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What | will try to do

1. Offer my view on the use of data/econometric tools in CBs

2. Comment on “the return of the living dead,” i.e. reduced-form tools
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» Concern: widening wedge between academic and policy work in DSGE area

2. Comment on “the return of the living dead,” i.e. reduced-form tools

» More reliable and robust answers to some questions

» Concern: the risk to get over excited about the potential of these methods
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CB monitoring of economic and financial conditions

m Broad theme. Ask “What is the final goal?” to narrow it down

= How can these data improve the conduct of monetary policy?

m Data alone are of limited help
» Need a-priori assumptions (i.e. models) to organize and interpret them

m The right degree of informativeness of a model depends on
» ambition of the question
» robustness of the answer to misspecification

m Different policy tasks may require different models
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Data, models, and monetary policy implementation

m Example: consider a simple Taylor rule

iy =1 +¢m —y(u —uy)
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1. A view on the use of data/econometric tools in CBs

m Mix of methods seems appropriate

» More or less structural approaches useful for tasks requiring a different
positioning on the “ambition-misspecification” trade-off frontier

m DSGEs remain the only game in town for most strategic questions

m Important to stress, given recent attacks to DSGE literature

» Some of these criticisms are motivated, but | do not yet see any alternative
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A concern

m Widening wedge between academic and policy work in DSGE area

m Policy work
» Attempt to address an ever expanding set of questions and empirical facts
» Increase the scale and complexity of models
» Incorporate key features, such as financial frictions, ZLB, etc..

m Academic work

» Greater emphasis on the transparency and crispness of the theoretical intuition
» Prefer smaller model to single large-scale framework
» Emphasis on uninsurable idiosyncratic risk and household heterogeneity
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2. The return of reduced-form methods

m Dueto
» improved data availability, big data
» advances in statistics, machine learning and econometrics
» distrust in structural models after the Great Recession
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2. The return of reduced-form methods

m Dueto
» improved data availability, big data
» advances in statistics, machine learning and econometrics
» distrust in structural models after the Great Recession

m Micro: RDD, RKD, prediction with many predictors, variable selection

m Macro: large Bayesian VARs, factor models

» Now also used for semi-structural tasks, conditional forecasts, scenario analysis

m Clear advantages: Good-fitting models, more reliable estimates of
» effect of exogenous developments
» modest policy intervention
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2. The return of reduced-form methods

m Concern with re-gained popularity of reduced-form methods

m Excessive enthusiasm about what these methods can achieve,
combined with big data

m False illusion that we can manage without structural/DSGE models
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2. The return of reduced-form methods

Concern with re-gained popularity of reduced-form methods

m Excessive enthusiasm about what these methods can achieve,
combined with big data

m False illusion that we can manage without structural/DSGE models

m More of a concern in
» academia, relative to central banks

» applied micro, relative to macro
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