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Existence and Persistence of Stagnation Trap in a Monetary
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⇒ Coexistence of Positive Unemployment, Low Growth, and
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The Key Mechanism
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(2) Low Growth ⇒ Reduces Real Interest Rate ⇒ Pushes
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Two Steady States in Baseline Model

(1) Full Employment y f = 1, High Growth g f , Positive
Nominal Interest Rate i f > 0, and Positive/Negative Inflation
Rate πf ≷ 1

(2) Unemployment yu < 1, Low Growth gu < g f , Zero
Nominal Interest Rate iu = 0, and Negative Inflation Rate
πu < 1

Two Extensions: Precautionary Savings and Time-Varying
Inflation Rate

Constant or Countercyclical Subsidy to Firms’ Investment in
Innovation ⇒ Removal of Low-Growth Steady State
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Two Steady States: y f = 1 and yu < 1

⇒ y Denotes the Level of Actual Output

⇒ 1− y = Output Gap

Figure 1 ⇒ Local Stability Property of Each Steady State:
Saddle, Sink or Source

Possibility of Global Indeterminacy ⇒ Various Forms of
Bifurcations
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Yt

Qt
, 1}

Jang-Ting Guo Discussion on “Stagnation Traps” 11 / 12



Objective Findings Comments

Alternative Specification

Euler:

(
ct+1

ct

)σ

= β
(1 + it)

π̄

Growth: 1 =
(
βπ̄

σα
1−α

)
g−σt+1

[
α(1− α)q

α
1−α

j(t+1)

χYt+1

LWtQt+1
+ π̄(1− gt+2

γ
α

1−α

)
]

When σ > 0⇒ Positive Relationship between
Yt+1

Qt+1
and gt+1

Market Clearing: ct = Yt ⇒
ct+1

ct
=

Yt+1

Yt
= gt+1π̄

−α
1−α

Monetary Policy: 1 + it = max{(1 + ī)
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Rate of −0.75%
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