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Macroeconomic Policy Model

Combines Taylor Rule, IS curve to obtain
Macroeconomic Policy curve

Reintroduce Phillips Curve
Find equilibrium in output gap/inflation
space

Show effects of policy changes defined as
changes in rules
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FIGURE 16.1 Graph of the Taylor Rule
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Taylor Rule

Federal Funds Rate and Inflation Targets
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FIGURE 16.3 Shifts of the Taylor Rule

INFLATION RATE ()

Macroeconomics, 6th Edition
Copyright © 2005 W. W. Norton & Company



NOMINAL INTEREST RATE (r)
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IS Curve Revisited

R =s5,—5,Y +35,G, (16.3),
R; =5, — SIY* + 5,0, (16.4);
R —R =-s,(Y,=Y)  (16.5);

R-R :_Sly(f ] (16.6)

- =—0Y, (16.7)
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INFLATION RATE ()
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INFLATION RATE ()

Shifts down next year
if this year's GDP gap
IS less than zero.
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Price adjustment line
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Phillips Curve, Again

* Assume expectations augmented,
* Where expectations are adaptive
* Supply shocks allowed for

w=7_,+ Y  +Z

(16.12)
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INFLATION RATE ()
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FIGURE 16.13 Inflation—-GDP Gap Loops in the United States,

1971-2002
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