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Orphanides:

• (2001) AER: ”Monetary Policy Rules Based on Real-Time
Data”

• (2002) AER: ”Monetary Policy Rules and the Great Inflation”

• (2004) JMCB: ”Monetary Policy Rules, Macroeconomic
Stability, and Inflation: A View from the Trenches ”



Original Taylor (1992) rule

Set the nominal interest rate it according to

i∗t = πt + r ∗ + β̃(πt − π∗) + γỹt

r ∗ is the ”equilibrium” real interest rate

ỹt = (yt − ypt ) is the output gap where ypt is log potential output

π∗ is the inflation target



The Taylor rule is commonly written as

i∗t = α + βπt + γỹt

where α would depend on r ∗ and π∗

and β = 1 + β̃

Estimated rules are typically of the form

it = ρ(L)it−1 + (1− ρ(1)) [α + βπt + γỹt ] + ηt



Clarida, Gali & Gertler (2000) QJE



Important questions:

What measure of inflation?

• CPI vs PCE vs GDP Deflator?

• Core vs Overall measures?

• Contemporaneous or forecasts of inflation?

Additionally for Output gap

• Which measure of potential output?



Orphanides raised another important issue

• How accurate are real-time measurements of πt and yt?



Consider the Taylor rule

it = ρ(L)it−1 + (1− ρ(1))
[
α + βπt,i |t + γt|t ỹt

]
+ ηt

πt,i |t :

• average rate of inflation from quarter t to quarter t + i as
perceived during quarter t.

yt :

• output gap for quarter t, as perceived during the quarter t



Orphanides constructs a real-time dataset

• Using Greenbook forecasts from the Fed

• Commerce Department’s ”Business Conditions Digest”

• Economic Report of the President



Current sources of real-time data:

1) Philly Fed keeps a good database

• http://www.phil.frb.org/research-and-data/

real-time-center/real-time-data/

2) St. Louis Fed Alfred

• http://alfred.stlouisfed.org/

http://www.phil.frb.org/research-and-data/real-time-center/real-time-data/
http://www.phil.frb.org/research-and-data/real-time-center/real-time-data/
http://alfred.stlouisfed.org/


Orphanides (2004) JMCB



Orphanides (2004) JMCB



Conclusion

Fed policy in Great Inflation:

• ”policy was not flawed in an obvious manner ”

• ”policy that was followed during the Great Inflation would be
workable, if only policymakers could have a solid
understanding of the structure of the economy and reliable
readings of the state of the economy upon which to base their
action”


