CREDIT CONSTRAINTS AND QUANTITATIVE EASING
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ANALYTICAL RESULTS

THE PAPER PORTFOLIO REBALANCING

e Agents: unconstrained Households, con- e Assets of different maturities are imperfect * The share of the hand-to-mouth households: w
strained Households, intermediate-good substitutes.

firms, final-good firms, a government and o [f assets are imperfect substitutes, changes
a monetary authority. in the demand for one asset would change
e The constrained households behave in a the relative price of that asset. As such, the
hand-to-mouth fashion. Central Bank can use QE asset purchases to

e QE is introduced using the portfolio rebal- alter the relative price of long-term assets, e The solution:
ancing channel. thereby changing the yields of these assets.

e Characterizing the effect of QE on output This could lead to effects on real economic ) (1—w)(1—=03ppm)(1—9g)(1—wos2) (N A]‘f 1) ,
analytically and numerically. activity. M=~ (1 — Bpar) (1 — par) (1 — w0 82) My — 5 (1 — @) par [0Ms + (1 — g) (0 + 0ws2) My (2)

e Define: -
U = Apbg P (1)

Ajr measures the response of output to quantitative easing.
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The problem of the representative patient household: N, is a function of structural parameters
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{ max oL yoo Eo Z B (113_’t0 Xp 7 i’:) (4) o Ifw=1: Ay; = 0. Therefore, QE is completely ineffective if all households are constrained.
CP,t " P,t:9%¢ »9¢ S¢t=0 t=0
subject to the budget constraint:
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The third term on the left-hand side is the adjustment cost between short-term and long-term assets.
The solution gives:

o
©

20 25 30

o
0

0.2

<
“’ 1 e (b o
. CP.t+1 < t
W ’ — |, | 1 6 2
7 ( cp,i ) U RS T RE (%L ) © 5 o
—0 - B 2 g S_ 8 | .
s [ CPt+1 Lt Tt 41 (0 bf b; b; rs __
7 ’ — 14+ = 1] — 1) 2L 7 o5 _
7 ( ) rRE |1 T (%L > Ve @mﬂ >b§> DT ¢ i
L - @) _5 10 15 20 25 30
3
Y

The problem of the representative hand-to-mouth household:
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Figure 2: Impulse response of selected variables to a 1%
Figure 1: The etfectiveness of QE as a function of the increase in QE asset purchases. The first model (w =

(9) share of the constrained households, w. Calculated us- 0) abstracts from HtM households. The second model
ing Equation (2). (w = 1/3) introduces HtM households.

subject to the following budget constraint:
cre <wrgnry — 17y

The hand-to-mouth households are not engaged in the financial markets.

CONCLUSION

MONETARY POLICY Credit frictions reduce the effectiveness of quantitative easing (via the portfolio rebalancing channel).

The central bank provides liquidity (b¢'?) according to:
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