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o Issue

— Optimal monetary policy

— Model uncertainty (parameter uncertainty)

— Learning, estimation

— Policy response: Caution or aggressiveness
e Alternatives

— C: Certainty-equivalent policy, passive learning

— M: Myopically optimal policy, passive learning (Brainard 67)

— D: Dynamically optimal policy, optimal learning (experimentation)
e Policy response: Caution < Aggressiveness

— Brainard: Normally M < C but sometimes M > C (Séderstrom

02)
— Wieland 98, 00: M < D (<) C
— Ellison-Valla 01: D < M < C
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e Extensive comment on Ellison-Valla (different setup than Wieland
98, 00)
— More realistic model uncertainty (continuous rather than discrete)
— Reproduced Wieland results
— Comparison not yet complete
* Intuition/explanation of differences?
* Graphs different from Ellison-Valla
* Role of output-gap target, inflation bias?

e Definition of caution/aggressiveness?
— Policy response? Variable? Instrument or target?
— Focus on inflation (target variable)
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— Focus on deterministic component of output gap (target variable)

yr = Blme — ) + e
= bt‘t_l(ﬂ't — ) + Pzt

v

_ tt—

gr = |1-— b2|7 Pz (©)
-1 T

bQ

_ te—1

g = |1—- bQI—b bz (M)
-1 T Vee—1 TV

C<M

— Caution/aggressiveness depends on target variable
— Instrument rate usually more closely associated with output gap
than inflation




