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e Key argument: asset purchases proportional to market holdings
are “non-neutral” (i.e., they alter relative returns)
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e Key argument: asset purchases proportional to market holdings
are “non-neutral” (i.e., they alter relative returns)

My discussion:

1. How portfolio costs break Wallace irrelevance proposition

2. Differential effects on returns

3. Comments on portfolio costs
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e If his convex: optimal policy, k8 = k
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lllustration: Convex case
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e Consider an eqgm. without govt. intervention with I;a, kp
* Key result: A policy k§ = dka, k§ = 6k, changes RK — R

= QE is“non-neutral.” Not an obvious result..
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QE affects returns differently if it changes relative prices
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QE affects returns differently if it changes relative prices
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e Why is QE non-neutral?
e Key mechanism is interaction between d and k, kp,

e “Neutrality” if separable, h = h*(k,, ky) + h?(d), and h* is HD1
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e Why is QE non-neutral?
e Key mechanism is interaction between d and k, kp,

e “Neutrality” if separable, h = h*(k,, ky) + h?(d), and h* is HD1

e In general, sign and size of effects should depend on cross-partials

e Interesting to test this empirically. Also role of elasticity

5/8



What frictions behind the portfolio costs?

e Risk factors not enough to break Wallace irrelevance proposition
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What frictions behind the portfolio costs?

e Risk factors not enough to break Wallace irrelevance proposition

e Liquidity costs/OTC frictions?

e Limited commitment/leverage constraints?

It would be interesting to model explicitly frictions and show
equivalence results
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What frictions behind the portfolio costs? (ctd)

e Underlying frictions matter for optimal policy

e Liquidity frictions = satiate the economy with reserves

e | everage constraints = buy assets until leverage constraint is slack
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What frictions behind the portfolio costs? (ctd)

e Underlying frictions matter for optimal policy

e Liquidity frictions = satiate the economy with reserves

e | everage constraints = buy assets until leverage constraint is slack

Related question is when /whether we should expect portfolio costs
h(-) to be a/symmetric between banks, households, and govt.?
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Conclusions

e Great project. | look forward to reading the paper.
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Conclusions

e Great project. | look forward to reading the paper.

e Literature moving towards tackling central bank optimal portfolio
management. Exciting agenda.

e Bhandari et al. in this conference
e See Amador et al. for open economy framework: at ZLB tradeoff
between minimizing government losses and altering risk premia
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