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Atkeson-Kehoe (2004) -1

Our main finding Is that the only episode in which
there Is evidence of a link between deflation and
depression is the Great Depression (1929 —
1934).

We find virtually no evidence of such a link in any
other period. Here we have made no attempt to
distinguish anticipated from unanticipated
deflations, while theory, of course, makes a
sharp distinction.

Optimal monetary policy in a broad class of
models with nominal rigidities dictates
engineering small anticipated deflations and
avoiding unanticipated deflations altogether.
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Atkeson-Kehoe (2004) -2

To the extent that the deflation in the Great
Depression is thought of as unanticipated,
as In most existing theories, this episode is
not relevant for evaluating the costs of
anticipated deflation.

Our finding thus suggests that policymakers’
fear of anticipated policy-induced deflation
that would result from following, say, the
Friedman rule is greatly overblown.
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