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		The paper considers the macroeconomic transmission of demand and supply shocks in an open economy under alternative assumptions about whether the zero interest rate floor (ZIF) is binding. It uses a two-country general-equilibrium simulation model calibrated to the Japanese economy relative to the rest of the world. Negative demand shocks have more prolonged and conspicuous effects on the economy when the ZIF is binding than when it is not binding. Positive supply shocks can actually extend the period of time over which the ZIF may be expected to bind. Economies that are more open hit the ZIF for a shorter period of time, and with less harmful effects. The implications of deflationary supply shocks depend on whether the shocks are concentrated in the tradables or the nontradables sector. Price-level-path targeting rules are likely to provide better guidelines for monetary policy in a deflationary environment, and have desirable properties in normal times when the ZIF is not binding. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: deflation, monetary policy rules, zero interest rate floor

	
	

	
    

    
	

	
	
		JEL Classification: E17, E52, F41

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Laxton,  Douglas and N'Diaye,  Papa and Pesenti,  Paolo A., Deflationary Shocks and Monetary Rules: An Open-Economy Scenario Analysis (December 2006). FRB of New York Staff Report No. 267,  Available at SSRN: https://ssrn.com/abstract=949600 or http://dx.doi.org/10.2139/ssrn.949600 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Douglas Laxton

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				International Monetary Fund (IMF) - Research Department  ( email )

			

			
			
				
				
				
					700 19th Street NW
Washington, DC  20431
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Papa N'Diaye

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				International Monetary Fund (IMF) - Asia and Pacific Department  ( email )

			

			
			
				
				
				
					700 19th Street NW
Washington, DC  20431
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Paolo A. Pesenti (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Federal Reserve Bank of New York]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of New York  ( email )

			

			
			
				
				
				
					33 Liberty Street
New York, NY  10045
United States
212-720-5493 (Phone)
212-720-6831 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       67

			

		
		
		
			Abstract Views

			      959

		

		
		 
		
			Rank

			  438,266

		

		
	


	

	
		
			
				       22 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Federal Reserve Bank of New York Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of New York Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,569

                                    

                                    
                                        PAPERS

                                            1,697

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Benefits and Spillovers of Greater Competition in Europe: A Macroeconomic Assessment

                        
                            By
                                
                                
                                    
                                    Tamim Bayoumi, 
                                    
                                
                                    
                                    Douglas Laxton, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Benefits and Spillovers of Greater Competition in Europe: A Macroeconomic Assessment

                        
                            By
                                
                                
                                    
                                    Tamim Bayoumi, 
                                    
                                
                                    
                                    Douglas Laxton, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Benefits and Spillovers of Greater Competition in Europe: A Macroeconomic Assessment

                        
                            By
                                
                                
                                    
                                    Tamim Bayoumi, 
                                    
                                
                                    
                                    Douglas Laxton, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Benefits and Spillovers of Greater Competition in Europe: A Macroeconomic Assesment

                            
                                By
                                    
                                    
                                        
                                        Tamim Bayoumi, 
                                        
                                    
                                        
                                        Douglas Laxton, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Tax Reform and Labour-Market Performance in the Euro Area: A Simulation-Based Analysis Using the New Area-Wide Model

                            
                                By
                                    
                                    
                                        
                                        GÃ¼nter Coenen, 
                                        
                                    
                                        
                                        Peter Mcadam, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Welfare-Based Monetary Policy Rules in an Estimated DSGE Model of the Us Economy

                            
                                By
                                    
                                    
                                        
                                        Michel Juillard, 
                                        
                                    
                                        
                                        Philippe D. Karam, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy Credibility and the Unemployment-Inflation Trade-Off: Some Evidence from 17 Industrial Countries

                            
                                By
                                    
                                    
                                        
                                        Douglas Laxton
                                         and 
                                    
                                        
                                        Papa N'diaye
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Structural Reforms in the Euro Area: Economic Impact and Role of Synchronization Across Markets and Countries

                            
                                By
                                    
                                    
                                        
                                        Luc Everaert
                                         and 
                                    
                                        
                                        Werner Schule
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            DSGE Modeling at the Fund: Applications and Further Developments

                            
                                By
                                    
                                    
                                        
                                        Dennis P.  J. Botman, 
                                        
                                    
                                        
                                        Philippe D. Karam, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.129 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
