Subject Index

Business cycles: 1880-1914 and 1955-97
periods, 327-29

Calvo-Rotemberg model: price adjustment,
48-51; in simulations of structural macro-
economic model, 32-39; test of inflation
persistence in, 50-51

Central bank: alternative good rules for, 120;
concern with financial stability, 249-50;
concern with interest rate smoothing and
stability, 249-50; inflation forecasts of,
217-22; inflation forecasts related to in-
formation availability, 217-23; policy
models of, 206; recognized need for flex-
ibility, 252

Christiano, Eichenbaum, and Evans model
(CEE model): conclusions, 300-303; pol-
icy rule performance in, 303-6, 315-16;
results, 30615

Closed economy model: extension of
Svensson-Ball closed economy model,
128-30; inflation targeting in, 135; Tay-
lor rule as optimal policy, 131

Conference rules: assessment of robustness,
5-10; with contemporaneous and lagged
information, 233, 235-37, 254; role of
exchange rate and inflation forecasts,
11-12; simple and complex, 10-11

Control rules: in presence of model uncer-
tainty, 253-54

Data: central bank use of lagged, 93-94;
lagged data in structural macroeconomic
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model simulations, 34-43; rules devised
from revised, 196

Data sources: in model of policy rule perfor-
mance, 16

Economic activity: monetary policy influence
on, 361-69; with optimal interest rate
rule, 387-89; under optimal stabilization
policy, 380-84; with structural distur-
bances, 69

Economic shocks: exchange rates as source
of, 193; information to assess, 197; of
price stickiness, 353n8; in rational expec-
tations macromodel, 168—69; responses
of output and inflation model to, 210-13

Exchange rate: channels to affect inflation,
192-94; effect of inflation targeting on,
127-28; under gold standard, 333; role in
monetary policy rules, 11; smoothing of,
156; in Svensson-Ball model of open
economy, 128-30, 135-36

Federal funds rate: deviations from baseline
policy rules, 336-39; in estimated sticky
price model, 57, 65; in macroeconomic
models of U.S. economy, 264, 272-90; in
monetary policy mistake analysis, 336—
40, 342-43

Federal Open Market Committee (FOMC):
forecasts of, 197-99; use of information
from predictions of rules, 195-97

Federal Reserve Board: criteria for determin-
ing money supply, 334; monetary policy
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Federal Reserve Board (cont.)
at start of (1914), 333-34; search for
monetary policy rule, 334

Federal Reserve Board staff model (FRB
model), 263; comparison of policy rules
with FM, MSR, and TMCM models,
282-90; comparison of properties with
FM, MSR, and TMCM models, 266-72;
computing policy frontier for, 272-75;
policy rule robustness to model uncer-
tainty, 290-93

Feedback: coefficient in model of inflation-
forecast-based policy rules, 173-88; inter-
est rate feedback rule, 109; in policy rule
performance model, 47; simple feedback
rule, 160

FM model. See Fuhrer-Moore model (FM
model)

FRB model. See Federal Reserve Board staff
model (FRB model)

Fuhrer-Moore model (FM model), 263; com-
parison of policy rules with FRB, MSR,
and TMCM models, 282-90; compari-
son of properties with FRB, MSR, and
TMCM models, 266—72; computing pol-
icy frontier for, 272-75; policy rule ro-
bustness to model uncertainty, 290-93

Gold standard, international: fluctuations of
short-term interest rates under, 333; inter-
est rate response to inflation rate under,
324-26

Gross domestic product (GDP): deviations dur-
ing 1880-1914 and 1955-97 periods,
326-28

Harberger triangles, 350

Income targeting: in simulations of structural
macroeconomic model, 36-38, 41-43

Inflation: 1880-1914 and 1955-97 periods,
326-28; backward-looking expectations,
250-51; effect of exchange rate on,
192-93; expected rate of, 324n6;
inflation-output macroeconomic models
of U.S. economy, 265-72; under interna-
tional gold standard, 333; in NAIRU con-
cept, 408--9; relation to NAIRU concept,
405; response to inflation target shock,
16971

Inflation forecast horizon: in forecast-based
monetary rules, 158-63; with lag encom-

passing, 188-89; in model of inflation-
forecast-based policy rules, 173-88

Inflation forecasts: instrument rule response to
rule-consistent, 219, 221, 241-43; of out-
put and inflation model, 217-19; role of,
11-12

Inflation-forecast targeting: adjusting policy
instrument to target, 205; with optimized
rules in output and inflation model,
231-36

Inflation targeting output and inflation model:
backward-looking, 239, 249-51; choice
of, 205-7; compared to other empirical
estimates, 208-13; estimates, 207-11; per-
formance of optimized rules, 227-36;
specification and state-space representa-
tion, 215-16, 240-41

Inflation targeting rules: optimal and simple in
output and inflation model, 223-26; two
classes of, 204--5, 211, 214

Inflation targets: components of, 247—48;
countries currently practicing, 203, 247;
definition of targeting, 135; forward-
looking decision framework, 239; long-
run, 138—42; in New Zealand, 136; in
open economies, 127-28; open economy
model, 135-38; in output and inflation
model, 215; Svensson-Ball model exten-
sion, 127-30. See also Inflation targeting
rules; Instrument rules

Information: encompassed in inflation-
forecast-based policy rules, 161, 163; in
equilibrium real short-term interest rate,
196; in U.S. output and inflation model,
211-27

Information lag: implications in macroeco-
nomic models of U.S. economy, 281-82;
in inflation-forecast-based policy rules,
160--63; inflation targeting output and in-
flation model, 216, 240—-41; in monetary
policy rules, 12; between rule enactment
and effect, 160

Instrument rules, 204, 211, 214; in output and
inflation model, 217; performance of
optimized rules in output and inflation
model, 227-36; responsive to rule-
consistent inflation forecast, 219, 221,
241-42; simple and optimal in output
and inflation model, 219-23, 227-36,
240. See also Inflation targeting rules

Interest rates: in assessment of monetary pol-
icy rule robustness, 5-10; current optimal
rate dependent on inflation, output, and
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lagged, 121-22; inflation forecasts condi-
tional on given, 218; policy rules with
lagged, 88-93; in Svensson-Ball model
of open economy, 128-30; volatility in
macroeconomic models of U.S. economy,
265-66. See also Federal funds rate;
Interest rate smoothing

Interest rates, nominal: output and inflation
model nonnegative nominal, 237-38;
in price stickiness model, 65-69

Interest rates, short-term: 1880-1914 and
1955-97 periods, 326-28; under interna-
tional gold standard, 324-25; under “lean-
ing against the wind” monetary policy,
325; in model of output and inflation,
206; in monetary policy rule, 322; re-
sponses in 1880-1914 and 1955-97
periods, 327-32

Interest rate smoothing: in forecast-based pol-
icy rules, 159; in macroeconomic models
of U.S. economy, 283-90; in model of
inflation-forecast-based policy rules,
173-88; in policy rule performance
model, 33-34, 37, in simple policy rules,
294; in structural macroeconomic model,
31-43

Lucas critique: applied to output and inflation
model, 208; applied to price stickiness
model, 124; as empirical issue, 206; mod-
els prone to, 265

Mack bill (S. 611), 349, 384

Macroeconomic model, structural: estimation
and simulations, 28—42; specification of
aggregate demand and supply in, 2028

Macroeconomic models of U.S. economy:
computing policy frontiers, 272-75; first-
difference rules, 264; rational expecta-
tions assumptions, 264—65. See also
Christiano, Eichenbaum, and Evans
model (CEE model); Federal Reserve
Board staff model (FRB model); Fuhrer-
Moore model (FM model); Monetary
Studies Research model (MSR model);
Taylor multicountry model (TMCM)

Macroeconomics, New Keynesian: implica-
tions of models using, 364; in model of
monetary policy with price stickiness,
350

McCallum’s rule: with nominal income as tar-
get variable, 37, operationality, 38-39;
specification, 17-19

MCI. See Monetary conditions index (MCI)

Models: backward-looking, 35-36; common
features of, 3—4; non—rational expecta-
tions, 2, 9; rational expectations ap-
proach, 2; with representative agent
framework, 2

Model uncertainty: Bayesian approaches to
inflation-targeting models, 255-56; mini-
max approaches to inflation-targeting
models, 256-59; policy rule robustness
in macroeconomic models of U.S. econ-
omy, 290-94. See also Parameter uncer-
tainty

Monetary conditions index (MCI), 128, 131,
139, 141-42; effect on exchange rates,
193; as inflation target variable, 154,
used as policy instrument, 155

Monetary policy: backward-looking, 197, 199;
feedback in policy rule performance
model, 47; with forward- and backward-
looking expectations, 250-51; frontiers
for macroeconomic models of U.S. econ-
omy, 272-75; frontiers for simple and
complicated rules, 275-82; historical mis-
takes in, 321, 336-40, 342-43; lag be-
tween enactment and effect, 160; “lean-
ing against the wind,” 325; Mack bill
(introduced April 1997), 349; in open
economy, 127; optimal, 369-77; stable
price rule, 401--2; of U.S. foreign policy
regimes, 295-96

Monetary policy rules: assessing robustness
of conference rules, 4-10; backward-
looking, 109, 200; behavior in structural
macroeconomic model, 31-43; compari-
son of alternative simple, 282--90; conse-
quences of simple, 77--100; definition of
optimal, 130; derived from quantity equa-
tion of money, 322; deviations of federal
funds rate from baseline (1960-97),
336--39; evolution and changes in U.S.,
326-36, 339--40; Fed policy of “leaning
against the wind” (after 1951), 334-35;
forward-looking, 200--201; in inflation-
based forecasts in macroeconomic mod-
els of U.S. economy, 280-81; instrument
rules, 204-5; interest rate feedback rule,
109; interpreting, 323-25; k percent rule
in CEE model, 301; lagged-data, 7779,
93-98; in macroeconomic models of
U.S. economy, 276-80; model for open
economy, 127-30; optimal policy, 78t,
100-111, 120; price level targeting,
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Monetary policy rules (cont.)
98-100; with response to output gaps,
250; robust decisions, 146-53; ro-
bustness to model uncertainty in macro-
economic models of U.S. economy, 290—
94, 299; role of formal, 120; rules of
thumb, 125; simple feedback, 160; in
Svensson-Ball model of open economy,
131-35; targeting rules, 204-5; using his-
torical method to evaluate, 2-3, 13, 53.
See also Control rules; Inflation targeting
rules; Instrument rules; Taylor rule

Monetary policy rules, inflation-forecast-
based: model calibration and simulation,
166—73; model specification, 163-66;
model with embedded information en-
compassing, 182-85, 189; model with
embedded lag encompassing, 173-78,
188-89; model with embedded output en-
compassing, 178-82, 189; model with
price level targeting, 185-88; model with
interest rate smoothing, 185-88; policy
parameters, 158-63

Monetary Studies Research model (MSR
model), 263; comparison of policy rules
with FM, FRB, and TMCM models,
282-90; comparison of properties with
FM, FRB, and TMCM models, 266-72;
computing policy frontier for, 272-75;
policy rule robustness to model uncer-
tainty, 290-93

Monetary transmission: information encom-
passing rule, 182-85, 189; lag encom-
passing rule, 173-78, 188-89; output en-
compassing rule, 178-82, 189; in U.S.
output and inflation model, 207-11

NAIRU (nonaccelerating inflation rate of un-
employment): with certain parameters,
411-14; defined, 408; estimates of short-
run, 421-29; gap estimates, 421-29; pol-
icy making with uncertain parameters,
415-19; short-run, 406-11, 428-29;
short-run policy making, 409-11; as
unemployment reference reflecting
inflation, 409-10

New Zealand: central bank inflation targeting,
136-38

Okun gaps: balanced against costs of inflation,
349
Open economy model: derivation of optimal

instrument rule in, 128, 130-33; derived
from Svensson-Ball closed economy
model, 127-30; evaluation of alternative
instrument rules using, 133-35; inflation
targeting, 135-38

QOutput: effect of stabilizing, 349; encom-
passed in inflation-forecast-based policy
rules, 161-63; with price level instability,
70~76; response to inflation target shock,
169-71; smoothing of, 189, 194. See also
Inflation targeting output and inflation
model

Qutput gap: information in, 250; macroeco-
nomic models of U.S. economy, 266—68,
275-90, 294; monetary policy response
to, 250-51; price level adjustment model,
23-43; relation to value of loss function,
252; in U.S. output and inflation model,
206-11

Parameter uncertainty, 254—59, 260. See also
Model uncertainty

P-bar model: AS (aggregate supply) curve, 52;
expression of price adjustment, 26-27;
natural rate hypothesis of, 55; price ad-
justment, 16, 51-52, 55; in simulations of
Taylor and McCallum rules, 39-42; test
of specifications, 52

Phillips curve: derivation for Svensson-Ball
model of open economy, 136-37, 142—
43, 145; expectations channel for mone-
tary policy through, 239; with natural
rate of unemployment, 408; in rational
expectations macromodel, 165-66; in
U.S. output and inflation model, 206-11,
253

Price level: adjustment models, 23-43, 48-52;
in estimated sticky price model, 58-69,
122-23; under optimal monetary policy,
351-52; setting in macroeconomic
model, 352-61; stabilization as objective
of monetary policy, 350-51; targeting in
simple policy rules, 78t, 98-100; welfare
loss with instability of, 70-76

Price stickiness: New Keynesian style, 350,
353; Okun gaps with, 349; optimal price
setting with, 359-61

Price stickiness model: federal funds rate in,
57, rational expectations in, 57; steady
state value in model of U.S. economy,
60-69; structure of U.S. economy,
58-69; welfare loss, 70-76
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Quantity equation of money: defined, 322;
deriving monetary policy rule from,
322-23; with fixed money growth,
323-24

Rational expectations: equilibrium for several
policy rules, 77-83, 123; in estimated
sticky price model, 57, 123; in robust con-
trol and decision theories, 147-48; in
structural macroeconomic models of U.S.
economy, 264-65, 273-74; in Svensson-
Ball model of open economy inflation
targeting, 144-46

Rational expectations macromodel: calibration
of parameters, 166—69; specifications,
163-66

Simulations: exercises in model of policy rule
performance, 16; for policy rule perfor-
mance model using P-bar price adjust-
ment, 39-42; of policy rule performance
model using Taylor rule, 32-39; price
level adjustment model, 31-43

Svensson-Ball model: closed economy opti-
mal policy rule, 131; extension to open
economy, 127-29; open economy optimal
policy rule, 131-33

Taylor multicountry model (TMCM), 263-64;
comparison of properties with FM, FRB,
and MSR models, 266-72; comparison
with policy rules of FM, FRB, and MSR
models, 282-90; computing policy fron-
tier for, 272-75; policy rule robustness
model uncertainty, 290-93

Taylor rule: in CEE limited participation
model, 300-316; extension of, 121;
forward-looking, 342-43; inflation vari-

ability, 36; interest-smoothing term in,
43; in minimax approaches to inflation-
targeting model uncertainty, 257-59;
modifications for closed economy, 131;
operational, 33-34, 36, 38; in simulations
of policy rule performance model, 32—
39; specification, 17-19; using baseline
to interpret recent monetary history, 343
Taylor rule, simple: effect of variation in pa-
rameters a and b, 83-88; generalized to
allow parameter c to respond, 88-94

Uncertainty: about potential GDP and natural
unemployment rate, 12; different types
and sources of, 196; effect on definition
of short-run NAIRU, 419; evidence on
importance of parameter uncertainty,
421-22, 433-34; models of situation and,
120-21; in monetary policy process,
120-21; related to NAIRU levels and
parameters, 428-29. See also Model
uncertainty; Parameter uncertainty

Unemployment: definition of natural rate of,
407-8; problems related to difference be-
tween NAIRU and current level, 409; ref-
erence point with no change in inflation,
409-10; short-run differences of NAIRU
from natural rate of, 407-11; uncertainty
about natural rate of, 415. See also
NAIRU (nonaccelerating inflation rate
of unemployment)

Unemployment and inflation model: certainty-
equivalence, 411-14; with uncertain pa-
rameters, 415-19

Welfare effects: derivation of utility-based
loss function, 111-17; from price level
instability, 70-76





