[H.* HYo& N '5* %) &HS/* H#(* #B$* %$&)*
LONG TERM«INTEREST+*RATE «4HE+EFFECTIVE*LOWER*BOUND-I!
)4 HYEN T QA" (H*&*" $S$558%. *S ("/# ("R*e$" S$T*&*S&58)$55+5 (S $#.*$) 9™ &H#$5*
#8%$*)(B$%*Q (4" QA" (#-"$S$558%'). “#B$*) MA''H# *#%6 & R*
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I"H#$%6&'%()"**( &S1"(B)S/2$/* #B&H* #BS* %S (Vo#*58(4)/* BEAS* &/I%S55$/* #BS*'$&*
HBEHHBSYS*9'28H QB &*)&ST*(,*2((/* " ASSHIS #* (M (YoHA™ # $5R*e (BSASY67* ("$+8&5*
BT, S%S$"# &HS* QPHBSS * #8S+5) (N (,* #85*13* SAVAS* &"[* &* 58" #*"* #8$*13* SAUASR* | *
#839%6%$* '5* &* )&S1* (,* "ASSHOS H#* (M (VoHA" # $57* #8$* 13* SA%AS* 58' #5* Q&S17* Q4#* #8'5*
[($5*" (H'ON). SHBEHHBSUSH 5" (*"HSY$5H<ES "5 H ASS S " 2* #8$*$S("(O.R  (963&%(
$,3-58#.  *"(HS/*HBEH* HBYoB* BEE* QP &* ) (H* (,* 9'5A"ISUSH&" " 2* Yo$) &HS/* #(* #BS*
$,, $SHAS"$55* (¥ "$28H# AS* Y&HSER* DBS5S (,#$"* &'9B/* &tt* Yo$5N (/" 2+ H(* &* Y SIASH ("
IN*INMATION<EXPECTATIONS *4HE*NEGATIVE+RATES*DID*NOT=C
HB&H* #8$.* BSUS+%$5N (/" 2+ #(R* DB'5*8&5" (#* Q$$"* 4"/$%5#((/* Q. *#8$+ N Q) 'S*&"/*
#83%6$, (U$*8&5) S/ (*#BS*BY("2*S("S)45' (" HB&H"$28H A U&HSS+ 8IS, SSHASR*
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Lessons from the bnancial markets

Comments by the discussants

+9"&(),6E680)/*8"*
DB$Y6$* '5*"(*/(AQH* HB&H* O ("$H&Y.*N()'S.* 8&5* QS * $OH#Y$IS).* $, SSH AS* &#* $&5™2*
INANCIAL*CONDITIONS «-ONETARY+*POLICY*HAS*CLEARLY+*BEEN:-
(*&55$#*98."&2$%5RNASU #B$*) &5H#* $B*I("#857*8(BSASY7*9&Y 1 $H#*."&9'S5" ' S&HS5*
#B&H* 98 1$H5* BRAS* S("S)4/S/* #8&H* I("$H8Y.* N)'S.* B&E* %$&SBS/* &* )'IHR* N(%*
EXAMPLE sTHE+<INCREASED+CORRELATION*BETWEEN+OILsPRICE
S&"*Q$* 4" IB%5H((/* &5* &* 9&™ BSHEH ("* (,* 98I LEHE* BEA" 2% NU'SH/* " #BH* Q" /"2
C$%(* ) (BS%* Q(4"IR* -("$#&%.* N()'S.* B(%15* \%'98%').* #8%6(428* #8$* SONSSHEH (">
SB8&™'$)74&" *H8'5*S8& " B)*5+QS 2 MAS5H ("B/R* H8'5¥5HHBS+S&EST*I("$H&Y. *N()'S. *
CAN<BE*HELPFUL*FOR+INE TUNING*BUT+NOT+TO*ADDRESS+BRO/
) M4 HYENRFY $&) " 2B HBHBS) MA'H Y& NUSMA' U S5HEFS("H"2$"S 1) & HHBEHH 5*
") OHSIH(*O("SHEI FN()'S R85+ 5S S THHBS+ VoSN Yok BH((* (M 9'5H S*&Q(4#*
HBSHNHS"H &)*(,O("$H&Y.*N()'S R*
D8$%6$*9'28#*&)5(*$O'5H*&*5H# 298*&Yo(4" [*" $2&H A$* % &HSER*0*) &Y 2$*58896$*(,*Q("/5**
*OF*THE*GLOBAL*BOND*UNIVERSE+n+IS«IN*NEGATIVE+YIELDS
H(* O&HAYD'H $5* (,* O(%$* #B&"* >I* $EIBR* P8)S* #BS* VoSN (Vb#* [($5* &* & H&SH S*f(Q* "
$ON&"™"2* B(B* &"[* B8.* "$28H# AS* %&HS5* 58(4)/* B(%17* '#* )&S15* #8$* /'5H"SH'("*
QBHBSS"*59&))* &"1*)&%28* ("$"* $S("(9'S5R* N(%*59&))* ("$"* $S("(9'$57* "$28H AS*
%&HS5*&U6S*&*I(%$*N(BSY,4) #(()*QSS&ABS*(,*#BEINESHH8S. *BLAS*(#8$*$OSBE "2+
%&HSR*N(%6*)8%62$*$S ("(9'$57*"*S("HUEEHT*"$2&H AS* U &HS5*S & (#*BEASH#B$*589$*$, $S#*
THROUGH+*THE*EXCHANGE+<RATE +!S+FAR*AS+*RESPONDING+TO-!
"HEYSSHVOEHSE RIS VoSHH 2 SB*SOBRAGHSRHH5+" (#+3)$&*B8. " $28H AS U &H$5*58(4)/*
Q$* &A(A%S$/*(ASYo*|: R¥"&/[# ("T*HBSYo$*'5*" (*5HY ("2 S ("A'SH! (", %6(9*H#B$*S$ " HY%&)*
Q&"1* S(994™#.* #(* I$,$"/* "$2&H AS* Yo&HS5* "* #BS* B&.* '#* B&5* /$,$"/$/* &55$#*
N%SB&5$5R* D8'5* &)5(* S("H#%' QAHSS* #(* [(AQHS* &55(S'&HS/* B'H#E* #B$* A5$* (,* "$2&# AS*
%&HS5R*
D8$* %S (VoH* 8U24$5* H#B&H* H#BSYS* '5* "(* %B&SE ("™ #(* SONSSH* &* ISSUBESE" 2+ 'IN&SH* (,*
O("$H&Y0.* N()'S.* #8Y(428* #8%* N(Y#, () (* %$Q&)&"S™2* SBE™"$)R* :&5" 2% 9("$#8&Y.*
N()'S.*4548)). *B&E*& ' ON&SH*("*/$O&" BB "+ #* 5 HSIN%8&% R*DBS+5AQ5H HAH ("
$,8SH#* (,* )(BS%* "HSUSSH* %&HSE* #B8S"* SH'O4)&HSS* S("SAMH ("R* I"* #8$* SA%6%6$"H#*
$"AY("9S"HT* ) ((5$* O("$HEY6.* N()'S.* '5* "(* ) ("2$%* (,* &* HSIN%&Y%.* "&HAY%SR* DBS*
MATTER*THE*YIELD*CURVE*TURNS «THE*WEAKER*THE+SUBSTIT!
HB&H HBS*"S(9$*$, SSH*'5*/(9" &2+ #BS* SAQBH HAH (" $, SSHR* P$*9'28#* #845* Q$*
INeAeSITUATION*INeWHICHsTHE*INANCIAL+sIMPACT+IS+*SIGNIICA
HBS %$R)*$S("(9. X 5H" (HHBEHY) &Y2SR*1, *206(BHE*/($5+" (H*O&HSY'&) 5 T*5(9B*(, *#8S5$*
INANCIAL+POSITIONS*MIGHT*CREATE-INANCIAL*STABILITY+RISK

J,2"(K"@%$= '.0"335)/7'A"#:2"1/7'8$3$)1/7'G#32+2@2$

D8$* &AHB(Y65* (,*H#8'5* " HEYS5H" 2+ Yo$N(Yott* $ON) (.* &+ SHE" &I/ "$B¥\$."$5'&"+ O (/$)*

H(*&55$55 8+, SSHE*(*U$SE #+" (" <SHE"I&Y6*I("$H&I N()'S FIS&5A%S5*("+2%6(BHE*
AND+*INMATION *4HEY*CONCLUDE+THAT+THESE-MEASURES+WOR
&M)'$9(%$*,(%S$,4)) R*DB(985*-& . $Y605*S (" S$%"*&Q(AH*H#8'5*E& Vb (&S S 5+H#E&H*HES*
9(/$)*9&.* Q$*BY("27*&"[#8$%$, (%S #8$()'S *%$S(99$"/&# ("*,&)5$R
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3"S$*#8%$* S())&N5$* (,* WSB9& * 0% (#8$%657* BS* BEAS* ) $&Y6"$/* #B&H* SUS/H#* O&HHSUER*
-&.$%b5* (B"* %$5$896S8* F"* S())&Q(%&# ("“* B#8* -'S8&S$)* 0'225H* 58(B5* #88&#* SUS/#*
MOWS+ARE<CLOSELY*CORRELATED*WITH*DEMAND+mOWS «OVER
&)9(5H#*$ASY%.*S(4"#% R*NSS&5'("&)). 7*SUS/ #*SAS /% AS5+/$I&"R*+%$/#+S . S) $5+&I6$*
HB$ US54 HR " HBS) &EH*84"[%S/* $&YOST*HBS*O(5H%(" (4" S$/*SUS/ H#*+S. S)$5*(SS4%%$/*
V(O HBSH)BHS>KB 25 (MBS SEY). S>KIPETHE HHBSH) &HS> KK 25 #(*#B$$" [, *#8$*6?7>?5R*
OO/ H* M) &.5*"(* U6 ()$* "F #BS* "SBH\S."$5'&"* (/) 7+ QAH* H* 5+ &* 1$.% /%' ASYo* (,* #8S*
Q45"$55*S.S)$* "+ #8$* P'S15$))<-'5$5<e&.$1* FP-eH* 9(/$)R* e&/* B$* &/* S) (5$%*
SHHS # (H(H#8$*P-e*9(/$) T*BS%(Q&Q).*B(4)/*" (#B&AS*Q$S$ *S&A28#+4" &BE&Y6S*
Q. #8$*QAY5H (48 S % $SS #*S%S/ H*QAQQ)SR*A"*BSYSBE*H(* QI &. "2 EHHS H ("H(F
"(B7*B$*S(4)/*)$&Y6"  #BEH HBS* U $5$"#*S(4%5$*(,*9("$H#&Y. *N()'S . *9(5#*)'1$).*B"))*
"(H %SAAS #BS* $S("(9.7* QAH* Yo&HBIYe* B'))* SSOS H#* HBS* 'SH(Yort ("5* SUSEHS/* 14%™2*
HBS*ANS B2+ HBS*SUB/ 1S S) &%) & *HBS 2%(4"[*,(Y*I (%S H#Y%o(4Q)$*"H#8S* A#A%S$R
A4HE+7-(*MODEL+PREDICTS*FURTHER *AND+*POSSIBLY+EVEN+D
' *HBS* NP5 HF S(A%5$* (¥ N()'S.* 5% 98 HE"S/R* e(BSASY6T* #B8$%S* &I6S* "(* 5'2"5 (X
&*SB&"2$* (,* #8S(%.* "+ &S&IBY'S5* (%6 (,*N()'S. ¥ U%&SH S+ "* S$"H%&)* Q&" 15R* N(%6* &"*
&55$#*98"&2$9%"#*S(91&" *54S58*&5*#8%* ("$*-&.$%*B(% 15, (%7*#8$%$*'5+" (* (#8$%*
SB('SSQAHH(* QAN &N Yok, () (*(,*Yo(QASH*&E5SHE*HBEHBEASE&*2((/*SB&" S (*5A%A'AS*
ANOTHER+INANCIAL+CRISIS

OH-I6%(L'</G"&6= ")-TK)#+'L33$2')#),$<$#2'MMI

P8 8+ VSN Vo THBS%$H 5+ SOHH#(*" (*/'5SA55'("*(, BB&H*#B$*$, $SHE*9'28#*Q$*(,*
CHANGING*THE<INMATION*TARGET+*ON*EQUITY*MARKETS *!ND-YI
'ONGHE H "+ SAL)A&H"2* BESHESYo* #ES* #&Y62$H* 58(4)/* Q$* SBE"2$/R* N(%* $O&IN)ST*
ONE*BRANCH+OF*THE+*ACADEMIC*LITERATURE*THAT+EXAMINED
EQUITIES*n*WHICH*ORIGINATED«IN*THE* Sen«SUGGESTSe«TH,
SH(S1* Nb'SEEX* "I$$/T* [4%"2* #8$* SKU?57* >KI?5* &"* SKM?57* #8$%$* B&5* &* S)(58*

FAG'# ASH*&55(S'&# (" QSH#BSS " (9"'&)*.'$)/5*&" *$8%""25* '$)ISR* (% $*%$S$"#).7*
HOWEVER *WE*MAY+HAVE-ENTERED+*A«REGI|NMESIFEHEBHICHe+HIGH
N SR, &SHTHSOHQ((L*#8$(%. 54228 5H5 HBEH*" (9" &) *Vo&HSE*(, VoSHAYe"*("*&))*&55H5*
SHOULD*RISE*ONE FOR ONE«WITH«INMATION «"ESIDES «ECONO
5+eSHOWS THAT*A*SWITCH*OF+SIGN+*IN*THE*RELATIONSHIP<BET
BIBRYS #(* BEAS BEMS"S/* " #8$* $&Y6). ¥ 67275+ FSR2R* P&/BB&" 7+ 62>JHR* I"* &* ) (B*

BELOW TARGET «INMATION«ENVIRONMENT «HIGHER*INMATION
FOR*EQUITY*PRICES *!+BETTER*UNDERSTANDING+-OF«THE+«IMPA
986 1$H#5* 5*0bSMA VS "+ SA&)4&H " 2*54S8*&+I&F(%*%$2'9$*SB& 2SR

#ONCERNING+1% *7ADHWANI+NOTED*THAT*INANCIAL*MARKET-I
#8$+$, SSHE*&US+ QP2 2+ #(*/'9" 58R*DB'5*0& *Q$*&*5'2" &) HB&HH | 5*Q$S (9" 2*
)$55*$, $SHASR*(BSASY T #8S*SA /S S$*885* QS *BHSY6(2$"$(45 7+ &YoH'S4) &%) . *BE$"*
Y((172* &#* #8$* 'ON&SH* (" 5H(S1* 7% 'S$5R* P8)$* 5(9$* /', $%$"S$57* 54S8* &5* #8$*
I',, $%$"SS*QEHBSS 1:>*&"H:67*&%$*$&5'). *$0N) ' S&Q) $7*(#8$%5+8%$+9(%$ 4CC) "2R*
N(%* SO8INST* '#* '5* "(#* S)$&I6* BB.* #BFU6S* '5* &* )&STH (,* &* Y(QABH* 'IN&SH* (¥ I:* ("
5H#(S1*9&1SH5* "*#8%* SEES* (,*#8$* [ "#$/*\" 2/(IR*W'LSB'ES7*$9N%'S&)* SA/$"S$*
ONeTHE*EFFECTIVENESS+OFe1%¢IN**APAN+IS+MIXED *4HE+*IMP/
4"/$%B8$)9"2R*-(%$(AS%T*#8$* NS/$%6&)* =$5$%AS* 8&5* S("#"4(45). * %$A'5S/*/(B"*
H5*206(BHE*, (%S S&EHE*(A$Y*#B8$*)&5#*5'0* $8&ISR*PE)$*Q(#B*54/). <5'/$*&"[*/$9&" /<
SIDE*DISAPPOINTMENTS*PLAY+A*ROLE ¢IT*SEEMS<PLAUSIBLET
)(B$%*#88. *$O$SHS/R*
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h™*"$2&# AS* Y&HS5 7* P&IBBE"* $"S(4%8&2$/* #8$* &AHB(Y65* #(*)((1* &#* @ ((/8&Yo#b5*
"$B*j* (%*5$S("/*j*) &BR* $28# AS* %68H$5* %$/4SS#8$+ S (9% (,* Q&"15R*3" S$* Q& " 15*
S&™(#* N&5E* (" "S28H AS* Yo8HEE* H(* USHE')* SASH(ISYST* HBSYo* "HSYSEH* 9&Y62"5* 2$H*
SQUEEZED *4HIS*REDUCED+*PROITABILITY<OF+BANKS*CONSTRAI
HBS (") *B&.*, (%" $2&H AS U &HSEH(*QS*$S("(9'S&)).*$, SSH A 5H#(*QUS& 1 *H#BS H8Q((*
&6(4"1*'$28H ASHISN (5 H*Yo8HSERH", (VoH 4" &H#S$) . T#B&H*5* ) #'S&)).* 9N (55'Q)$R*

N™&)). 7% *H#BS*UoSN (o 5* (ASY0). * (MED'BH S* ("1 T*("*"$2&H AS* Vo8HSS*&"[* (" #8$*
POSSIBILITY*OF+RAISING*THE*INMATION*TARGET *THEN*THERE
(#B$UN()'S * (M ("ER* H5$$O5*#B&H*8S)'S (MY ('S, F B*#BS* (") ¥ 289+ H#(B"R*
D8$%S$* 8%6$* 5$3%'(45* 55455 %6$)&HS/* #(* 83)'S(M$%* 9("$.7* 54S8* &5* N#$"#&)* 98I 1 $#*
INSTABILITIESs ANDe SCARE+ STORIES+s ABOUT* HYPERINMATION:
"I$AS"/$" SPR*DBSES* &S SOKSH). “HB(5$*'554$5*HBEH"$S/H#(*Q$*/'5SA55$/*&)("25'/$*
#B$* Q'2* BIA& #&2$* (,*83)'S(MHSY* 9("$.*[* RER* &* 2%6$&HSY6* 5H#'94) &t (Y. * ON&SH* #8&"*
S('AS"H# ("&)* I:* 5"S$* ) (BSYe* Q("/* '$)/5T* (,* #8$95$)AS5T* BEAS* &"* 4"SSUH&"*
5#94)&#(%.*$, $SHR

General discussion

1" 06BEN("5S*#(*38458")*P&/BB&" T* I"HSY6&'V6()"** *SHYSEES/*HB&H HH 5 ONVHE HH(*
MAKE+A+DISTINCTION+BETWEEN+INMATION+sAND*THE«INmMATION
BETWEEN*INMATION+AND*EQUITY*PRICES*MIGHT+BE+DIFFEREN
HBS*H&Yo2$H*'5* 9$H* (%*" (HR*DB'5*'5*%6$) SA& #*#(* &"5BSY* #8$* MAS5H ("* (,* BESHBSU* #B$*
INMATION*TARGET*SHOULD+*BE+«INCREASED «3ETTING+A*HIGHER
(%6*S(994" S&H ("R*e(BSASY6T* *H#+'5*S (994" S&HS/*S)$8I6). T*%$&) " HSYS5H* Vo EHS5*&Y6$*
9458*)(B$%*("S$*&2$"#5*QS) SASH#BS " SB*#802$#* S&"* QS  USLSUBIR2"38,&  *
ADDED*THAT*1%*HAS*HAD*AN<EFFECT+IN**APAN «#ORE*INmMATIC
B&5*06'5$"+6227* Q&S5+ ("HER [ [*" (#* 25+ a8 & &) #BS* B& *H#(*#8$* 0&" 1*(,* a8 &"™*
HEYO2SHT* QA #B(<HB'V6/5* (¥ #8$* B&* #(*'#R* D8S* 0896 1$#5* " (B* S$$* #B&H* a8 &"* '5+" (H#+
B'))"2*H(*/(*9(%$T*&"[*#B'5* 5+ #8$* USR5 ("* BS A #BF+ S, $SHE* 4" &AS)R* +("S$%%""2*
D8(9&5*-&.$%05* S(99$"#7* 8$*"(H5/* #BE&H* ) (B* "H#S%S5H* %8H$5* 83)* %$5#Y64ASHAY " 2R*
D8$.*M58* 4N BEESH N SS5+&" *" SUSEES*HBSEEESH*5I$+(, *#8$*Q&)&" SS*58SSHR*

2%8&%(>$6%B(I$%$/* &Q(A#* S(994" S&H (" S8&))$"2$5R* e$* &51$/* BESHBSY*
COMMUNICATION* HAS* BECOME+ MORE+*DIFICULT+ AND* HOW+WE
(YoB&YLIRS* (K, &56'06 *"(H$/HB&H"(H*$" (428*&HHS " # ("*BEE* QB N&![*#(*HE$*
N)HSEY*SS("(9.4(, 148" ' $28H AS % EHSER*DBSES S #8) 06$/ 5#I6' QA AS* S, SSHE*E"[*
S("5SMAS"H). *%PMA'YS+& *SON) & & (RS (#+(QA'(A5*8(B*"/$"$"/$"#* S$ " #Y%&)*
Q&"157*B8'S8*QAES#B8S'00*"I$"G"/$"SS*("*#BS*"(# (HB&HHBS' Y\ ()'S $5*BLAS" (*
%$/'5#% QAH# AS S, $SHET*SE& S (994" SEHS #B'5R*

0$6'( 9"85,$ * B&5* "#%'24$/* Q.* a$&"* O(A"b5* S(99$"#* &Q(4#* #B8S$* "$$/* #(*
HYSEH HBS HRI62$H5*5.990$#06'S&)).R* 1"+ &* B(%)/* B$%S* , (%S S&SH5* 8IS %S $&HSB/). * Yo SA'5H/*
1(B"B&Y/5T*N()'S.0& 1$%5* #8" 1+ #*'5* QSHASYe* #(* &M Yo(&.SB* #B$* #8I62$#* %6 (9% Q$)(BR*
P(4)/* #8$%$* Q$* &" * 45+ "* [$) QSU&HS). * (ASY65E((H""2* HBS* HEYo2SH* #(* & MUo(&SB* #*
5.99$#%'S&)).*,%(9* &Q(ASK* I"* #8'5* B&. 7+ #8$%$* B(4)/* Q$*"(*"$$/* #(* SB&"2$* #8$*
#2545/ *AGREED*THAT*RATHER*THAN*CHANGING+THE*INMATI
B5)", 4)*#(* & Y(&SB* #*5.99#%6'S&)) R*I"* &/ [ ("T*#BSH#&I2BH* S (4)/* Q$* 9S85 4% $/*
ON*THE*BASIS+OF+As+| VE-5REPIR- ABCERMSH54&/S/*Q. H#8$*S)&'95*
HB&HH¥B&S" (#+$, $SH ASR*DBS*5()A# (98 *BEAS* QS H#(* Q$*&*QH#+9(%$*, (%S$,4)*
B#8*|:%/4%" 2+ #8$*%$S$55'("R*NY6(9*&*BS), &S+ %5 $SH AST*&*) (BSU*#EYo2$H*9& *Q$*
QUITE+*DESIRABLE *4HE*REPORT+COULD*BENEIT*FROM+A«FULL
#&Y2$H"2R
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+'8(3,5/ *B&E*Q(%SH("HQ'5H S*(""$28# AS U8 HSER*PS*BEAS*) $&Y6 HHB&H* #*58(4)/*
BE+THE«IRST*TOOL*USED*WHEN+HITTING*THE+ZERO*LOWER-®B(
(ASYO58((#* &i#* H#BS* QP2 2% #(* )'O'#* #BS* #'9%* BAG#* "% "$2&H AS* #$%%'H(%.* &"[*
THEREBY-REDUCE-+INAN CIA L 45368255637 RIQGIOH G/ B BEM'S* «
#8$% 4% (C("$*#*5% (#'S)$8 Y BESHBSY#B8S'S, $SH AS"$55%, 1 "8&57$S) " $/1(% BESHBSYo*
#BB%$*BEE* QB$"* &"*'554$* (,* S(994" S&H' ("RO<GE&(ISH?"& *&51$/* BBHESYo* #ES*
'5SA55&"#5*B(4)/*%&H#BS% %A HBS*SONEY'0S #+ U SASUSSRY (*#8$. *#8" 1*BS*B(4)/*
QS QSHHSI(,,* *BS*28ASHAM:*&" FYSHAY"$/*H(*N(5'H AS* Yo &ARBA &@ (92, #/"(
B("/$%$/* BESHESYo+ #8$%6$* S(4)/* QB+ &* '5SA55' (" (" #BS* " S$ " H AS5* ,(%6* O("$H&Y6.*
N)'S. *#%&"59'55' (" 2("2* (%B&Y/R*

0$6'(9"&5, (" (HS/*#BEH HBS U SN(UH*B(4)/*Q$*45%$,4)*, (%*S$"#%6&)*Q&" 1$%5* < #+-8&/*
& (%69$/* '5SA55' (" (" 83)'S(MH$EY* 9("$.R* I" AU &SH SST* '#* B(4)/* %$SMA %S+ #B8$
S$"HY&) Q& THH(*2 AS* NS ("HY () *(AB%* H5*Q&)&" ST*EBSHH* (& B 98 S H* Q&5 'S T*&"[*
THEREFORE*POTENTIALLY+*CONTROL*OVER*THE+ABILITY*TO+HI"
ALSO*RESULT+IN*ISCAL*DOMINANCE *WHICH-WOULD+-UNDO+CENR
4HUS *IT*MIGHT+BE*BETTER*TO+*HAVE+A*CONVERSATION+ABOUT®
N)'S* 9'0* Q$,(%S$* #8"1"2% &Q(4#* 83)'S(MH$%* I("$R* D *WF"&<%$( 9G,H,<"*
&2%$$/* B'HB* #8'5* %$IRILR* €$)'S(MHSYe* 9("$.* %&'55* #E$* MASSH (™* (,* BESHBSYo '#*
ISeABOUT*MONETARY+POLICY *ISCALPOLICY*OR*BOTH *)T+EN’
'554$5R2968%6(>$6YG"$/* #B&H* |:* 98 1$5* 5&, $* &55$#5* ) $55* 5&, SR* +("5$MAS"#).7*
%'51* & GH HS* B&E* ['9"5ES/R* I5* #8'5* ) (BSYo* %6'51% & MSHHES* &"* 'BEAF " [$52""2*
&* NO%#, () (K* *J1,2"-(K'@%S$  * &2%6$$/* #8&H* )(B* %'51* & MSHHS* '5* &* Q'2* A%b(Q)SIR*
WESH* $&I6T* S(%%$)&H ("5* &SY%(55* &55$#* S)&E5$5* #4%"$/* N(5'# ASR* D8S* 454&)* Nt ()'(*
DIVERSIICATION+DID*NOT*WORK+ANYMORE «)N*RESPONSE+TO-«¢
BS*OS"# ("SI HBEH HBFS*()'S'$5*'5SA55$/*9'28#* BEAS* QB$ 453, 4)* "N YSAS H" 2
&"(HBSY* @YBEH* Y %$55'("R* ©(BSASYT* 2 AS * #BS* SA%V6S #* SHEHS* (*#B8S*$S("(9.7'#*
5% [(AQH, 4)* #B&H* HBSEH* N()'S'$5* S&""(B* , (54#$%* 26(B#BR* D8'5* '5* B8$U$* #8$* %6$NYott*
B S H%$).* S(TAS2R* -(%$(AST 58(4)/* BS* $HSY6* " H(* & (#8$Y6* %$S$55' ("7
8%5)'S("HBY*I("$. " $S/5 H#(*QE*5$%'(45). *S ("5 I$%S/*&5 HBS #(()5*HB&H*BSBLAS*45$/*
B(* &Y% 9'28H*" (H*QS*&" *)("2$%*$, SSH ASR* 145+ " $S$558% H#(* /', $%$"H# &HS* QSHBES"™*
THE+ISCAL*POLICY-EFFECT*AND*THE*MONETARY*POLICY-EFFE
83)'S("#$%*9("$.R*D8'5*8&5*" (#*88&M$"$/*5(*,&%* QPS&ASS* S$"H#68)* Q& 15+ HUSEH HBS
'554$*&5*#&Q((R

dSS(%/"2* #( ( D*%F"&<%S$( 9G,H,<"7* #8$%$* &%$* "H#$%"&H# ("&)* S("5$MAS"S$5*
(%) (BSY%"2* "HSYB5H* Yo&HSER* | * #8$* 0&"* SBE™'$)* (,* #96&"59'55' (" '5* #8%6(428* #E$*
$OSBE"2$* %&HST* BE'SE* SAS™ ,(%6* #8$* :49%(C("$* 5$$95* #(* Q$* #8%$* S&EST* #8$%$* '5+ &*
N%(Q)$9*(,*9("$HEI6.*N()'S. *S((%o/" &' ("R*

1657 A6Y%.%0*5/%SB* &HHS #'("* #(* #8S* U$S$"#* '5SA55' (" ("* #8$* "$(<N'58$%%'&"*
PROPOSITION « WHICHs CONTENDS+ THAT+ RAISING+ RATES+ CAU
3HOULD+*CENTRAL*BANKS*RAISE«INTERESTNRATES+TO*GET+INm/

2"-5,&(2%% - *N("HSI* (AHHBEH*5(9$* Q& 15" & SHHI&" DY HH"2&H A IS5 H
Uo&HSSH(*HBS'U*SASH(9$%5*#8%6(428+8'28$%* SSER*IH*B(4)/*QS*"HSYSEH" 2 H#(*5$$*4"/$%*
B8'S8* S'%S495#&"S$5* &"/* #(* B8&H* [$2%$$* Q&' 15* &Y+ &Q)$* #(7* I$* ,&SH(T* "&55* ("*

"$2&# ASYEHHRIG*(L'</G'&  *MENTIONED*THAT<IRMS+*MAY+POSTPONE -+l

-(%$(ABY7*#8$%$*945H#* QS*&*)'9'#* ("*8(B*8'28*#8%*,$$5*S8&%2$/*Q.* Q& 15*#(*#8%$'%*
S45#(9$%*S&"* QSR*)#'9&#F). 7*#8'5*B'))*%$5#% ' SH#*#8$*$,, $SH# A$"$55*(,*"$2&# A$* Y &#F$5R*
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h™*S(994"S&H#("T  (+%"&(),6E6& %$)'$/* #88#* #8$* SONSSHEH (" S8&™$) 7* &"[*

#B45*S(994" S&H ("T*5*S%A4S' &)R*+(994" S&H (&) ("$7*8(BSAST*B))* (#*Q$*&Q)$*
H(* %SASU5S* SA%06S #* ISAS) (NOS HER* -(US(ASY7* H#* 58(4)/* 57F))* (4#* &* S("#"2$"S *

N)& M * SEESH (& (HBSYo* U $SS55'("R* P'H8* Y5 S H* #(*8$)' S(MHSY6* 9("$.7* 85+ &6 24/
THAT*THERE«ISeNOTHING*MAGICAL*ABOUT*IT ¢)T+IS*MORE+ISC?#
INOTHER*ELEMENT+ISs THAT+*POLICYMAKERS* SHOULD+«NOT+LIM
N)'S'$5* QSS&ABSH(,*='SEI/'E S BMA'AR)S" SST*&)HB (428 #+9' 28H#+" (H*QS$*,4)) Q" /" 2R*

le KEY* QUESTION® IS« HOW+ WE+« ACHIEVE* COORDINATION+ BETW
MONETARY*POLICY *)N<ADDITION sCOMMUNICATION*ALSO*MATT
WHICH+COULD*IMPLEMENT+*A*FORWARD*GUIDANCE*COMMUNIC/
A)'S REN"&)). 7*("*"$2&H AS % &HS5T*BS* 2% S/ HB&H*H#BSY)'9H*9' 28#*Q$*S) (BSR*
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Lessons from policymakers

Comments by the discussants

A%S$(1"*%-%&B)H#$<)1*3'C) 2+"#) 05 )#*

h"$* &5 S SHHB&H*BE&5*Q$$"+9'55"2* Uo(*#B$*/SQEHS*5(*, &%+ 5*BBSHBSY*) (B*"#$%6$5H#*
%&HSS* 8IS+ U$&)). /AS*#(* S$ " HY%&)* Q&" 1*&SH ("7*(%* BESHBS%* #8$%$* 5+ 5(9$H#8 ™2+ 9 (%S
FUNDAMENTAL+AT*WORK «)N*A*WORLD*WITHOUT+CENTRAL+BAN
&*BHAGH (" "+ BB'SB* /$5'%$/* &A™ 25* &Y%+ 8'28$Y0* HB& * I$5' %S/ " ASSHIS" H#* B(4)/*

US5AYH"+) (B HSYS5H U &HSER PSS & (H*&55A0$*#B&H " #U$5H Y &HS5*B (4)/*Q$*94S8*
8286+ " *#8$*&Q5S"S$H(,*S$"#96&)*Q&" 1*&SH ("R*N#8$%6* %6 $&5("5*Q$8" /*) (B* U &HS5*E& IS
19)$AB%& 2" 2*&" [*&IASY65 H# *#(BE&Y6/5*%$8)*%%'51R*

W(B* " #$%$5#* Y &HS5* 5SSO*#(* B(%1* &)5(*, (%* #8$* %$&)* $S("(9.7*$AS™' *9("$#8&Y%.*
A()'S*'5*)LE) . H(* &S$HISSUBEE" 2* %SHAY 5* #(*5 S &) $* &5+ O (5H* "#U$5H* Yo &HS5* BEAS* Q. *
"(B*&"0b(&S8$/*CEY6(R*DBS*5(9$8(BH/'5E&M("H" 2N S1AN"*/$O&" [*2%6(BHE*'5*

" SATSSSHH(*HBS* S("HI6&Y R* A" &"8&)(2.* S(4)/* Q$* &* S&Y* 2("2* 4M8') R (4* 9&.*
NY$55+*BEY6ISYo* ("B &S SH)SU&H(YT* SH*5H#))*) (5$*5 $$/R*DBS+$ON)&" &' ("+'5+%68H#BSYo*HES*
DIFICULTY+*OF+CIRCUMSTANCES +NOT+*THAT*THE-ACCELERATO|
B'))*&)5(*" (#*9(A$*, &5H#$%*Q. *(#B8SB'5S* 58" 2#8$* QU681 $57*&)HB(428*.(4*BEAS H(*

Q$*BS$))* 06" &%6$/*, (%*54S8*&*SB&"2$+BE$ & MU(&SE" 2B #("*(,*#8$*8"))R

(SHT* #BSY0$* &Y6$* 5(9B* S("SSY%6"5* HB&H* HBS* oSN Yort* S(4)/* &/I%S55* "* 2% $EHSY* /$H&')R*
d55$H#+\0b'S5* 8I$H " SUBES" 2+ " &* B&. * #8&H* 9'28#* SU$EHS* QAQQ)$5R* - (% $(ASI67* #8$%$*
9'28#* Q$* /'5H(YoH ("5* %) &HS/* #(* "% (/ASH AH.R* W(B* %&H#$5* &))(B* S(9"&""$5* #8&H*
B(4)/*(#8$%B'5$*$O #+#8$* 98I LS H(*%$I& " "* Q45" $55R*H*'5+4" S$Uo#& " * BE&H*B'))*
B&M$"("S*S$" #06&) Q& 15" SUB&5S &H S5+ 28 R*P #E %S5 SSHH(*8S)'S (" H$%*9("$.7*
HHEHAHE)H(*S (5 I$YH #BSO'SUb(* 55A$*&" FHBS*I&SIb(* 55 4SR* DS SU6(* 55A$ SHHB&H
HBS*S$ " HY%&)* Q& 1*B(4)/*"#$%, $%$*B HB*#B$*9'SU($S("(9'S*/$S'5' (N (BSYe*(,*#8$*

ISCAL*AUTHORITY*BY*DIRECTLY+*TRANSFERRING*MONEY+TO+CIT
B(4)/ Q" #S%S5H"2+#(*)(L*8H*H#8$',, $%$"S$*QE#BSS 554" 2+9("$ *("H#8$*("$*

88" T*&"[*5(ASI6S2"+/SQH*EH CHYb(* " HSIbSSHY8HSS* (#B$* (#8$%*8& " IR*=$2896/" 2+HBS*
PROPOSAL*TO*RAISE*THE*INMATION+TARGET «IN*ORDER*TO+A\
" AHAY%SH IS SU'DS5 T #B&H* QS&Y6* S(SHE*&" [*%'5157*94SB* QBHHSYe ,(%*N()'S. 9& 1$Ye5* #(*
QBHHS% N USAS #*54S8*SU'5$5R*

Y$"989%61* B&5* B&/* "$28H AS* "HUS5H* Yo&HSE* ,(%6* &)I(SH* (A% $&YO5T* )("2$%6* #BE&"
&".("$*$)5SRDBSHY & 58 SONSY'S" S$*54 22545 HBEHH S28H ASH " HSUSSH U EH S EHS A% %S
O(/$%&HS*)SAS)5*B(Y1+A5#*) LS #S%S5H Vo &HSE HB&H* &Y$*) (BSYo HB& *ASY%6. ) (B*"#SU$5H#*
%&HSSR*DBS.*5N)) AU #(*9("$.*0&Y 1SV 8HSSE5BS)) &5 S /" 2 U 8HSSHE" [H/$N(5 H*
%&HS5R*DBS* SOSBE"2$* Vo&HS* SBE™"$)* & &S #(* B(%1R*d*#$S8" S&)* SBE))S 25+ " #8$*

MORTGAGE*SYSTEM+HAS*BEEN+*TO+IGURE+OUT*HOW+TO*HANDLE
HBS* SUS/ H#(%o* #(* #8$* Q(%%(BSYR* 1" A& SH' SST*#8'5* 8&5* Q$$"* 0&"&2$/* Q. * BLA™2* &"*

A Yo ("H-YSISOME (" SHBES* (F&*S("H " A(A5*1&. O HRH $2&H AS*Y0&HS5*&)5(*N(5$/*
5(9$*S88&))$"2$5*, (% #8$#&O*5. 5HSOR*

“$28H AS* Y8HBE* S&FNHSH'E)).* &, BSH* S&58*8()/"25R* +(99$%S'&)* Q& "15* B&AS*

"(#* Yo SMASEHS/* #(* SAQSH HAHS* Yo$5$%ASE* B'H#8* SEEBR* 1#*'5* S(5¢) ¥ #(* 9&"&2$* S&58* &"[*

(- "ASSHS " HE* HO68 SN VH&H (T &"[* #* '5* 4")'1$).* #8&#* S(99$%S'&)* Q& 15* B'))*
"SUSEESHES U+ S&ES*8()/" 25R VY AGHS Q& 1 5*BRAS &B5/ ("' $2&H AS U &HSE*H(*) & Y2
INSTITUTIONAL*INVESTORS*AND*NON INANCIAL*COMPANIES «4}
(*H8S*O("$H&YD.*N()'S. *H#%&"59'55' (FOSSBE "5IT & [*#8$. *BEASH" (#*5AQLH HAHS/*

"H(*S&58*S()/" 25T (*(AQH [ASHBS* S (SHE*( HBEHR*3(*, &Y6TH" $28H# ASH" HEVo$5H* Yo 8HSS*
HAVEsNOT*BEEN+PASS+ON<TO+RETAIL*DEPOSITORS *4HE+IRST N



KG";7)2'603$'Q)# Q$#21)0'()#*3'B"R

Q$*5AQHE # &)X* #* BE&E* U SAS HS/* Q& 15 %6(9*A&55"2* (" "$2&H AS* Y&HSER* d" (#8$%*
%B&S5("* 5+ HB&H* Q&" 15" (*)("2$%* BEAS*#BS* S& &S H. *#(*/$&)* BHB* #8$*9&" & 2$9$ #*
(,*S&587*B8'SB*B(4)/*%$MA U S H#BSI*#(*5$H 4 "$B* &S') #' $5+&" % $<("$"* Q& "SBS5R*
INOTHER*COMMON+CONCERN+*WITH*RESPECT*TO«NEGATIVE-]|
(*#8$*Q&"1"2*5 SHSIR*DB'5/($5" (H*5SSO*#(*Q$*& ' 55A$*" Y $"98% 1 R¥WESH* $&Y67*
BANKS*HAD*THE+BEST+YEAR+IN*TERMS+OF«PROITS+*SINCE*THE
%&HSSR* €'283%* ,$$57+ ) (BSYo* '91& %9$" #* SBEIG2SE &"[*)&62$%* #06&/"'2* A()49$5* BEAS
S(9"B"5&HS/* (%*"$28H ASVEHSER*
2068 &(MH<YH#-'/=' $-$1)0'8S3SLAS )#+')#' . 1)#/+3/"
DS8$* "#$"5$* N0b'S$* AU$55A%6$5* (* #8$* >KI?5* &"/* SKM?5* B$U6$* &* #06&"5, (%9&H ("&)*
CHALLENGE+FOR*CENTRAL*BANKS *+4HE*ENSUING+« REAT+)NmMAT
DISINMATION*THAT+FOLLOWED+INDELIBLY+*SHAPED+*BOTH*THE-
O("$H&Y.* N()'S R* * +$"#9%8&)* Q&"15* BSY6$* %SMA'%S$/* #(* %$™, (%S$* #8$'%* N()'S * #(()5*
AND*THEIR*INSTITUTIONAL*STANDING+IN+ORDER*TO*BE+ABLE-T
"$S$558% .R*
A4HE*RESULTING*INTENSE+FOCUS*ON+DEFENDING+INMATION®
[ NG (" S$HY&)* Q&"15% BS))* ,(%6* #8$'%* SA%%6$"H#* "%$/'S&IS HT* BES"* #8$
CREDIBILITY*OF+INMATION*TARGETS+IS*AT+RISK:FROM«BELOW
SB*'0&2" S/ HBEHTHAGH*&*S(AN$*(*ISS&IS5*)&HSYT*I("$H&Y *N()'S. 9&1$%5*B(4)/*
ENCOUNTER*AS*DIFICULT*A «EBHB428BISE (¢ B QB IR/
SEEMINGLY+INTRACTABLE*DEMATIONARY*PRESSURES *)NDEED
S(4)/*"$%5'54#+QS) (B*#8I62$H+"*0&" *S (4" HY%'S5* ,(%* $EI6EH("*$" R 1" &Y 2SN &YbH T*#8'5*
LACK+OF+IMAGINATION*REMECTED-A*GENERAL+CONSENSUS+TF
HAVEsLITTLE*DIFICULTY*PRODUCING*HIGHER*INMATION«IFeNEC
S*AND+EARLY+ S «*APAN S*PERSISTENT*STAGNATION<AND-|
98" *("*&*)&S1*(,*S$ " HY&)* Q& 1" H# &H AST+V68HBYo HBE *&*)&S1*(,*9("$#E&Y6. *N()'S.*
EFICACY «+«%CONOMISTS*TYPICALLY*VIEWEDTHE+THEORETICA
#B8$+9("$.¥5AM) H(*" SUSEESE " HBS ' SEF)SAS)*&E+NUp(A'/ "2+ &5 NS T %("S) &I T*
AND*EVEN*FOOLPROOF+*MEANS+*OF*REMATING*THE<ECONOMY «-
MANY«COUNTRIES *EMPLOYING*MONETARY+POLICY+TO+«PUSH- I

4HE+ &EDERAL* 2ESERVE S+ RESPONSE«TO«THE+«INANCIAL+ CR
"S)A/$/* SAHH" 2+ HBS* 5B (VYoH<HSYD* N()'S * "HYSEH* Yo&HS H(*"$8&Y6).* CHUo(* "+ Y $SSIQS Yo
62?MR**e(BSASUT*HBS %$54)H#" 2+ SA94)&H AS*US/ASH ("*(, FA5H*(ASY*L22*Q&S5'5* (" #5*
B&5*&Q(4H#*#8$*589$*9&2" #A/$*(,*H#BS*N)'S *Uo&HS* USIASH (** (Y #8$+*9458*9')/$%*
%$SS55' (622> R MBS R Q5SS *&) (BSI*Q(A"H("+" (9" &) HS Y S5H Y 8HSS T 48+
N$/%)'1$).*B(4)/*8&AS 58S/ *#8%$* 4"[5*%&HSBAQEHE" H# &)).*) (BSYo*"#B$*& HSY6O&HE*
(,*#8$* @Y $EH*=$S$55'("R*

DS$* N$/* 45$/* #B(* &I ("&)* #(()5* #(* "Yo(A'$* &II'H# ("&)* O("$H&I6.* N()'S.*
5H#94)45%8" [ AS%S (95 8% (BSUQ(A" /("' (9" &) *" HSYS5H Y &HSSE*, (Y BE&Y/N()'S . *
24'/8"S$* &Q(AH* #BS* AHAYS* N&HB* (*#BS* 4" /5* Yo8HSX* &"[* SAQSHE H &) MY SB&E S5 (,*
2(A$%"9$"#* Q("/57* B8'SB* 20%6$&H).* "SUS&ES/* #BE* 5'CH* &"/* [A%E&H (" (,* #8$* N$/b5*
NYo#, () (R**:&S8* (,* #B$5$*#(()5* '5* (#$™* &55(S'&#S/* B'#8* ("$* (,*#8%* S(9N("$ #5*
(F)("2$%<H#$Y%9*Q("/*.'S)/SE*,(%B&Y/* 4" [5*%&HS*24'&"S$* 5+*&5549$/*#(*) (BSY6*#BS
SONSSHEH ("5* S(ON("$"#7* B8)$* Q("/* M%USS&5$5 ) (BSY6* #8$* #$%69* N%6$9 4OR* * 1"
&SHT*HB'SA S QY&H (" 5" (H*AS%. *5&H'S, &SH(% R**+%$/'Q)$* (Y BE&Y/*24'/&" S$*#B&H #B$*
A"[5*8HS*B)) QS LS MH&A) (BHSAS)5*, (%6%) (“2$%*#8& *SONSSHS/B')* 458*/(B"#8$*
SONGSHEH ("5*S(N("$"HR04H+ Q. * SAUHE') " 2B+ %' 515%(, *&* Q&I (A#S (IS T+ H#+'5+&)5(*



I B+3/@33+"#BVE

)'1$) (%S ASSHH8S$ %' 51 %S9 49R**3'9")&96). TH#B$Q("[* 4% SBEES5+4"/SUHE&LS"™ (%o
MAK"#H#&H AS* $&5"2* &%6S$* &)5(*)'1$).* #(* 5$"/* 5'2"&)5* &Q(4#* #8S*  AH#AYS* N&H#E8* (,* #8$*
A" [5*%&HSR*
h"$* B&. *#(* 28423+ #8$*$, $S#* (*#8$* NS/D5* ,(%BE&Y6/* 24'/&"S$* &Q A4+ #BS* AHAYS*
POLICY*RATE«ISeTO*EXAMINEs THE«EVOLUTION+sOF+FUNDS+RA"
9&%1$H#ERMDE& 1" 200’51 <"$AHYOE) VoB&I " 254" $/* 4"[5*&"[*:4%(/()) &%6* AHA%S5+I8 Yo 1 $HE*
AS*REASONABLE+INDICATORS*OF«INTEREST*RATE<PREDICTIONS
BMBEYOSI* H(* SONSSH* &* &%) * SHES M A B&YbI* 4" [5* Yo&HS* HU&ISSH(%.* " #ES* $&Y6S* FAGH*
& HSYHBSUBSEE5' (S ISR &HSYoH(" 7% %6(9*62>>*H#8% (4286 2> I T*#8'5*$ONSSHEH ("
FOR*EARLY*LIFT OFF+*WAS+GREATLY*TEMPERED ++!N+IMPORTAI
(,*98LBH<'ON)'$/* 4" /5* Yo &HS* SONSSHEH ("5* B&5*#8$*N$/05* (% B&I6/* 24'/&" SSR**N(%6*
$OKINST* &t #8S* dA4245H* 675> OSSH"27* #8%* NS/$%6&)* N'S"™ -&U61$H* +(90' HHSS
FNR-+H* "(#$/* #88#* $S("(9'S* S("I'# ("5* Z&Y%$* )'18).* #(* B&Y6Y6&"#* SOSS ' ("&)).*
)(B*)SAS)5* (,*#8S* $I$Y6&)* 4" /5* Yo&HS* &t ) S&EH* #8Y(428* 9'/<67>I{R**34Q5$MAS$"#).7*
#8'5*B&5*SOHS"/S/*#BY6(428%)&H$*67>C TH#BS #8%6(428*9'/<62>LT+&"[*SAS HAL)) H(*
I$7$" FSON)'SH). *(*$S("(9'S*S (I # ("SR*DBS5S"SHE " S$5(,*, (% B&I6/*24'/&"S$*
WERE«CORRELATED*WITH*A*DRAMATIC*mATTENING+OF+THE+E
A" [5*Y&HSR**I"SS/ T+ #* B&E* (). * & HSYo* HBS* "Hb(JASH ("* (,*#8'5* (%B&Y6/* 24'/&"S$*
THAT+THE+TWO YEAR*RATE+*WAS*DEINITIVEELY+PUSHED*DOWN-«T
D(*M%(A'/$* &I H ("&)* O("$H#&Yo. * N()'S * 5#'94) A5 T* #8%* Nh-+* A% S8E5$/* ) &%62$*
&O(A"#5* (,* 2(A$%"9$"#* Q("/5* "+ #8%$* 5$S("/&%.* 98I 1SHR* * D8S* N$/b5* 5SS A% H# $5*
8()/""25*"" SUSEES/* Q. *&"*(Yo/$Y*(,*O&2" #AISH* Yo(9* FL22*Q")) (*#(*&)9(5#* f GRL*
TRILLION*OR *RELATIVE*TO+*NOMINAL+*'$0 sFROMe +TO+  se4H]|
H((1*("* &) ("2$%*4%&H# ("R**D8$% S 5+*54Q5HE " # &) *$INY' S&)*$A/$"S$*58(B "2 #8$*
'ONGSHH(,*)("2$%<HSY9*Q("*M % SBEES5+Q. HBS NS/ & [ #B8$%*S$ #Y68&) Q& 15+8&/("*
INANCIAL*MARKETS ¢+4HE+SO CALLED*@TAPER*TANTRUM +OF-
5&)'$"#* $O&IN)SR* D8S* 98&%6 1$#05* 54%"0'5$* & #8$* "$BE* #B8&H* #8%S* N$/* 9'28#* SA%HE)*
A#A%S* Q(" M A% SBEE$5* BES$" (428* #(* M58* 4N >7< $8%6* DY$&54%.*.'$)/5* Q. * 9(%6$*
HBE& & FUSS HE2F (" HT* BB SB* "' SEHES HBS 5SS H A *(,*) ("2$%o<HS%0*.'B)/5*H(*
"$B5*&Q(4#*N$/* 4% SBEES5R*
d)#8(428*#8S NS/ [* (HA58*4B8$*58(Yo#<H#$%9*\()'S. %6 8HS Q$) (B*CSI6 (4% 2+48'5*
SNB(IST"S28H AS* " HSUSEH* Yo8HSE* S(4)/* QP* & (M (" #HBS* AHA% S+ 4"I$%* 5SASY6S). *
&IABUES*S("/# ("SR (BSASYT H8S*$, SSH AS"$55%(, ¥ $2&H# AS " HSUS5H U EHS5*/$"S" /5
CRUCIALLY*ON*THE*SPECIIC*STRUCTURE+«OF+INANCIAL*MARKE"
B(%15%"*("$*S(4"#%.*9&. " (#*8&AS*5'0")&I6*$, SSHE*"+&" (HBSYR**)5(7* SAHE*"*#8$*
N)'S.* %&HS* 8IS O(5H*$, SSHAS BES ™ #8%$.* 8IS SONSSHS/* #(* Q$*) ("2<) &5 2* Y &HE$Y*
HB& HEIN%8&% RDB&H5T)(BSY" 2 HES()'S. *Yo&AHS #(*"$28# AB*L2*QE5'5("#5+&"[*
INDICATINGsTHAT*IT+ISeLIKELY*TO+*PERSIST*COULD+*BE+A*SIGN
[" (YoHA" &H#S). T*HBEH* (YoB&Y6/*24'/&"S$*9& *&)5(*2 AS*5EABIE*E " SS"# A # (*" ASEH*
"7 (% $O&INST+S&ESHSN(5'H*, &S #S5R
N"&)).7*&" = ONYoH&" #-'554%* (Yo* A#A%S % $ESEUSB* 5B (BHH#(*&A(/*(%*9H 2&HFS #BS*
$,, BSHE* (,*#8$*)(BSYo* Q(A"/* " #8$* ) ("2$%* %64"R** D8$* #(()5* B$* 8&AS* &A&)&Q)$* ,(%6*
RAISING* THE*REAL*EQUILIBRIUM+sRATE+OF+INTEREST *SAY Tt
WEAK ¢+"UT*RAISING*THE+PERCEIVED+*INMATION*TARGET+ISeN(
A$YSH M ("5*& M BRY*BSEA). *&"SB(%S/*Q. *$ONSY'S" SER**



KU"7)2'603$'Q)#'Q$#21)0'()j#*3'B"R

D&<SN"(KL!)$/70$1&":K+33'C)2+"#)0' ()#*

D8'5*#9%).* %S (Yott* '5SASES5* /', $Y6$"#* '9$"5'("5* (,* &* ASY6.* 'ONUeH&"#* SAQISSHR*
DBY%SSH (" H5* IS0 H/SH#E ) $/*S (995" #ER*N % 5#*S (9S5*#8$* MASEH! ("*(,*8(B*#(*&55$55*

HBS*$, SSHAS"$55* (,*O("$H&Y.*N()'S R* DB+ 5SS ("/* (" #* 5+ #BS* MASSH ("* (,* BBE&H*

HBS*) A *HU& N S("SS M 9B&"D* (%* O("$HEI *N()'S * "+ #BS* S("HSOH* (¥ &*59&))*

&1+ ("$"*$S("(9.* BHE* & (ASWAL)AS/* SA%%$'S 7+ BB'S8* 8&5* HI6&/ #'("&)). ¥ Q$S"™
45$/*85*5&, $*8&AS" R*DBSH#8 Yo/ (" #* S#B8S WS VoD V6N (5&)#(*%&'5$*S$"#96&)*Q&" 15b*
INMATION-TARGETS

7ITHe REGARDSe TO+ THE+ IRST+ POINT « DIFFERENT+ FACTORS.

5$S4)&I6* $S) "+ "* 2)(Q&)* "HEY$5H#* Yo &HSER* DESES* & SH(65*""S)AIS T+ N&YoH SA)&YeT* #8$*
SEVERITY+*OF+THE<LAST*GLOBAL+INANCIAL*CRISISAS*WELL-AS
ISAS)(NO$ HET* 5ASE* &5* NNA)&H (" 82$"2* &"[* &))" 2* NU(JASH A'#.* 2%(BHE* "
5(9$*'9NVoH&" #&IA&"SS/*$S("(9'$5R*e$"SST*&*,(SA5*("9("$H&%.*N()'S . *&) ("$7*
&5* &IA(SEHSI* Q. * HBS* YoSN(VHT*'5* 4") 18). * #(* \Vb(/ASS* SASHE " &Q)$* 5() A ("5 #(* #8S*
S8R))$"2$5* (,* #8$* ) (B* "#$%$5H#* %&#S* $"A'%("9$"HR* -("$#8&%.* N()'S.* 8&5* )'9'#5*
#B&H* 945H#* Q$* %$S (2" 5$/R* #B8$%B'5$* #8$%$* '5* &* %'51* #8&H* 9("$#&%.*()'S.* B"))* Q$*
(A$%Q4%/$"$/R*

" *#8$*5$S ("N ("HT*H*9ABH* QS SHYSE5S/ HB&H*3B HCS%) & [*BEE" (H*$O $%'$"S$/*
&%) MA'H FHY&N " HBS* SHY SH¥\$."$5'& * 5" SSR* 1"+ A& Yo SA)&I6T* Q&"1*)$" /" 2% 5" (#*
'ON& YoB/* &" [*#8$* 3 005+ O("$HEIb. AN ()'S. * B (#* ,(SASS/* ("* 5HOA) &H"2%)$" " 2*
29%(BH#BR*I"5#$&/7*#8%$*3B'55*$S("(9.*'5* &S$/* BHB*&"* (A$%AL)A$/* SOSBE 25 % &HST*
WHICH*WEIGHS*DOWN+*ON*PRICE+*INMATION *«3INCE+«EARLY>
N)'S.*8&5*QS$"* QEES/* ("B (*$)$9S HEE & "$2&H A" HEVSEH Yo &HS* ("5 284/ BN (5'H*
Q&)&" S5 HB&H Y S/ASS5H#BF*&HHY&SH AS"$55%(,*3B'55* %6&"S</$" (9" &HS/*" AS5HIS #5T*
&"[#8%$*3 0b5*B'))" 2 "S55 #(* " HSYAS"$"*, (%$'2"*$OS8E " 2$*9&% 1 $#5*85*"$S$55& % .R*

P8)S$* '#* S(4)/* ) (BS%* #8%$* "$28H# AS* "HEVS5H* %&HS* A%HBSUT* #8%* 3°0% 8&5* 2("$*
COMPARATIVELY*FAR*BY+REDUCING+*THE<RATE+TO¢*n *4HE-R]
THE+3." SeDEPOSIT-RATE+TO+n *FOR*ONE*YEAR+IN*ORDER-*TC
B(4)/*" (#*Q$*S("5'5H#$" #*B #B*#8$*3 0D5*&' O*#(*S (4" #$%*$SO S $55' A$4 B&Y6/ % $554%$*

("* #8%* 3B'55* ,%&"S* $OSB&"2$* %&HSR* D8S* 3 0b5* "$2&H# AS* "HSUS5H* %68 H$E* B&5* Q$$"*
HY%& SO HHS*H(*9("$.*&"[* SN H&) * 98I L SHER* H*8&5* QS S, SSH A"+ 0$/4S " 2+ HBS*
SHHYESH A '$55* (,* 3B'55* ,%&"S</$"(9" &HS/* "ASSHOS HER* dH* #8S* RIS #9$T* ‘#*
)'9H5*06'5157*54S8*&5* & 58&Y6" V' 5+ "+ HESH/ & I, (Yo* S&EE*&"*&" A" |ASH/'SH (Yot ("*
(*5&A"25*&" <" A$EH#I$"#*/$S'5'("5R

AHE*REPORT*RIGHTLY*NOTES*THAT-LOW+INTEREST+RATES+M,
5H&Q')#.R* D(* )'O#* #8$* QA%I/S$"™* #B&H* #8S* "$28# AS* "HSYSEH* %&HS* N)&SF5* (" Q& 1*
PROITABILITY « THE+3."+HASs GRANTED+* GENEROUS+*EXEMPTION
' &IH("T* #(* OH2&HF* '9Q&)&"SSE* "+ #8%* I(WH2825* &' I* %$&)* SEHEHS* 9&Y61$HET*
3BHCS%)&"* B&5* 'ONSISHS* 9&SI("%A/$ HE)* O$&5A%SSTH "S)A/2* &
S(4"#$%S.S)'S&)*S&NH&)*Q4, $%*("*Q&" 15b*S&NH&)R*

2EGARDINGTHE«INAL*POINT *ONE*MUST+BE*SCEPTICAL+*ABOUT
BANKS «INMATION+*TARGETS «4HE+*3."+DOES*NOT+*HAVE+AN+INm
EQUATES«PRICE*STABILITY*WITH*A*RISE«IN*CONSUMER+PRICE¢
(ASY6*H#8$0$/ 49*H#BUIR*DBS*3 0*8&E*S("5'5HS H) *OBH H5*\%' SE*SH#EQ') #.*(QISSH ASR*

)T ENJOYS+A*HIGH*DEGREE*OF+CREDIBILITY *&OR*3WITZERLAN
"(#*S(993"5A%&HS B HE ' SSHEHEQ') H# . R*=&'5" 2B+ #EI62BH V68 2, (%*" %' SSEHEQ') H.*
B(4)/*" (#+' 9% (A$*#8$*3B'55+$S (" (9.05*&Q") #. #(*&Q5(%Q*58(S157*Q4#*B(4)/*%'51*
4"[$%9"" 2*#8%*3 0b5*S%$/' Q") #.R*
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OI'&3(J",= 'I$"HO$ 3'()#*"9'Q7+#)

‘HANG+ 4A0+ ADDRESSED+ TWO+RELATED+*ISSUES «INANCIAL+ST

S((%/"&H# ("RA"HB$"&5H TS #96&) Q8" 15008 8#$5")&%2%). % (SAS$/H(" %' S$SHEQ') #.*

&)#B(428%5(9$+9&"&H#$5*"S)4/$/* (HB8$Y6* (QI$SH ASET*54S8*&5*,4))*$9N) (.98 #* (%6*

H&YO2$HE* %6$)&HSB/* #(* #HB$* Q&)&"SH* (* &9 "HR* =$S$"H#). 7+ 9&" * S$"#%&)* Q&"15* B&AS*

TAKEN<UP+INANCIAL+*STABILITYCONCERNS *4HIS+PRESENTS+CE

BETWEEN*INMATION+AND+INANCIAL+STABILITY «%MPLOYING+NE

|1, (%*#((*)("2*98&.*/ 5H#(YoH*&55$#\ %' S$57*) (B$%*%'51*& B&IS"$55+8. & SS$) $% &H#FS* Q& 1*

DIS INTERMEDIATION *5LTIMATELY *THIS«COULD*JEOPARDISE-I

'55A$*Y6$)EHB/*H#(*4"S (A H ("8)*O("BHEY6 N ()'S S5 5" #SY" & ("&)*S (%! &' ("R

"t & SHTHB'5*554$* 5+ (# SBRA&"*"SU$&5"'2).%2) (Q&) 5$/"B(%)/ T'SAS S ("AS"H# ("&)*

N()'S'$5*S& *SUSEHSH55A$5+(,*5N)) (ASY5*&"5N)) Q&S L5 R*=$5$896S8*5422$5H5 #BEH#B$Yo$*

ARE+«SIGNIICANT*SPILLOVER*EFFECTS*THROUGH+*THE-PORTFO

) M4 H# *SB& " B) & [H8$*5'2"&)) " 2*S8E&"$)R*DBS5$*$, SSHE*S(4)*Q*/', $%6$ " #*, (%*

S('AS"H# ("&)*&"*4"S("AS"# ("8)*I("$#8&Y6.*()'S'$57*8 (BSASYR*DESU6$NV6t*S (4)/*

BENEIT*FROM+DISCUSSING-THESE*POTENTIAL*DIFFERENCES -
+8"'&* BRE*"(H* SH*'IN) SIS HB/* "$2&H AB* "HYSEH* Yo&HSER* +8"'&* 5" (#* &S 2*

THE<INTEREST+RATE+IS*NOT*mEXIBLE *!S<A*RESULT *MONETAR
#8Y%6(428*&*S(9Q"&H'("*(,*9("$H&Yb. * &22%$28HSE*&" [* " HSYoS5H* Yo &HSER* =$S$"#). 7 #8S*
VS(N)$05* 08" 1% (,* +8" &* B&E*)&A"SBS/* M%SBEES* &S') H S5+ HB&H* &%o$* 5'0") &Yo* H#(* HBS*
("$5*45$/* Q. *H#BS* NS/ " #8$* [BR*DBS* MU (5S* '5+H#(*$"5A% S+ #BEH* O("$H#&Y. *N()'S . *
S&"™*Q$*45$,4)* " S(A"HEY""2* S.S)$5* (" HBS* ("$* B&"[* & NUo(A'["2* SAM Yot (%o
SHYASHAYE)* %S, (%695* (" #BS* (#8$%6* 8&"IR* " #8$* +8"$5$* O("$#8%6.*\()'S * SHE"S$T*
HBS* O("$H&Y.* &22%$2&HS* BEE* %$I&"S/* SH&Q)S* 4% 2* %$S$"H* $EIER* :&%)'$Y%* #8'5*
$RYT*#BS%S* B&S* &*SHEQ)SH " SYS&ES* "F5AN) T+ "S)4["2* "+ Q& " 1*)$" " 2R* D8'5* B&5*
)$/* 98U LSHE* #(* 5 SSA)&HS* #B&H* #BS* O("$H&I.* N()'S.* 5H&"S$* B))* Q$S(9$* 9(%$*
$ONE"5'("&% R* D8'5* '5* "(#* #8$* S&5$7* 8(BSASYR* DS$* "SUSEES* "+ 9("$.* 5AM).*
REMECTS*SEASONAL*mUCTUATIONS*AND+*THE*NEED*TO*STABILI
5#&Q')'5$/*"(BT*'9N). "2+ #B&H*9("$. *54M) F'5*S(9"2* Q&S IH#(* #5*" (%98)*)$A$)R*
NAY6#8$%9(%$7* #8$* V(M) $h5* 08" 1*(,* +8™&*B&5*%$I(AS/* S$)"25* ("*I$N(5'H#* Yo 8HS5*
LASTe YEAR+AS+A+INALSTEP+IN+ITS*INTEREST+RATE«LIBERAL
8%5) S/ #(*#BBEILH*S.S)'S&)*\%$554%$5R*

N(%*#BS*%6$54* (,*#8$* $8I*62>UT*O("$#8&%.*N()'S . *B")*%$9& " *4"S8&" 2$/R*I#+B'))*
S("S$ HU&HS* ("* BAN Yot "2* 5A5HE"&Q)$* 2%(BH#B* &"[* NYb(A'["2* &SS(99(/&H ("*
(Y #BS5HILASHAYOE)* %S, (Y095 HBEH* & O* & HY6&"5, (%69"'2*+8"&* Ub(9* & *$ON Yot < Q&5 $/*
BS('(9.* #(* &* 9(%$* S("B5AM (" I%'AS™ $S("(9.R* =3$,(%95* &%$* 1$.* ,(%* #8%*
I9)$AS%&2"2* (,* #8$* $S("(9.R* €'28* )$AS)5* (,* /SQH* BRAS* %$SS$#).* /%&B" 94S8*
QHHS"H ("R "t &SHT* 8(45$8()/* &"* 2(A$%"9S"#* /SQH#* )$AS)5* &Y%$* )(B* S(9N&%S$/*
H(* S(%MN(Y&HS* 5SSH(%* ISQH* )$AS)5R* D'S* %& 5$5* '554$5* (,* /'5#I'QAH ("&)* $, $SSHE* &"[*
EFICIENCY *4HE*REFORMS+*ARE+*GEARED*TOWARDS*TACKLING-=T
BNVt HH(F IV (A HBS5(S'&)*5&, $H. " SHH(*) $H S (M) $*ERASY) $55+&"[*5NG"/*
I(%SR* N"&)).7* #8%* SA%%S$"S * %%, (%9* 945#* QS+ S(ON)SHS/R* I+ &'95* &H#* "SU$&E"2*
MARKET*mEXIBILITYsAND*ANCHORING-EXPECTATIONS -
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General discussion

I"$*%-(L@.%,-C  * B&5*"#9%'24%/* #8&H* S$"#Y6&)* Q&"1$%5* &Y624%$/* #B&H* |:* |($5* "(#*
B(%1* &5* $,,$SH#A$).* 85* "$%STAS/R* D8* ) #SU&HA%S* (™* I:7* )&%23).* "% (/4S$/* Q.*
S$"H%&)* Q&"157* B&5* 8%624%$/* #8&H* |:* '5* $,, $SH#ASR* N())(B"'2* 47 ("* #8'5* %$9&%617*
2"$%65/(M"2-% @*"(#$/* #B&H* S$"#%&)* Q&"15* 8&AS* &)B&. 5+ $9"B&S5'5$/* #BE&H*|:* B&5*
O(%$* 4" SSUH& * #88"* S("AS"H# ("&)*N)'S'SER* "+ &J/'# ("T* #+9'28#* B$))* Q$* 5H&H$<

S(H 2" HF " HHBY5* (F HE*S, SSHR* +$"#068)* Q& 1$%5* 8IS+ (#"$SS55&%'). * (M(5S/*#(*
&55$H#* MY%SBRE$ST* QA#* #8$.* 9'28#* Q$* S("S$U"$/* &Q(4#* (ASY%QA%/$""2* O("$#8Y6.*
N()'S.R* DB$* %6$NYott* BS"#* MAHS* &Yo* " &51"2* O("$H#E&Y. * N)'S.* #(* &/I%$55* &* BY/$*

SHYUASHAYE)* &SH(W5*1% A" 2*SA%%S #*$S("(9'S*S (" # ("SR

ME$6&(D---06&2" %S * &51$/* #8$* &AHE (%5 BESHBSY #8$.* BEAS* &* A'SB* (* #8$

%0812 (*#8$* A&Y6'(45* 4" S("AS"H# ("&)*N)'S'SER* ", $%$"#* S(4"#%'$5* BRAS* #&1$"™*
I, $%$"#* & U(&SBSET* (HEB"™* IS/ 2% (" #BS* "SHHAH ("&)* &"1* 1$28)* SH#<A R*
d* 9(%$* /', $%S$"# &HS/* &"&).5'5* (,* B8'S8* "5#%649$"#* 58(4)/* Q$* 45$/* "+ BS'S8*

B HA&H' (S (4)/*&II*H(*#BS %S NYoHDE*A&)ASRJ,5/( &51$/* *#*B(4)/*" (H* Q$*QSHHSYo*
HH&Y2$H* OB/ A9<HSY O Yo &HSE*"SHSE/* (S ("1ASH" 24| *QSS&ASS* #*/ ($5+" (#*&, $SH*
#8$*S$"#%&)*Q& " 1b5*Q&)&"S$*58$$H#R*

0<GB&UISH?"& *A"ISYe5H((/* Yo(IHBST'5SA55' (" H#B&HA"S("AS # (&) ("$#EY.*
N()'S.*B&5*$55$"#'&)). *&" * $OSB&" 25+ %&HE*N()'S. ¥ "+ 3B HCSY)&"IR*P8.*/'[*#8$*3 0%
"HA5SA"S("AS H ("8) I ("BH&I N()'S M (B AN (YoHHHBSH (9S5H S'SS (" (9. )06 &H#E$Y6*

HBE& O8N &H" 2 HBS* SO SBE" 25 Yo 8HBR* V" &< $(9G, H, <" (%S5 (" IS/ HBEHT*"*&*
59&))*("$"*$S("(9.7*9("$#8E%.*N()'S . F'5*$OSB& 25+ %&HS*N()'S R*DB&H* 5+ BEEH #BS*
-41$))<N)$9"2*0(/$)*&"[* $%, SSH*S&NH#&)*I(Q') #.*#$))*45R* P65()Q$5* CONIRMED »
HB&H* " HBS* +CHSB* =$MQ)' ST A"S("AS H ("&)* N()'S'$5* BEAS* \U6(I(HS/* $OSB&"2$*
Uo8HS* I3 VS &H' (" &"[* 5ASSSH/S/* "+ Q((5#"2* #8$* $S("(9.R* €$* $"S(4%&2$/* #8S
QAHB(WSH(*5H4] #8$+CSSB*$ONSY0'S" SERE."-/(4%S$-"#< *S("S)4/$/*H#B&H* #+Q'28#*
Q$*#8$* S&E$*#8&H* $OSBE"2$*%&H#$*\()'S . *'5*8'/"2* Q$8" /*4"S("AS"# ("&)*#(()5R*1,*
5(7*#8'5*B(4)/*S("SH# HAHS* &N () H# S&)*$S("(9.*554$R*

B3,(4"&6CC" *FOLLOWED+UP*ON*REMARKS*THAT*THE+INmMATION-T
"SUSEES/ T2 AS HHB&HBSH (" (11" (B*B(B*H(*%S&SS*HR *#8'5*BSUSHUAST*BS+58(4)/*
NOT*CONDUCT*MONETARY+POLICY*WITH*AN<INMATIONTARGETI
HBSBEMHBEHHBSHEY2SH*S& QS YU HESBEMR-(100* *" *B("/$%$*B8&H*BS58(4)/*
[(*B#8*S$"#%8&)* Q&"1$%5*B8(*,&')*&"[*9'55*#8$'%* 0&"/&#S$* $&Y0* & H$Yo* $&IR*3SASY6&)*
YEARS+*AFTER+THE+<CRISIS *WE+*ARE+STILL*IN*DEMATION #ENT
#BS*MASSH ("*(,*BB(*'5+248%6/" 2+ #8$+248%/'& "SFDEG&"-/(4%$-"#<( B("/$%$/*BS(*

B5r6$5N("5'Q) ¥, (YoHHBSMAL) H# . *&EH(M (B H(HBS MAL #'#.5(,)$" " 2R*"S%$&5""2) .7
THERE+ ARE* HIGHLY+ LEVERAGED+* SHORT TERM+ INVESTMENTS
"HEYS5HVEHSER*

" ObSHA("SSHH(*H#BS5$+S(99$" #5 7:4%$(I"*%-%& REAFIRMEDTHAT*MONETARY P
B(%15R*19N(%#&"#). 7*8(BSASYT*#8$%6$+9'28#* Q$* I$SU$EE "2+ U $HA% "SR* "+ #8$+/SQEHS*
(*$OSB&"2$* %&HS* A()'S.* " 59&))* ("$"* $S("(9'$57* 8BS " (#$/*#8&H* Y $"98%61*B&5*

&"S8(%$/* #5*$OSBE"2$* %&HS* ,(%o* IL* $&YSR*N(%9&)). 7Y $"9&Y61*' 5+ 9& ") &t "2+ H5*
$OSB&"2$ % 8HS BASY. & FQSSEASS H+5*E, $SH AS). *&*I$IQSY(, HB S+ AVA A SRE:

ME<VHH-'| *%$N)'$/*#(*#8S (" #*9&/$* Q. *+88&%6)$5*P.N) (5C* (" #8$*$, $SH AS"$55*

(HR*&" *(,*#BS*5HAI'$5*(H#B8S*S, SSH A $55*(,*|:* &S SAS #*BHA $5*#8&#*)((1*
AT*THE+INANCIAL*MARKET+*IMPACT *4HERE+IS.LESS<CLARITY-Al
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|:R*PHB* S5 S SH*#(* S 2%) ("2<HSYD* " HEVoS5H* Vo8 HSE T* BSOS H# (" B/ HB&H* H* 5 TAGH*
&FOBHHSY* (DS 2 HBS Y’ S (VX MAG" # # R* 3BHH" 2+ #8$* V' S$ M) $5+) (5" 2% S ("#%()*
(ASYMAE #'# *&"[*H#8S*5'CH*(, #8$*Q&) &" S5 8SHR*

D&<SN"( K1( K"%'/*%$( "(#$/* #8&H* #8$%S$* &%S$* #B(* &"2)$5* (,* 3B'55* 9("$#8&%.*

POLICY *&IRST «IT*REACTS*TO+*GLOBAL+*SPILLOVERS+INeTHE-
3$S("/7*#83%$5*&*%$&)*$S("(9.*5#(%.*Q$8"/* #R*3BHCS%)&"*8&5*8'5H#(%'S&)). *B&/*

&* SA%Y$ #* &SS(4"#* 54%")45R* D85S+ 5EA"25* B$Ye$* #.M'S&)).* "ASSHS/* &QU(&/R* 3" S$*
62217*8(BSASYT*5&A " 25*BEAS YoSHAY" S/ H#(*3BHCSY0)&" *(Yo TASH* (#-QS$ % $<" ASSHS/*
&QU(&/R*DS'5H5*&* ' Y%SSH U $5A)H*(,*#8$*S%'5' SR* DS $28# AS " #SUS5#* %8 HS*8E&5* U S5H(%S
#B%$*8'5H(%'S&)* "HSUSSH Vo&HSH /', $%$ H &)* &"*$"S(4%&2$/* " A$5HIS"#* & QY6 (&/R* D8'5*

‘5B HBSHS28H ASH HUSSH U &HS*B(%15*, (% #8$*3B'55+9("$#&Y6.*N()'S . *, %&ISB (%6 1*
&[% 5+ " (#* &' SOSBE"2$* Y%68HS* 9&"M)&H ("R¥OI'&3(J",  * &IISI* #HBEH* "* &* 59&))*

("B $S("(9.7*#8$%$* '5* &* HU&IS<(, * QEHBES ™ "/$NS"/$"1* O("$H&Y6 *N()'S * &"[*

$OSBE" 28 UEHS()'S R*NES " 2+#8'5*S88))$" 2574/, $%$"#*598))*("$ *$S (" (9'$5*B&AS*
S8(5$"/', $%S$" #*"\&#B5R*

4'5$6'7(8,8,/"&  *54998%6'5$/* #BS* &AH#B(%5b* %S5 ("SSR* DS %S (Vort* SHEYHE* B'HE*
THE*MESSAGE«THAT*INMATION+IS+A*MONETARY*«PHENOMENON
IN*INANCIAL*MARKETS*TO*RAISE*OR*LOWER*INANCING+COSTS
I(*5(R*D8$*&AH#8(%5*"&%6%(BS/HES*5S ("$*(, *#B$* %S Vo H#(*/'5S A5 A5H* BS&H*S$" #Y6&)*
BANKS*CAN*DO *)MPLEMENTING+*AT*THE+SAME+TIME+OTHER+POL
&"I*BHWASHAYE)*N()'S ST+ B(4)/* 2$#*#8$* $S("(9.*9(A™2*"* &* Q$##$%* B&.*&"[* 2$#*
INMATION«UP+TO*THE*TARGET +"Y*NOT*DISCUSSING*THESE+POL
#8$*7()'S.*9'0%'9N)'SH). * %$S(99$"/$/* '5* " (#+ (MHO&) T+ QA#* #+'5* BB&H* S$"H%&)*
Q&"15*S&"*/(R*D8$*S$ " #9%6&)* Q& 1h5* 98" I&HS 5" (H*S("/'# ("&)*(*BBE&H*(#8$%5*/(7*
&"1*S$"HY&)*Q&"15*S&" (#*/(/2$*#8$'%*%$5/("5'Q") 1.5 " #8'5* % $28%6/R*

d)#8(428* #8$* USN(YoH* &IU24$5* HB&H* O("$HEY.* N()'S.* S&" Q$* $, SSHAS* &t #8$*

C$%(* )(BSY* Q(4"/7* '#* &SSSHE* #B&H* #B83%S* &%$* 5(9$* S("S$%"5* #(* Q$* &//%$55$/R*
+(97%$8$"5'AS* S(994™S&H' (" '5* "$B/$/* #(* S8&))$"2$* #8* 9("$.* '))45'("*

B#(% RAA* 1S5\ ("H#*(,*#BSU$NYott* SHHBEH* &S HBIN V686 *SAH*S 5 A% S5 HBEH " HEYoS5H#*
U0&HSS* S&"* UoSHAY"™* NS HAS* | &EHSVR* D'S* 9'28#* Q$* /', $U6$"#* "* SSUHE"* $S("(9'$57*
SUCH+*AS+*3WITZERLAND *WHERE+*NEGATIVE*RATES+AIM«AT+COU
["S("AS"# ("8)*9("$H&Y.M()'S'$5*0'28#* &S$H'9""58"2*08%2" &)'S, $SH A $55*
ON*INMATION*AND*EMPLOYMENT *4HE*EVIDENCE+ISeNOT+CLEA
['9"'58"27*S$"#96&)* Q& 15+9&. *BEASHH(*/(*9(%$R*

A" QN (YoH&" #* MASEH' (", %6(9* &* N)'H#'S&)* $S("(9.* N("#* (,* A'SB* '5* B8SH#ESYo*

S$"H%&) Q& 15*8EASHES) S H &S HH(*&SHH(*H#8'55S&)SR*Y ($5* 48 () #'S&)*$S("(9.*
$MA)'QU'49* BERASHH(* QS+ %$<"$2(# &HS/K* A#* AU $5$"H#7* S$"#06&)* Q&"15* B&AS* A$Y%.* S) $&Y6*
08" I&HSER*PS*S(4)/*SHEYot*#(* ("$"*&*'&) (24$* &Q(A#*&* A#AYS$* 98" | &#$* BBSU S HBS
N)H'S&)*$S("(9.¥$MA") QU%'49*'5*5) 28#) */', $YS #* QAHT* (Yo*#8$* (IS HT7*S$ " HY%&)*
BANKS*CANNOT*SHY+*AWAY *4HE*QUESTIONS*OF«WHETHERTHE|
&5 SSHH (¥ H&." [BESHBSU HBSUS &Y $ %S/ 5HY' QAH (" 55A$5*BRASH(*QS &) SS/R*MA'H.*
NJ%SBE5S5*8%$* & 4"S("AS H ("&)* &I$E* ,(%* S$"#%6&)* Q& " 15R* DBSUS+ &U6$*" (*&ISMASHS T*
8'5H#(%'S&)*\%SSH/$ HER*e$) 'S (MHBY*9("$. 5+ HHBS*5 8IS HB%% #(%.R*

N™&)).7*("(AS%QA%/$""2*S$"#0b&)*Q&" 15 78S &AH#B(%5* 82 4B/ #BEH*SS" #%6&)* Q& 15+
CANNOT*WALKsAWAY+FROM«THEIR*RESPONSIBILITY*TO*DEAL®V
SONGSHEH ("SR*3(9$*S(99$" #5+5422$5H# #BEH HBSUSH 5+ &+ A'SB* (A#*#BSYS#B&H* S$ " HI6&)*
BANKS*DO+NOT*HAVE*TO+FOLLOW+*AN+sINMATION*TARGET «4HE
)(BSYT*SAS " #(*"$28H AS#$%696'#(%. R*DE'5 5+ (#*&"* &S S HEQ) SN 5'# ("*,(%*S$ " #%&)*
Q&"15R






Appendix: The model used for
simulations

4HE*MODEL S*IRST*EQUATION+IS+A«STANDARD*4AYLOR+*RULE*W
QA" I*("+H#8$*" HSYSEH+ Y &HSE
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