
HOW TO EMPLOY A USER-SPECIFIED MONETARY POLICY RULE

With this menu the user can conduct comparison analysis with his or her own policy rule. To this

aim, a general form of a monetary policy rule is offered in terms of common variables in the MMB

and users can specify the desired values for the coefficients in front of the variables in the rule.
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Here, izt denotes the annualized quarterly money market rate; pzt denotes the annualized quarter-

to-quarter rate of inflation; yzt is the quarterly real GDP; qzt is the quarterly output gap which is defined

as the deviation of actual output from the level of output that would be realized if the price are flexible.

For example, suppose that you implement the Taylor (1993) rule using the option for user-

specified monetary policy rule. Then set the coefficients as following: ρπ,0 = ρπ,−1 = ρπ,−2 =

ρπ,−3 = 0.375, ρq,0 = 0.5 and the rest of coefficients are zero. The figure 1 below illustrates how to

use the option for a user-specified rule with the example of Taylor (1993) rule.
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Figure 1: TAYLOR (1993) RULE USING THE OPTION OF USER-SPECIFIC RULE

Note that with some parameterizations of rules models selected cannot be solved due to several

reasons. The system of equations may violate the Blanchard-Kahn condition so that they do not yield

a unique stationary rational expectations equilibrium. There is no clear guideline for conditions for

determinacy, but Levin, Wieland, and Williams (2003) suggest several crucial characteristics of rules
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that deliver a unique equilibrium: a relatively short inflation forecast horizon, a moderate degree of re-

sponsiveness to the inflation forecast, an explicit response to the current output gap, and a substantial

degree of policy inertia.
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