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Plan 

■ Recent developments for asymmetric models. 

■ Short summary of the method. 

■ Penalty function. 

■ Is welfare analysis possible (precautionary behaviour)?  

■ Great tool. 
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Need for nonlinearities 

■ Use of locally approximated DSGE models in macro has become 

extremely popular in recent years. Success story. 

■ Recent events point out to the importance of e.g. ZLB or 

macroprudential policy. Work on the topics is constrained by the 

limitations of the methodology (for example work on macropru 

Angelini et al. 2011, Christensen et al. 2011, Angeloni & Faia 2012, 

Baillu et al. 2012, Brzoza-Brzezina et al. 2012, Quint & Rabanal 

2013, ….) 

■ Therefore as for now as a profession we cannot responsibly claim 

that we know how macroprudential policy should work. 

■ The discussed paper should help. 
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Short summary of the method 

■ Reference regime (to which model has to return in finite time). 

■ Two sets of linearized equations (non binding – M1 and binding – M2) 

■ Guess and verify (M1/M2). 

■ Guess periods in which periods M2,  

■ Verify and, if necessary, update. 

■ Nonlinear, even though M1 and M2 linear. 

■ Main limitation (admitted by authors) no precautionary behaviour. 
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Penalty function 

■ Potential alternative, works reasonably well in deterministic models 

■ Unfortunately stochastic simulations suffer major deficiencies (see 

Brzoza-Brzezina et al., 2013). 
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Welfare 

■ It is not clear to me what is authors stand on possibility of welfare 

analysis in their framework. 

■ Would it be possible to use 2nd order approx of M1 and M2 instead 

of 1st.  

■ Would the 2nd order approx ease the precautionary behaviour 

problem. 
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Summary 

■ Great tool. 

7 


