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Developing DSGE macromodel with balance sheet conditions and zero lower band on
nominal interest rates

Nishiyama, Shin-Ichi
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There are two parts in this research agenda. First, we have endogenised the
balance sheet conditions of corporate sector and financial sector to the traditinal Dynamic Stochatic
General Equilibrium model and have estimated the model based on Japanese macro-data. Our aim is to
explain the financial crisis and prolonged recession which occurred in Japan during 1990s. According to
our estimation result, the total factor Rroductivity shock was less important in accounting for the
prolonged recession, but it turned out that labor supply shock is relatively more important in accounting
for the recession. Next, we have analyzed the characteristics of the optimal monetary policy reaction
function when interest rates are bounded at zero. The feature of the model is that it allows the policy
lag in interest rate channel. According to our analysis, it turned out that it is crucial to consider not
only the present condition, but also the past economic conditions to conduct the policy.
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