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		The US Federal Reserve cut interest rates more vigorously in the recent recession than the European Central Bank did. By comparison with the Fed, the ECB followed a more measured course of action. We use an estimated dynamic general equilibrium model with financial frictions to show that comparisons based on such simple metrics as the variance of policy rates are misleading. We find that - because there is greater inertia in the ECB's policy rule - the ECB's policy actions actually had a greater stabilizing effect than did those of the Fed. As a consequence, a potentially severe recession turned out to be only a slowdown, and inflation never departed from levels consistent with the ECB's quantitative definition of price stability. Other factors that account for the different economic outcomes in the Euro Area and US include differences in shocks and differences in the degree of wage and price flexibility. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Policy activism, DSGE model, policy inertia, shocks

	
	

	
    

    
	

	
	
		JEL Classification: C51, E52, E58

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Christiano,  Lawrence J. and Motto,  Roberto and Rostagno,  Massimo, Shocks, Structures or Monetary Policies? The Euro Area and US After 2001 (July 2007). ECB Working Paper No. 774,  Available at SSRN: https://ssrn.com/abstract=997250 or http://dx.doi.org/10.2139/ssrn.997250 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lawrence J. Christiano (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Northwestern University  ( email )

			

			
			
				
				
				
					2003 Sheridan Road
Evanston, IL  60208
United States
847-491-8231 (Phone)
847-491-7001 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Cleveland 

			

			
			
				
				
				
					East 6th & Superior
Cleveland, OH  44101-1387
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Chicago 

			

			
			
				
				
				
					230 South LaSalle Street
Chicago, IL  60604
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Minneapolis 

			

			
			
				
				
				
					90 Hennepin Avenue
Minneapolis, MN  55480
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Roberto Motto

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Central Bank (ECB)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Central Bank (ECB)  ( email )

			

			
			
				
				
				
					Kaiserstrasse 29
Postfach 16 03 19
D-60311 Frankfurt am Main
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Massimo Rostagno

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: European Central Bank (ECB)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				European Central Bank (ECB)  ( email )

			

			
			
				
				
				
					Kaiserstrasse 29
Postfach 16 03 19
D-60311 Frankfurt am Main
Germany
+49 69 1344 7663 (Phone)
+49 69 1344 7604 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      135

			

		
		
		
			Abstract Views

			    1,294

		

		
		 
		
			Rank

			  305,204

		

		
	


	
		
            
            	        8 Citations
		

	

	
		
			
				       42 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    European Central Bank Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Central Bank Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,341

                                    

                                    
                                        PAPERS

                                            3,231

                                    

                                

                                
                            

                        

                    

                
	
                    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

                                            1,136

                                    

                                    
                                        PAPERS

                                           16,199

                                    

                                

                                
                                    
                                        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)

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        An Estimated Stochastic Dynamic General Equilibrium Model of the Euro Area

                        
                            By
                                
                                
                                    
                                    Frank Smets
                                     and 
                                
                                    
                                    Rafael Wouters
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            An Estimated Dynamic Stochastic General Equilibrium Model of the Euro Area

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Monetary Policy with Staggered Wage and Price Contracts

                            
                                By
                                    
                                    
                                        
                                        Christopher J. Erceg, 
                                        
                                    
                                        
                                        Dale W. Henderson, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in Us Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in US Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in U.S. Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resuscitating Real Business Cycles

                            
                                By
                                    
                                    
                                        
                                        Robert G. King
                                         and 
                                    
                                        
                                        Sergio T. Rebelo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Has Monetary Policy Become More Effective?

                            
                                By
                                    
                                    
                                        
                                        Jean Boivin
                                         and 
                                    
                                        
                                        Marc P. Giannoni
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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 Â© 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   0.126 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
