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		Abstract

		We study whether the Federal Reserve has been responding asymmetrically to inflation, depending on the occasion of high or low inflation expectations. Recent policy arguments motivated by the current inflation resurgence and the earlier Great Inflation experience, suggest an asymmetric central bank reaction function, where the response to inflation is more aggressive when inflation is high, relative to when inflation is low. Theoretical work by Bianchi, Melosi, and Rottner (2021) and policy arguments based on the low inflation experience and the zero lower bound (ZLB) for the interest rate, suggest an asymmetric reaction function as well, but in the opposite direction, where the response to inflation is more aggressive when inflation is low relative to when inflation is high. In this paper, we empirically investigate whether the Federal Reserve has followed any of the above recommendations, implementing asymmetric rules, and in which direction. By estimating a threshold Taylor-type rule that allows for asymmetries, we find that for the period after the 2000s, the response to expected inflationary biases is significantly stronger than the response to deflationary ones. 
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