

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Term Premia: Endogenous Constraints on Monetary Policy

	
    
        
            
            







    
    










    
    
    
    











			FRB of Kansas City Research Working Paper No. 02-07

        

    
	

	
	
		
		
			30 Pages
		
		

		Posted: 5 May 2003
		
		
		
	

	
		
			
			




	See all articles by Sharon KozickiSharon Kozicki
Bank of Canada
Peter A. Tinsley
George Washington University; Birkbeck College, Univ. of London


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: December 2002

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Monetary policy evaluation using structural macro models suggests that historical monetary policy responds less aggressively to inflation and the output gap than would an optimal policy rule.  However, these results are obtained using models with constant term premia.  This paper shows how term premia may depend on the policy rule specification and policy rate uncertainty.  A more aggressive policy rule involves an economically important increase in term premia.  Consequently, conclusions about the specification of optimal monetary policy rules based on counterfactual simulations of models that exclude term premia effects may not be valid. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Optimal Policy, Term Structure of Interest Rates, Monetary Policy Transmission

	
	

	
    

    
	

	
	
		JEL Classification: E4, E5, G1

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kozicki,  Sharon and Tinsley,  Peter A., Term Premia: Endogenous Constraints on Monetary Policy (December 2002). FRB of Kansas City Research Working Paper No. 02-07,  Available at SSRN: https://ssrn.com/abstract=386222 or http://dx.doi.org/10.2139/ssrn.386222 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Sharon Kozicki

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bank of Canada  ( email )

			

			
			
				
				
				
					234 Wellington Street
Ottawa, Ontario K1A 0G9
Canada

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Peter A. Tinsley (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				George Washington University  ( email )

			

			
			
				
				
				
					710 21st Street NW
Washington, DC  20052
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Birkbeck College, Univ. of London 

			

			
			
				
				
				
					Malet Street
London, WC1E 7HX
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				       77

			

		
		
		
			Abstract Views

			    1,047

		

		
		 
		
			Rank

			  566,109

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,411

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Monetary Policy Rules and Macroeconomic Stability: Evidence and Some Theory

                        
                            By
                                
                                
                                    
                                    Richard Clarida, 
                                    
                                
                                    
                                    Jordi GalÃ, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Science of Monetary Policy: A New Keynesian Perspective

                        
                            By
                                
                                
                                    
                                    Richard Clarida, 
                                    
                                
                                    
                                    Jordi GalÃ, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Science of Monetary Policy:  a New Keynesian Perspective

                        
                            By
                                
                                
                                    
                                    Richard Clarida, 
                                    
                                
                                    
                                    Jordi GalÃ, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            An Optimization-Based Econometric Framework for the Evaluation of Monetary Policy: Expanded Version

                            
                                By
                                    
                                    
                                        
                                        Julio J. Rotemberg
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy Rules in Practice: Some International Evidence

                            
                                By
                                    
                                    
                                        
                                        Richard Clarida, 
                                        
                                    
                                        
                                        Jordi GalÃ, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Historical Analysis of Monetary Policy Rules

                            
                                By
                                    
                                    
                                        
                                        John B. Taylor
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy

                            
                                By
                                    
                                    
                                        
                                        Benjamin M. Friedman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Policy Rules for Inflation Targeting

                            
                                By
                                    
                                    
                                        
                                        Glenn D. Rudebusch
                                         and 
                                    
                                        
                                        Lars E. O. Svensson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Interest-Rate Rules in an Estimated Sticky Price Model

                            
                                By
                                    
                                    
                                        
                                        Julio J. Rotemberg
                                         and 
                                    
                                        
                                        Michael Woodford
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Inflation Forecast Targeting: Implementing and Monitoring Inflation Targets

                            
                                By
                                    
                                    
                                        
                                        Lars E. O. Svensson
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.070 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
