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Overview of Discussion

This Paper Analyses the e�ects of conventional and unconventional monetary
policy through an integrated framework of the real economy and financial
markets.

• Well written and relevant paper.
• Tractable and intuitive demand and supply analysis.
• Sharp characterization of results due to closed form solutions.

Plan for this Discussion

• Brief summary of the paper
• Comment #1: Type of assets purchased by the central bank.
• Comment #2: How strong is the inelastic markets channel?
• Comment #3: Optimal policy and steady state central bank balance sheet.
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The paper in a nutshell

Standard models For a given consumption path, demand for assets is perfectly
elastic.

In this paper

• Financial intermediaries have investment mandates.
→ costly to deviate from target portfolio weights.

• Intermediaries thus require higher returns to hold more risky assets.
→ inelastic asset demand.

Key Takeaways

1. Interest rate changes have amplified e�ects due to inelastic asset demand.
2. Central bank asset purchases lower risk premia and boost investment, but

reversal can lead to undershooting of asset prices.
3. Optimal policy uses both interest rate adjustments and asset purchases to

stabilize asset prices and close output gaps.
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Contractionary monetary policy in the asset market
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Expansionary asset purchases in the asset market
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Comment #1: Capital versus public debt?

• In the model, unconventional monetary policy is conducted by purchasing
capital.

• However, most of QE was done buying either sovereign and quasi-sovereign
debt or MBS debt. ECB Balance Sheet Federal Reserve Balance Sheet
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Implications of asset purchase type

• Most of the literature has followed this approach, assuming that CB buys
long-term public debt. [Benigno and Benigno, 2022; Chen et al., 2012; Harrison,
2017; Ikeda et al., 2024]

• Understandable simplification in the paper.
• But how sensitive are results to a framework where the CB operates via

purchases of sovereign securities?

Some questions and tradeo�s

1. Imperfect substitution between capital and (long) public debt?
2. Compression of term premium versus equity risk premium?
3. Provision of liquidity versus reduction of risky assets?
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Comment #2: How strong is the inelastic markets channel?

• The inelastic markets channel is the key feature of the model leading to
amplified e�ects of monetary policy. Figure 3

• The crucial parameter for this channel is ε in the asset market clearing
equation:

θ̂t + εη̂t = −k̂CB
t (1)

where ε ≡
∑I

i=1
(
θ∗i ω

∗
i
)
εi and εi ≡ 1

ω∗i ξ
′′
i (0)

• Can we quantify the strength of the asset market channel by estimating ε?
• Potentially! Remember the supply and demand diagram in the asset

market...
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Comment #2: How strong is the inelastic markets channel?

8 of 10



Comment #2: How strong is the inelastic markets channel?

Three ideas for identification:

1. You could use plausibly exogenous variation in assets purchases. Maybe
using the LSAP shocks by [Swanson, 2021] or [Altavilla et al., 2019] could be a
good starting point.

2. You could try to fit empirical impulse responses from the literature and
estimate the parameter ε that way. [e.g Kim et al., 2020; Swanson, 2023]

3. You could go for a full scale estimation of the model and estimate the
parameter ε jointly with the other parameters.[e.g Chen et al., 2012]
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Comment #3: Optimal asset purchase and interest rate policy: theory and prac-
tice

• Optimal purchase policy is characterized by
˙̂kCB

t = −ζk̂CB
t − λpp̂yt

for some ζ > 0.
• Assume we are at steady state and positive shock happens to pyt.
• Selling assets is the optimal policy response.
• But implementability requires the CB to hold a positive amount of risky

assets in steady state!

Model and policy implications

1. Model: Does the steady state level of risky assets on the balance sheet
matter?

2. Policy: Familiar issue of market footprint and picking winners and losers.
On footprint

10 of 10



Comment #3: Optimal asset purchase and interest rate policy: theory and prac-
tice

• Optimal purchase policy is characterized by
˙̂kCB

t = −ζk̂CB
t − λpp̂yt

for some ζ > 0.
• Assume we are at steady state and positive shock happens to pyt.
• Selling assets is the optimal policy response.
• But implementability requires the CB to hold a positive amount of risky

assets in steady state!

Model and policy implications

1. Model: Does the steady state level of risky assets on the balance sheet
matter?

2. Policy: Familiar issue of market footprint and picking winners and losers.
On footprint

10 of 10



Thank you very much for your attention!
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Federal Reserve Balance Sheet over Time
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ECB Balance Sheet over Time
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Figure 3: IRF to MP shock
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Footprint of the ECB in the Bund Market
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