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Lecture 07: Welfare — Optimal Policy
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The big Roadmap: Towards the | Theory of Money

= Welfare analysis
= Optimal Monetary Policy and Macroprudential Policy

N 2



Optimal Policy



" Expected Utility/Value function with log-utility



Welfare with log utility



Welfare with log utility



Welfare with log utility



Welfare with log utility




Welfare of Intermediaries I and HH h




" One sector model with stochastic idiosyncratic volatility



One Sector Model with Money
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One Sector Model with Money
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One Sector Model with Money
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One Sector Model with Money/Gov. Bond




Optimal Policy



Optimal Policy



Optimal Policy

equilibrium 1 in the baseline model
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Pecuniary Externality Explanation

= Proposition:

= Corollary:



Optimal Policy



" Two sector model
" with exogenously fixed net worth share n



Two Switching Sector model with Exogenous wealth dist.

Switching infinitely fast
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" Perfect commitment — Ramsey problem



Equilibrium capital allocation



Welfare of Intermediaries I and HH h







Money valuation



Macroprudential tools






" Two sector model

" \With endogenous wealth share n



Endogenous law of motion of n



Fixed types (no switching)

Types fixed
(no switching)
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Welfare of Intermediaries I and HH h




Optimal policy: (1) MoPo + (2) MacroPru




Optimal policy: (1) MoPo + (2) MacroPru

optimal given A and 7

competitive outcome
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of course, here n also can be chosen by the planner
... but this is important because when n can move
freely, planner may want to push risk to the group
L Whose wealth exceeds its welfare weight
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Optimal policy: (1) MoPo + (2) MacroPru




Optimal policy: (1) MoPo + (2) MacroPru
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Optimizing over n
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Optimal policy: (1) MoPo only




Optimal policy: (1) MoPo only




Optimal policy: (1) MoPo only




Optimal policy: (1) MoPo only




Example: using ¥ to push n
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Optimal policy: (1) MoPo only




" Two sector model

" | theory (with two technologies)



| Theory of Money
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| Theory: Balance Sheets

Net worth



Model with Intermediaries — new policy



Optimal policy: (1) MoPo + (2) MacroPru
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Optimal policy




Optimal policy: (1) MoPo + (2) MacroPru




(1) MoPo + (2) MacroPru

Optimal policy




Optimal policy: (1) MoPo + (2) MacroPru




Optimizing over n
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Optimal policy, (1) MoPo only
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Take-aways of Optimal Policy




Thank youl!



	Financial and Monetary Economics�Eco529 Fall 2020�Lecture 07: Welfare – Optimal Policy�03.a. xx�
	The big Roadmap: Towards the I Theory of Money
	Optimal Policy
	Roadmap
	Welfare with log utility
	Welfare with log utility
	Welfare with log utility
	Welfare with log utility
	Welfare of Intermediaries 𝐼 and HH ℎ
	Roadmap
	One Sector Model with Money
	One Sector Model with Money
	One Sector Model with Money
	One Sector Model with Money/Gov. Bond
	Optimal Policy
	Optimal Policy
	Optimal Policy
	Pecuniary Externality Explanation
	Optimal Policy
	Roadmap
	Two Switching Sector model with Exogenous wealth dist.
	Remark
	Equilibrium capital allocation
	Welfare of Intermediaries 𝐼 and HH ℎ
	Welfare
	Money valuation
	Macroprudential tools
	Remarks
	Roadmap
	Endogenous law of motion of 𝜂
	Fixed types (no switching)
	Welfare of Intermediaries 𝐼 and HH ℎ
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimizing over 𝜂
	Optimal policy: (1) MoPo only
	Optimal policy: (1) MoPo only
	Optimal policy: (1) MoPo only
	Optimal policy: (1) MoPo only
	Example: using 𝜗 to push 𝜂
	Optimal policy: (1) MoPo only
	Roadmap
	I Theory of Money
	I Theory: Balance Sheets
	Model with Intermediaries – new policy
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimal policy: (1) MoPo + (2) MacroPru
	Optimizing over 𝜂
	Optimal policy, (1) MoPo only
	Take-aways of Optimal Policy
	Thank you!

