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impactonconsumptionchoices

consumptionandexpectations
currentconsumationdepends positivelyon
currentdisposableincome
expectedfuturedisposableincome
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AMOREREALISTICDESCRIPTION

Parti

2,12
realisticdescriptionofconsumersbehaviour

expectations andinvestment Y 1 10 CAbylessthan10
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signtedconsumer
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consumptionsmoothing
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EMPIRICALEVIDENCE
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Howto usethemodel
Atransitorymonetarypolicy
Apermanentmonetarypolicy

HOWTOUSETHEMODEL

Impactof theshockpolicy in 1 future
futuredependsonlyon variablesdependingtofuture notaffectedbythepresent
15 1 Yeti ALYEATete real G
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Addalsofutureexpected interest rate
instandardmodel consumealltoday
Inrealitysavesome income
ADDINGexpectations
incomeispartiallyabsorbedbyeconomyand

partiallysavedforthefuture

EEntiint.EEeetia EEisiiia
factual interest rate
pramtheyreedcurvebefore thepolicy

1k
mangay

whathappens to theyieldcurveafterthepolicyis implemented

Positiveyieldcurve expecttohavehigherYIELDcurve

intr withthepolicy
orth

t I L retreat

rit 8 factarat atlyear 2years maturity

Individualsexpecthigherinterestratesforthefuture

PERMANENTMONETARYPOLICY

the amounces int tan expansionaryme
Thepolicyisperceivedaspermanent
Ifpermanent EXPECTATIONSaboutthefutureareaffected

Future 1
expectedme in thefuture reti

T nth
MIYAN

mitts
influtureinterestrate

expectationschangesp'e y'e Yet

a
Presentit 471 4th
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my
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permanentmonetarypolicy
Assumethatbeforethepolicy rt rEti r
Drawthe yieldcurvebeforethepolicy at rtt Ett r

Whathappensif theyieldcurveafterthe policyisimplemented

men
Yield

currentrat
satiate I td

withthepolicy
Orth Pettit

1 riskpremium
1ft'Entrretfterrit rat

Art An

actuary lyear years maturity

expectedfuturer
Individualsexpectconstantinterestratesforthefuture

MONETARYPOLICYandSTOCKPRICES

pieQ In atmatriest

2EEEEinigneraeoues.nit
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Aylexo Apledo
Small ifany positiveimpactonQ Q
onlyfirstelementaffectedoverall hugevariationinstockmarket
effect isverysmall sinceallcomponentswillbeaffected
IfyouthinkexpectmPtransitory
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soprefernot to investinstockmarket

concension
Impactof amonetarypolicy
transitory or permanent
Impactonexpectations iskey todeterminetheimpacttodayofthepolicy
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exchangerate

I a Fiji Ey pment
put

C
C Yt TtYet Eta re reethWFU foreignoutput

realexchangerate
Relativepriceofdomesticgoods
priceofdomesticgoods in termsofforeigngoods
Notobservable
Dependson
Priceofgoodsservices inbothcountries
Nominalexchangerate observable
exchangeratechangesover time hasadegreeofvariability
becauseofexpectations
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