
1/8

Rethinking Canada’s monetary policy framework

Martin Eichenbaum

August 2020

Rethinking Canada’s monetary policy framework Martin Eichenbaum 1 / 8



2/8

Population dynamics

People interact in goods and labor markets.

New infections arise from three types of social interactions
I Non-economic social interactions
I Consumption-based activities
I Work-related activities.

Susceptible people can become infected.

Infected people can recover or die.

People react to the risk of becoming infected.
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Model elements

Simple containment
I ‘Tax’ consumption’ activities in ways that doesn’t differentiate people

on basis of their health status.

Details
I Infection probabilities, risk aversion, constrains on the medical system,

possible future arrival of vaccinations, treatments...

ERTB (2020b): testing and quarantines.

ERT (2020c) investment, nominal rigidities.
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Simple containment: sharp trade-offs
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Figure 7: Benchmark SIR-Macro Model (Vaccines, Treatment, Med. Preparedness)
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Financing a bridge
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Not just in Canada
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An even stronger empirical basis for 2017 arguments
Interest rates across the whole yield curve are much lower than after the financial crisis
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Conclusion

The Bank of Canada was a leader in developing inflation targeting.

That strategy was close to perfect for a world in which monetary
policy amounted to fine-tuning interest rates.

The empirical pre-requisites for such a strategy are simply no longer
with us.

I Interest rates along the whole yield curve are too low and deficits are
too high.

So I will end by paraphrasing Keynes
I When the facts change I change my framework. What do you do?
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