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Fiscal policy is treated as arbitrary in the model, and it may be suboptimal.
The central bank takes Þscal policy as given, and optimizes. We consider two



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
policy. These features allow us to explore in depth issues that Gertler and Kiradi
(2013) do not address.1

In the second section, we construct the model. The third and fourth sections







a non-currency transaction, the buyer would possess some low-yield currency,
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2.2 The Government: Fiscal Authority and Central Bank

The speciÞcation of the relationship betweenÞ
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Then, we can calculate liquidity premia for short and long-maturity government
bonds, respectively, as

�l = �l
�i �� �l =

[0() �� 1](1 �� �l)
[0()(1 �� �l) + �l]

for =  





�o=
1

[0(2)(1 �� �o) + �o]
�� 1 (45)

In equilibrium, �v 1 or, from (39),

[0(2)(1 �� �v) + �v]
0(





in monetary policy that occurs here is a permanent increase in the size of the



where



Then, in this zero-lower-bound equilibrium (1 2) is determined by (54) and



Figure 3 shows the e��
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6 Conclusion

In the model we have constructed, all private debt must be collateralized, in-
cluding the liabilities of Þnancial intermediaries. TheseÞnancial intermediaries
play an important role in providing insurance against the need for particular
kinds of liquid assets in transactions. In order for a term premium to exist, two



Gertler, M. and Kiyotaki, N. 2011. “Financial Intermediation and Credit Pol-



Figure 1: Conventional Monetary Policy

ZLB
IC

x*

x*

A

B
F

x2

x1



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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Figure 7: Optinal Policy: Example 3


