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INTRODUCTION (CONT’D)

> Aim: study and compare the effects of a variety of
monetary and fiscal policies, including unconventional
monetary measures and a job guarantee (JG) plan

» Method: complete SFC model (closed economy, no
ecosystem), two investment functions: standard vs.
Minsky-like investment function

» Preliminary findings:

1.

at

Fiscal policies are more effective if coupled with
conventional investment function

. Lower interest rate rises output in S/R, but possibly

lowers output in L/R. Same for QE

. Minsky-like investment makes monetary policy effects

more persistent compared with traditional investment

. JG is more effective than G in supporting employment,

despite lower multiplier

. JG impact on price level is undetermined
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MODEL ASSUMPTIONS

Closed economy, no ecosystem (but blocks are ready)

Six sectors or units: households, production firms,
commercial banks, central bank and government

Five financial assets: cash (and reserves), cheque
accounts, saving deposits, government bills, shares

Constant prices if not otherwise specified

Propensities to consume vary across incomes, wealth
components and employment status

Two investment functions: standard vs. Minsky-like

Policy rate set by Central Bank. Other interest rates are
defined endogenously

Central Bank acts as lender of last resort for both
commercial banks (advances) and the Treasury (but
return rate on bills depends also on private demand)
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medium run
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MODEL ASSUMPTIONS (CONT’D)

1) Active government sector: consumption, taxes, transfers
and direct intervention

J) Portfolio equations are based on Tobinesque principles
and saving deposits are the buffer stock

K) Banks have no production costs and they distribute all
profits. They set a mark-up over the policy rate and
fully accommodate firms' and households’ demands

L) There is a reserve requirement (either legally imposed or
desired)

M) Labour force adjusts to firms' demand for labour in the
medium run

N) Price setting: wage equation (expected change in real
wage rate depends on unemployment rate) and
monopoly power (mark-up rule)

M) Regressive inflation expectations
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INVESTMENT FUNCTION

Gross investment (conventional):

id=~- (k" —k_1)+da

where:
KT =k.y P
p
and:
da=5¢- k,1

Gross investment (Minsky-like):
id=y+7-q-1+da
where:

_esr-pe+ If
n k
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CONSUMPTION FUNCTION P

A Minsky SFC
MODEL

Current consumption: MALCOLAM

SAWYER AND
MARCO
VERONESE

C= 01 - yd ip + a9 - hh_]_ =+ asg - mlh_1+ PASSARELLA
P (6)
+ad-m2h_1+as-bh_1+ ag-ehr_1 - pe_1

where: SELECTED

EQUATIONS

Q1> Q2> 03204 2 05 2 Qg

Endogenous propensity to consume out of income:
a1 =ag+ or1 - Q-1 — a1 - un_g (7)

where:



LENDER’S RISK:

Interest rate on loans obtained by production firms:

n=r"+pul

where:
pl = plo + ph - lev_y
and:
If

lev= —————
v If + esr- pe
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PRICE SETTING

Money wage rate:
w=[1+w; - (un_y — nun)] - P w_1
p-1
Unit price of goods produced by private firms:
w
f=—-(1
f= s (1+ pp)

General price level:

y y

(12)

PoLicy
EXPERIMENTS IN
A Minsky SFC

MODEL

MALCOLM
SAWYER AND
MARCO
VERONESE
PASSARELLA

SELECTED
EQUATIONS



PuBLIC GooDs (JG)

Aggregate value of public goods:
Cgov = Min(cayg - ¢, why)
Unit price of public goods:
Woage bill of JG employees:
wbg = wg - ng
Money wage rate of JG employees:
Wg = Pg- W

where: 0 < rhoy <1

(15)

(16)
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INFLATION EXPECTATIONS

A) Adaptive expectations:
E(m) — E(m_1) = tho + 1 - [7—1 — E(7_1)]
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INFLATION EXPECTATIONS

A) Adaptive expectations:
E(m) — E(m_1) = tho + 1 - [7—1 — E(7_1)]

B) Stochastic (or quasi-rational) expectations:
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INFLATION EXPECTATIONS
A) Adaptive expectations:
E(m) — E(m—1) = to + ¢1 - [m—1 — E(m_1)]

B) Stochastic (or quasi-rational) expectations:
E(m) = m+¢€, with: E(e) =0
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INFLATION EXPECTATIONS

A) Adaptive expectations:
E(m) — E(m_1) = tho + 1 - [7—1 — E(7_1)]

B) Stochastic (or quasi-rational) expectations:
E(m) = m+¢€, with: E(e) =0

C) Regressive expectations:
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INFLATION EXPECTATIONS

A) Adaptive expectations:
E(m) — E(m_1) = tho + 1 - [7—1 — E(7_1)]

B) Stochastic (or quasi-rational) expectations:
E(m) = m+¢€, with: E(e) =0

C) Regressive expectations:
E(r) =71 =10 +¢1- [1] — 7]
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B) Redundant equation: hs = hh
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CALIBRATION AND TECHNICALITIES

A) 72 difference equations overall
B) Redundant equation: hs = hh
C) 100 periods
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CALIBRATION AND TECHNICALITIES

A) 72 difference equations overall

B) Redundant equation: hs = hh

100 periods

Coefficients borrowed from literature or fine-tuned

C

)
)
)
)

D
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EXPERIMENTS IN
A Minsky SFC
MODEL

MALCOLM

72 difference equations overall SAWYER AND
MARCO
Redundant equation: hs = hh P ERONESE
'ASSARELLA
100 periods

Coefficients borrowed from literature or fine-tuned

Q >
~— N N '

w

= O

Complete sensitivity tests not performed yet

e

Language: R code (available upon request)
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1) An increase in government spending (funded by bills
and money issues)
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SEVEN EXPERIMENTS

1) An increase in government spending (funded by bills
and money issues)

2) An increase in government spending funded by money
issues only

3) A cut in the policy rate
4) A (major) change in the reserve requirement

5) A quantitative easing programme

PoLicy
EXPERIMENTS IN
A Minsky SFC

MODEL

MALCOLM
SAWYER AND
MARCO
VERONESE
PASSARELLA

PRELIMINARY
FINDINGS
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SEVEN EXPERIMENTS

1) An increase in government spending (funded by bills
and money issues)

2) An increase in government spending funded by money
issues only

3) A cut in the policy rate

4) A (major) change in the reserve requirement
5) A quantitative easing programme

6) A JG plan

7) A tax cut (funded by bills and money issues)
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BASELINE SCENARIO

F1GURE 1: Output and portfolio components under baseline

a) Output composition under baseline b) Portfolio composition under baseline

spending 13%

Investment 10%
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CONVENTIONAL INVESTMENT (CONT’D)

Difference with baseline

0.00 0.0z 0.04

-0.02

F1GURE 4: Valuation and leverage ratios

e) Tobin g under alternative scenarios

f) Leverage ratio under alternative scenarios
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2. Loose monetary policies are effective in S/R, but
possibly deflationary in L/R (due to lower interest
payments from government to private sector)

3. Minsky-like investment makes monetary policy effects
more persistent than traditional investment (though
weaker in S/R)

4. JG is more effective than standard government spending

in supporting employment, despite a lower multiplier DAY (YRR

JG net effect on the price level is undetermined (higher
wages in private sector and higher propensity to
consume, but ‘cheaper’ public goods)
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