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		Abstract

		We propose an alternative way of estimating Taylor reaction functions if the zero-lowerbound on nominal interest rates is binding. This approach relies on tackling the real rather than the nominal interest rate. So if the nominal rate is (close to) zero central banks can influence the infl ation expectations via quantitative easing. The unobservable inflation expectations are estimated with a state-space model that additionally generates a time-varying series for the equilibrium real interest rate and the potential output - both needed for estimations of Taylor reaction functions. We test our approach for the ECB and the Fed within the recent crisis. We add other explanatory variables to this modified Taylor reaction function and show that there are substantial differences between the estimated reaction coefficients in the pre- and crisis era for both central banks. While the central banks on both sides of the Atlantic act less inertially, put a smaller weight on the inflation gap, money growth and the risk spread, the response to asset price inflation becomes more pronounced during the crisis. However, the central banks diverge in their response to the output gap and credit growth. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Zero-lower-bound, Federal Reserve, European Central Bank, equilibrium

	
	

	
    

    
	

	
	
		JEL Classification: E43, E52, E58

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Belke,  Ansgar Hubertus and Klose,  Jens, Modifying Taylor Reaction Functions in Presence of the Zero-Lower-Bound – Evidence for the ECB and the Fed (June 1, 2012). Ruhr Economic Paper No. 343,  Available at SSRN: https://ssrn.com/abstract=2122442 or http://dx.doi.org/10.2139/ssrn.2122442 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ansgar Hubertus Belke (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Duisburg-Essen - Department of Economics and Business Administration  ( email )

			

			
			
				
				
				
					Universitätsstr. 9
Essen, 45141
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: IZA Institute of Labor Economics]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				IZA Institute of Labor Economics 

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Centre for European Policy Studies  ( email )

			

			
			
				
				
				
					1 Place du Congres, 1000
Brussels, 1000
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jens Klose

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				German Council of Economic Experts  ( email )

			

			
			
				
				
				
					Federal Statistical Office
Gustav-Stresemann-Ring 11
Wiesbaden, Hessen 65180
Germany
+49 611 75 2185 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.sachverstaendigenrat-wirtschaft.de/44.html?&L=1
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       57

			

		
		
		
			Abstract Views

			      622

		

		
		 
		
			Rank

			  414,204

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       68 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Monetary & Fiscal Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Monetary & Fiscal Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,563

                                    

                                    
                                        PAPERS

                                           18,569

                                    

                                

                                
                            

                        

                    

                
	
                    European Economics: Macroeconomics & Monetary Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Economics: Macroeconomics & Monetary Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,132

                                    

                                    
                                        PAPERS

                                           16,216

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marco Da Rin at Tilburg University, Department of Finance, Francesco Giavazzi at University of Bocconi - Innocenzo Gasparini Institute for Economic Research (IGIER)National Bureau of Economic Research (NBER)

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Econometrics: Econometric Model Construction, Estimation & Selection eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometrics: Econometric Model Construction, Estimation & Selection eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                            2,533

                                    

                                

                                
                            

                        

                    

                
	
                    International Political Economy: Monetary Relations eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Political Economy: Monetary Relations eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               65

                                    

                                    
                                        PAPERS

                                            4,487

                                    

                                

                                
                            

                        

                    

                
	
                    Comparative Political Economy: Monetary Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Comparative Political Economy: Monetary Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               59

                                    

                                    
                                        PAPERS

                                            8,203

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Yusaku Horiuchi at Affiliation not provided to SSRN

                                    

                                
                            

                        

                    

                
	
                    Political Economy - Development: Fiscal & Monetary Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Political Economy - Development: Fiscal & Monetary Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               54

                                    

                                    
                                        PAPERS

                                           10,138

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Credit Frictions and Optimal Monetary Policy

                        
                            By
                                
                                
                                    
                                    Vasco Cúrdia
                                     and 
                                
                                    
                                    Michael Woodford
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Credit Spreads and Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Spreads and Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Banking and Interest Rates in Monetary Policy Analysis: A Quantitative Exploration

                            
                                By
                                    
                                    
                                        
                                        Marvin Goodfriend
                                         and 
                                    
                                        
                                        Bennett T. Mccallum
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit and Banking in a DSGE Model of the Euro Area

                            
                                By
                                    
                                    
                                        
                                        Andrea Gerali, 
                                        
                                    
                                        
                                        Stefano Neri, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit Effects in the Monetary Mechanism

                            
                                By
                                    
                                    
                                        
                                        Cara S. Lown
                                         and 
                                    
                                        
                                        Donald P. Morgan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conventional and Unconventional Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Conventional and Unconventional Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Vasco Cúrdia
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.123 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
