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Abstract 

 

This paper presents up-to-date, accurate estimates of popular academic monetary policy rules 

like Taylor (1993), Taylor (1999) and Mankiw (2001) which can also be found on the website 

www.monetarypolicyrules.org. Some separate specifications include a Laubach and Williams 

(2003) r* instead of the constant 2% natural rate of interest originally used in Taylor (1993). 

These are intended to be purely a reference, and not make suggestions about optimal policy or 

make any sort of endorsement in the rules versus discretion debate.  
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1. Introduction 

Over the past two decades, monetary policy rules have been used to describe policymaker 

reaction functions in addition to prescribing optimal policy. With regard to the latter, more 

recently a debate has grown between requiring central bankers to mechanically follow a 

monetary policy rule versus the traditional discretionary form of monetary policy making. Most 

recently, the United States Congress introduced H.R. 3189, the Fed Oversight Reform and 

Modernization (FORM) Act which would require the Federal Reserve to have a stated monetary 

policy rule and would be required to publicly explain any deviations thereof.  

This paper avoids this lively discussion, and instead attempts to stick to the former use of 

monetary policy rules to provide a description of monetary policy reaction functions, something 

which could be useful to either those advocating discretion or officially adopting rules-based 

policymaking.  

Namely, this paper provides estimates of some of the most popular monetary policy rules, 

those being Taylor (1993), Taylor (1999) and Mankiw (2001). Updates on a monthly basis upon 

the release of new data can be found at www.monetarypolicyrules.org. The paper proceeds as 

follows. Section 2 presents the calculation methodology behind each of the monetary policy rules 

and Section 3 discusses the time series of estimates in conjunction with the actual path of the 

federal funds rate.  
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2. Data and Monetary Policy Rules 

The Taylor (1999) Rule with a Laubach-Williams r* is calculated as:  

  it = r*t + πt + 0.5(πt - π*t) + (yt - yt*)      (1) 

where it is the nominal federal funds rate. r*t is the Laubach-Williams (2003) natural interest rate 

at time t. πt - π*t is the inflation gap, πt  is the year-over-year core CPI inflation at time t as 

measured by the Bureau of Labor Statistics, and π*t is the inflation target (which is set constant 

at 2% given that the Federal Reserve officially announced1 its 2% inflation target in 2012), and  

yt - yt* is the output gap is defined as (Real GDPt – Potential Real GDPt)/Potential Real GDPt, 

where real GDP is estimated by the Bureau of Economic Analysis and Potential Real GDP is 

estimated by the Congressional Budget Office (CBO) estimates. 

Similarly, the original Taylor (1999) Rule is calculated with a constant 2% real 

equilibrium rate used in: 

  it = 2+ πt + 0.5(πt - π*t) + (yt - yt*)      (2) 

The original Taylor (1993) rule also uses a constant 2% real equilibrium rate along with a 

a smaller weight on the output gap and 

  it = 2+ πt + 0.5(πt - π*t) + 0.5(yt - yt*)     (3) 

The Mankiw (2001) Rule is calculated using unemployment rates as: 

it = 8.5 + 1.4(πt - ut)        (4)  

where ut is the unemployment rate in period t.  

3. Results 

In comparing rule estimates to actual policy, we also plot the path of federal funds rate and 

the Wu-Xia (2015) shadow rate given the zero lower bound. See www.monetarypolicyrules.org 

                                                           
1 Federal Reserve Monetary Policy Press Release January 25, 2012 

https://www.federalreserve.gov/newsevents/press/monetary/20120125c.htm 

http://www.monetarypolicyrules.org/
https://www.federalreserve.gov/newsevents/press/monetary/20120125c.htm
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