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Monetary Policy in Deflation: The Liquidity Trap

in History and Practice

Athanasios Orphanides®

Board of Governors of the Federal Reserve System

The experience of the U.S. economy during the mid-1930s, when short-term nominal in-
terest rates were continiously close to zero, is sometimes taken as evidence that monetary
policy was ineffective and the economy was in a “liquidity trap.” Close examination of the
historical policy record for the period indicates that the evidence does not support such
assertions. The incomplete and erratic recovery from the Great Depression can be traced to
a failure to pursue consistently expansionary policy resulting from an incorrect understand-
ing of monetary policy in an environment of very low short-term nominal interest rates.
Commonalities with the Japanese experience during the late 1990s, and the madequacy
of short-term interest rates as indicators of the stance of monetary policy are discussed
and a robust operating procedure for implementing monetary policy in a low interest rate
environment by adjusting the maturity of targeted interest rate instruments is deseribed.
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Short-Term Interest Rates
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Notes: Weekly data. The solid line denotes the yield on new issues of 3-month Treasury
bills or equivalents. The dotted lines (from 1934 to 1937) reflect yields on new issues of
6- and 9-month Treasury bills. Solid (dashed) vertical lines denote NBER peak (trough)
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Figure 2
Economic Activity in the 1920s and 1930s
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Figure 3
Prices in the 1920s and 1930s
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Figure 4
Excess Reserves and Treasuary Bill Rates

Treasury Bill Rates
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Notes: The top panel is a detail from Figure 1. See also notes to that figure.
Figure 5
Overnight Interest Rate: Japan
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Figure 6
Economic Activity in Japan since 1980
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Figure 7

Inflation and Eqguity Prices in Japan since 1980
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Figure 8

Interest Rates at Various Maturities in Japan since 1997

Percent
1.0
--------- Owernight Call Rate
_____ S-month
G6-month
08 —

06 [—

o4 —

0.2 —

0.0

1997 1998 1999 2000 2001 2002

¥ = | ot e
1997 1992 1999 2000 2001 2002

Céc trang thai kinh té vi mé qua mo
hinh AS-AD

» Can bang ngan han va dai han

o Hb céch suy thoai va lam phat

» Lam phéat cau kéo va chi phi day

« Suy thoai phia ciu va phia cung

 Gidm phat phia ciu va phia cung
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IS-LM, Chinh sach Tién té
va Bay Thanh khoan

e M0 hinh IS-LM
* Chinh sach tién t&é m& réng co tac dong giam lai
suat va tang san lvong.
« Bay tién hay B3y thanh khoan (Liquidity trap)
o L&i suat can bang rat thap va dworng LM nam

ngang (Md nam ngang trén (r, M/P), va | déc dirng
trén (r, 1)).

o Chinh séch tién té mét tac dung

Giam phat

» Giam phéat (Deflation) la hién twong mirc gia
chung dang c6 xu hwéng gidm xubng trén binh
dién rong, hay ty 1& lam phét |a mot con sé am.

* Nguyén nhan:

» Giam phat phia cung (a’supply-side deflation) di
cung voi bl‘mg no kinh té (thay vi suy thodi), do gia
tang nang suat, giam chi phi,...

e Giam phat phia céu (a demand-side deflation) di ]
kém sut giam tong chi tiéu, suy thoai, gia tang that
nghiép.
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Hiéu wng Fisher va Giam phat
e Phwong trinh Fisher: i =r + 1r®
» Hiéu tng Fisher?
e Hamy hiéu wng Fisher:
 Néu lam phét ky vong (11®) va lam phét thuc té ()
twong dwong nhau, var khéng qua dao dong, thi i
giam khi lam phat giam.
» Néu ty /¢ giam phéat bang hay I&n hon r, hiéu (rng
Fisher dy doan i sé bang zero.
* L&i suat thuc r = chi phi vay va cho vay thuc (44
dieu chinh lam phat).

Mdi quan hé kéo theo

1. Bay thanh khoan dan dén giam phat.
2. Giam phat kéo theo bay thanh khoan.

« Mdi truc trac kéo theo déu tao ra thach thirc vé
chinh sach.
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Cac nghién ctru dién hinh
e Irving Fisher (1933) — “Debt-Deflation”

« Pai Khidng hoang (Great Depression) la nguyén
nhan tao ra b&i vong xoan di xuéng theo dé gia ca
gidm lam t&ng ganh nang no thuc, va diéu nay kéo
theo hién twong gidm phat trdm trong hon.

¢ Hyman Minsky (1986) — “Minsky Moment”

« Vong xoan bt 6n dinh 13p di I&p lai theo d6 trong
nhirng thoi ky kinh té yén n |am tang tinh tw man
vé no nan va vi vay moi ngudi tdng cac cong cu
don bay, tr d6 dén lwot ching mé dwdng cho cac
cudc khing hoang.

Cac nghién ctru dién hinh
¢ Richard Koo (2008) — “Balance-sheet Recession”
* Ca “mét thap nién bj danh mat” & Nhat va Dai Khing hoang
¢6 nguyén nhan chua yéu tr “tai hoa clia bang can doi”
« Giam gia tai san (hién twong “suy thoai bang can déi”) day cac
cong ty tir “t6i da hoa loi nhuan” sang “téi thiéu héa no”.
« Dong ngan lwu thueng ding trd no gbe thay vi dau tw mai,
kéo theo gidm tong cau.
» Téng cau yéu va nhu cau vay (ngay ca lai sut théap) ciing yéu
— nén kinh té gidm phat.
« Nén kinh té yéu 1am cho gia tai san gidm sau hon, kéo theo
phéa san hang loat va NHTU né&i Idng chinh sach tien té.
« Nhiéu vu pha san va lai suét thap, nhiéu ngan hang ganh chiju
“no xau”.
 Nén kinh té roi vao vong xoan “gidm phat — bay thanh khoan”.
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Cac nghién ctu dién hinh
e Gauti B. Eggertsson and Paul Krugman (2010) —

Debt, Deleveraging, and the Liquidity Trap: A

Fisher-Minsky-Koo approach

* M6 hinh Keynes M@i — “Debt-driven slumps™ Ng va
van de giam nhanh cac don bay lam kiém nén tong
cau.

» Giam phat-No Fisher, bay thanh khoan, nghich ly
tiet kiém, sO nhan Keynes, tinh hgp ly cda chinh
sach mé& rong tai khoa.

« Niém tin nham giai quyét truc trac hién hanh va soi
roi cac kich ban qua khr (“Thap nién bj danh mat “
& Nhat va Bai Khing hoang)

T bay thanh khoan dén giam phat

11/30/2010
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Co ché bay thanh khoan kéo theo
giam phat dién ra nhw thé nao?

» B3y Thanh khoan: Lai suét danh nghia i tién gan hay
bang zero nén giam cung tién khéng the chuyén
thanh nguon cho dau tw va chinh sach tién t&€ mat vai
tro kich thich kinh té - giam cau.

e Giam cau dan dén giam phat.

» Gjam phat kéo dai ket hgp véi lai suat i qua thap sé
dan den: ]

* Vong xoan san luwgng dinh don va suy thoai
» Ky vong giam phat tao ra lai suat thyc r gia tang anh
hwdng dau tw | va ho cach suy thoai mé réng

» Suy thoai kéo dai tao ra giam phat tiép tuc, giam phat
lam tang r va Y ngay cang thap hon trong khi chinh
sach tién té mat tac dung.

Tai sao chinh sach tién té truyen
thong knong hiru hiéu?

« Chinh séach tién té truyén théng
« Co ché tang cung tién thong qua nghiép vu OMOP (1am
tang MB va tac dong so nhan).
¢ Doanh nghiép, ca nhan, va ngan hang khong co dong
co gitr tién vu’qt, nhuxcéu giao dic‘h ma dau tu”véo TSTC
sinh loi (trai phiéu, co phieu) — diéu nay chi gan v&i gia
dinh i>0 hay khéng qua thap.
o Khi chi phi co’ héi cia viéc giir tién i gan hay bang
zero, chuyén gi sé xay ra?
» Nguoi ta sé gilr tién ngay ca vwot sd nhu cau tién can
cho giao dich.
« Vii khéng thé am nén gi¢i han zero chinh la van dé.

11/30/2010
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Bay thanh khoan dan dén suy thoai gidm phat
va truc trac hé thong tai chinh nhw thé nao?

» Giam phat ky vong lam tang gia tri thuwc cta cac
khoan ng.

» Kha nang tra ng clia ngwoi vay ngay cang xau do
murc tiéu dung va dau tw giam sau hon.
 Du trd nghia vu hién hiru vé&i i thAp, nhwng phai tra vén gbc

v@i gia tri thywe dang tang 1én, lam gia tang tinh dé d6 v cla
hé thong tai chinh — pha san, v& ng (Debt-Deflation: Giam
phat di cung v&i gia tri thye clia cac khoan ng tang theo).

* Ngan hang gia tang dan cac khoan ng xau — cat giam
tin dung va chu trinh kéo theo giam dau tw va san
lwong.

» Bay thanh khoan c6 thé xay ra ngay ca i chwa dat
zero Vi viéc gilr cac TSTC va gia tang rui ro hé thong
tai chinh di kem.

\

Pha bay thanh khoan nhw thé nao?

» Nhuw d& phan tich: bay thanh khoan dan dén suy
thodi gidam phat va truc trac hé théng tai chinh
» Vuot ra khoi bay thanh khodn nhw thé nao?
 Paul Krugman: tao ra lam phéat ky vong sé gilp nén
kinh té thoat khoi bay thanh khoan.
» Quan diém céac nha kinh té tién té va keynes

11/30/2010
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Pha bay thanh khoan
Quan diém cac nha kinh té tién té

» N&i 16ng tién té (quantitative easing): NHTU xac
dinh muc tiéu gia tang ty 1& cung tién, bom thanh
khodn vao nén kinh t& (Friedman: “Money gift”).
¢ 1927: sup db thi trworng chirng khoan US c6
nguyén nhan tir chinh séch tién té that chat

¢ 1933-41: cb phiéu US tdng 140% nh¢ chinh sach
ndi ldng tién té thdng qua gia tang co s& tién

» 2001-06: Nhat cling &p dung n&i 16ng tién té

e Théng qua OMOP, tang cwd'ng mua cac TSTC
nhw trai phiéu dai han.

Vwot ra khoi bay thanh khoan nhw
thé nao?
Quan diém Keynes:

« Chinh séch tai kh6a mé réng nham kich vao téng
cau.
» 1933: Téng thdng Franklin Roosevelt va “New Deal”
vOi cac chuwong trinh viéc lam.
e Chinh pha Nhat véi khoan chi 20% GDP 2005.

\
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Van dé
o Trwée thé chién I, gidam phéat thwéng xay ra nhw
lam phét.
* Giam phat quay lai vao nhirng nam 1990 (Nhat
Ban) va la mét hién twong kho cai thién.
. Tgi sao giam phat la mét truc trac? Tai sao kho
két thuc dwgc giam phat?
J
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Giam phat dan dén bay thanh khoan
va truc trac kinh té

» Gidm phét trong hau hét trvong hop la tac dong clia
sut giam tdng cau.

e Giam phat lam giam tbng chi tiéu, suy thoai, gia tang
that nghiép.

» Suy thodi giam phat (%AP<0) khac suy thodi théng
thwong (%AP>0).

* Giam phét lam i tién dén hay gan zero — bay thanh
khoan va tao truc trac cho nén kinh té va chinh sach.

* Van dé:
o Tranh nén kinh té roi vao gidm phat
o Tri gidm phat nhw thé nao?

\

Ngéan chan gidm phéat nhw thé nao?

 Gidm phat do strc cau thap va dang c6 xu hwédng
suy giam.

* Ben S. Bernanke: “The best way to get out of
trouble is not to get into it in the first place”

. H‘am y:,sfr,durjg chl'ph sach tai kh(?a ya tién té khi
can thiét dé ho tro' tong chi tiéu, co gang sﬂj dung,
toan dung nguodn lywc va duy tri lam phat thap va on
dinh.

11/30/2010

16



Ngéan chan gidm phéat nhw thé nao?

o Th& nhat: Duy tri ving dém (buffer zone) va
khéng nén cé géng duwa lam phét vé mrc zero.
* Vung dém:

o Loi ich: tranh nguy co tbng ciu gidm ngoai tdm
kiém soat c6 thé day nén kinh té vao suy thoai gidm
phat va i tién dén zero.

« Chi phi: c6 thé dwa nén kinh té vao tinh trang lam
phéat cao hon dw kién.

Ngan chan giam phat nhw thé nao?

» Thir hai: Gii? 6n dinh tai chinh cda nén kinh té.

o Irving Fisher (1933): s lién két tiém tang gidra
khiing hoang tai chinh (do ban thao tai san va gia
tai san gidm) v&i sw sut gidm tdng ciu va mirc
gia chung.

11/30/2010
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Ngéan chan gidm phéat nhw thé nao?

» Tht ba: Khi lam phét thdp va cac nén téng cua

kinh té bat ngo suy gidm thi cén ra tay kip thoi va

that tich circ nhdm ngén suw truot doc vao gidm
phat va cac truc trac di kem

(Orphanides and Wieland, 2000; Reifschneider and
Williams, 2000; Ahearne et al., 2002).

» Khéc nhau vé phan ng:
« Nhat cubi thap nién 80
» Hoa Ky 2008

Gauti B. Eggertsson and Paul Krugman (2010) — Debt,
Deleveraging, and the Liquidity Trap: A Fisher-Minsky-
Koo approach
* No bao nhiéu la an toan? — Cudc khing hoang
do bat ng® gidm don bay.
* Strc cAu thap va dang da suy gidm — ai dé phai
chi tiéu nhiéu hon dé bu vao (i=0 van chwa du).
* “Debt-Deflation”+”"Minsky Moment”+"Balance
Sheet Recession”.
» Chinh sach tai khéa mé rong sé hiéu qua:
« Hiéu (rng vi md cla viéc gidm don bay co tinh tam
thoi.
o L&n &t chi tiéu tw nhan sé& khong xay ra.

\
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Nho lai

Phan (ng cta Chinh pht va Fed dbi voi cudc suy
thoai & Hoa Ky hién la de tai tranh luan. Gai kich
thich kinh té 780 ty USD da phu hop chuwa?
Chuwong trinh giai ctru cac tai san truc tréac co hiru
ich? Fed c6 nén tdng cung tién som hon khong?
Co nén cho phép Lehman Brother that bai?

Cau trd I&i ndm & ly thuyét kinh t& va nguoi ban hoi
la ai.

1. Keynes M¢&i (The New Keynesian)

2. Chu nghia tién t& (The Monetarism)

3. Cb dién M&i (The New Classical)

Két luan

« Bay thanh khoan kéo theo gidm phéat va ngwoc
lai. Méi truc tréc déu tao ra thach thirc vé xi ly
chinh séch.

» Can nguyén gay nén bay thanh khoan hay gay
nén giam phat dén tir dau? (Bong bong dau co?)

» C6 thé quan ly va kiém soat bong béng dau co
khéng? (c6/khdng)
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