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in a Liquidity Trap, Journal of Economic Dynamics & Control (2018), doi: 10.1016/j.jedc.2018.01.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jedc.2018.01.005
https://doi.org/10.1016/j.jedc.2018.01.005


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Learning to Live in a Liquidity Trap∗

Jasmina Arifovic† Stephanie Schmitt-Grohé‡ Mart́ın Uribe§
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Abstract

The Taylor rule in combination with the zero lower bound on nominal rates has

been shown to create an unintended liquidity-trap equilibrium. The relevance of this

equilibrium has been challenged on the basis that it is not stable under least-square

learning. In this paper, we show that the liquidity-trap equilibrium is stable under

social learning. The learning mechanism we employ includes three realistic elements:

mutation, crossover, and tournaments. We show that agents can learn to have pes-

simistic sentiments about the central bank’s ability to generate price growth, giving

rise to a stochastically stable environment characterized by deflation and stagnation.
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