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Motivations

T = f(Y) ()

o Look for rulesin acountry which does
not use rules, Switzerland

o Apply methods of rule estimation and
transform them
] Clarida Gali Gertler (EER 98)
i Clarida Gali Gertler (QJE 00)

0 Construct amodel as aframework

] to compare these rules with respect to the
Informational setup

i to avoid the debate targeting vs intrument
rules

o Focus on some econometric problems
e.g. definition of output gap
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Main Results
2 x= F{(SY) + (@)

¥
., Variables: inflation rate, output gap, exchange rate
< Policy instrument: interest rate, aggregates
i Informational setup: ex-post, realistic
o Forward-looking rules explain the
past Swiss monetary policy

o Sample 1981-1997

] Interest rate, aggregates
exchange rates not necessary

o Sample before 1990

] only aggregates
without exchange rates

o Sample after 1990

] only interest rates
with exchange rates

o Informational setup not important
o Descriptive vs prescriptive
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Methodol ogy
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0 Tarqetl ng Rule (1)
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i Explanatory variables
i, Explained variables
v.  Microfoundations

o Market equation (8)

Wy = (1 — p)”ll,-’: + PWt—1 + V¢
i Scenarios

0 Data and Results

] Output gap
i | nformation
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Modd ..

o Targeting Rule (1)
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Modd ..

0 Market equation (8)
] Equation

wy = (1 — p)w; + pwi—1 + vy
i. Variables

Modd ..

we = (1—p)w+(1—p)BE, (?Tt+1:z — Wf+12) + (L= p)y (Y — i)
+(1 - p)oE; (Qt+1:2 - Gf+1:z) T pWi—1 + V. (9)

Description

i fa! : "
(1=p) (@ = B7%) +(1 = p)B7i11

+(1 = p)yzi+ (1= p)8siaa + pwrs +e, o (10)
Experimental

we = (1= p)w+ (1~ p)BE; (Tip12 — Thgg) + (1 p)yae
1= p)o(q—q7) + pwi—1 + vy (12)

wy
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Some Results

o Descriptive estimation
Table 3: Overview Descriptive Estimation

Best Combinations

Whole Sample Before 1990 After 1990
1er zy 091 7TMOxz; 0.84 2ecrzys™ 095
2 cr zq 9™ 080 9MOzy, 084 13craxys™ 094
3 cr ry 091 11 Mlz; 0.85 1lderazg s®™ 095

4 cr xy g 090 12 M1 zs 0.85
5 giro r1 s¥™  0.95
6 giro 5 ¥ (.83

7 MO x4 0.88
8 MO zq s (.81
9 MO x5 0.88
10 MO x5 s%™ (.83
11 M1 ay 0.75

0 Experimental estimation

Table 4: Experimental Rule Estimation

After 1990 90:01-96:12

Model w o] v ) P

15 cr x, s“m 511%  0.74* 047 0.23%  0.71*
16 giro x, s%™m 1020 -2.64%  -L76% -0.39%*F  (.69%*
17 MO z, s9™ S9.63% 074 -071*% -0.14 0.61%F
18 M1 z, sm -0.35  -2.03%  -1.17¢ =022 0.56*
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Conclusions
and future research

Main results

before 90 (7)
MOF = MO—211E; (myy10 — 7) — 0.68E; 2,
MO, = (1—0.62)MO0; +0.62M0,_; + 1,
after 90 (14)
arf = & +067E (Tepi2 — ™) + 0.53 By, + 0.03E 54,
ery = (1—=044)er] + 04deri—y + vy

Usefulness for the central bank?
Targeting rule and instrument rule

Asymmetries

] asymmetries in the model

i asymmetries in the parameter size

i asymmetries in the parameter sign
Asymmetries in the parameter sign with
respect to the output gap

] |s there areluctance to boost the economy
when the output gap is negative?

i |s there a swiftness to react to a positive gap?
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