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Big picture

After the Great Recession, monetary policy became constrained

— Negative interest rates in Sweden, Denmark, Switzerland, EU, Japan

— Dependence of EMs on US interest rates

Financial frictions as a major explanation

— Tightening of a collateral constraint (Brunnermeier and Koby 2018)

— “Global Financial Cycle” (Rey 2013)

Nominal rigidities in international trade as an alternative

— “Global Monetary Cycle” (Egorov and Mukhin 2019)
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This Paper

Two stylized models of a SOE with financial frictions
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This Paper

Results:

— Occasionally binding credit constraint

— Tighter ex-ante monetary policy

— Additional policy instruments including macro-pru
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Broader context

A model for limits and incentives of MP

— Many other stylized models. How to choose?

— Need for the “workhorse” model with minimum assumptions

— E.g., could replace banking sector with a hh’s collateral constraint

The “ELB” could depend on MP and foreign shocks

— How exactly does it depend?

— Assumed Cole-Obstfeld parametrization, ad-hoc pricing assumptions,
no risk premia, static bank problem, β = 1, Lt = const...

MP should take the “ELB” into account

— How exactly should MP do it?

— Assumed no disutility from labor and discretion → eq’m may not exist
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Summary

Ambitious paper

Could make it stronger by generalizing key insights

Very important research area

— with an abundance of stylized models

— and a lack of a benchmark

Interesting point about forward guidance!
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