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Taylor Rules
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N X N

Smoothing neutral nom. int. rate infl. gap output gap

o Setp=0,r*=2%, n*=2%, n is Core PCE 4 qtr inflation, gap is CBO output gap

Actual Fed Funds Rate and Taylor Rule Prescriptions

= Alternative 3 — Alternative 2

—— Alternative 1 = Actual Fed Funds Rate
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Inflation Target Measures: 2Percentinflation 2Percentinflation 2Percentinflation
Natural Real Interest Rate Measures: TwoPercentNatural TwoPercentNatural TwoPercentNatural
Resource Gap Measures: CBOGDPgap CBOGDPgap CBOGDPgap
Inflation Measures: CoreP CElnflation CoreP CElnflation CoreP CElnflation
Weight on Gap: 0.5 5 0.5
Interest Rate Smoothing: 0 0 0
Source: Atlanta Fed

Source: FRB Atlanta, https://www.frbatlanta.org/cger/research/taylor-rule.aspx?panel=1

A constant natural rate of interest is implausible, so consider following:

e Setp=0,r* =1 sided Laubach-Williams estimate, n*=2%, n is Core PCE 4 qtr inflation, gap is
CBO output gap



Actual Fed Funds Rate and Taylor Rule Prescriptions

— Alternative 3 —— Alternative 2
— Alternative 1 — Actual Fed Funds Rate
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Inflation Target Measures: 2Percentinflation 2Percentinflation 2Percentinflation
Natural Real Interest Rate Measures: LWRstar1side LWRstar1side LWRstar1side
Resource Gap Measures: CBOGDPgap CBOGDPgap CBOGDPgap
Inflation Measures: CoreP CElnflation CoreP CElnflation CoreP CElnflation
Weight on Gap: 0.5 5 0.5
Interest Rate Smoothing: 0 0 0

Source: Atlanta Fed

Here’s the evolution of natural (real) rate of interest, as estimated by Laubach and Williams (also
output gap from CBO).

4 4.0

2&\\ 3.5

0 JUAY /"'/\/\/\1 P 3.0

2 2.5

-4 Output gap, Real natural rate L 2.0
CBO, % of interest, %

-6 - [left scale] (LW 1-sided) 15
[right scale]

-8 1.0

-10 0.5

B e R et e B e B e e L U]

00 02 04 06 08 10 12 14 16 18 20

—— OGAP_FRBA —— RSTAR_LW1SIDED

E435_taylorrules f21,
7.11.2021



