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aggregate supply of collateralizable wealth rather than bank capital (the former
being more appropriate, by our reasoning), and incorporating all central bank
liabilities while modeling the key di��erences betweenÞscal policy and monetary











2.2 The Government: Fiscal Authority and Central Bank

The speciÞcation of the relationship betweenÞ













�u�o=
1

�� [�x0(�{2)(1 �� ���o) + ���o]
�� 1�> (45)

In equilibrium, �}�v �? 1 or, from (39),

[�x0(�{2)(1 �� ���v) + ���v]























6 Conclusion

In the model we have constructed, all private debt must be collateralized, in-
cluding the liabilities of Þnancial intermediaries. TheseÞnancial intermediaries
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Figure 1: Conventional Monetary Policy
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Figure 2: Quantitative Easing at the Zero Lower Bound



Figure 3: Quantitative Easing Away From the Zero Lower Bound
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Figure 6: Optinal Policy: Example 2
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