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The issue
®0

Data-model matching

Macro models & the business cycle

» Macro models - designed to describe the business cycle
» Business cycle in the data? Need to filter information!

U.S. log real GDP Model consistent business cycle
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The issue
oce

Data-model matching

'Contaminated proxies’

Business Cycle Proxies AutoCorrelation Funciions Log-Spectra
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What F&F do

F&F's paper

» Show that filtering is key - bias in posterior estimates, IRFs
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1. MC exercise with an operational DSGE model - it works!
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What F&F do

F&F's paper

» Show that filtering is key - bias in posterior estimates, IRFs
» Propose an (unfeasible) ideal filter

» Put forward a (feasible) multiple filtering approach - UC
framework: Each filter gets its own estimated weight,
filter-specific measurement error

1. MC exercise with an operational DSGE model - it works!

2. Same exercise with actual U.S. data, Ireland’s model - money
is important!
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Comments

My reaction

» Neat paper! It should (re)trigger research on filtering,
macroeconometricians too happy with I(1) tech processes ...
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My reaction

» Neat paper! It should (re)trigger research on filtering,
macroeconometricians too happy with I(1) tech processes ...

» Natural way to exploit 'large’ information - and easy!

» We can rush and check some many restrictions ...
cost-channel and the 'price puzzle', role of stock prices at a
macro-level, money [nice first attempt, but | suspect more
work to do ...]
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My reaction

» Neat paper! It should (re)trigger research on filtering,
macroeconometricians too happy with I(1) tech processes ...

» Natural way to exploit 'large’ information - and easy!

» We can rush and check some many restrictions ...
cost-channel and the 'price puzzle', role of stock prices at a
macro-level, money [nice first attempt, but | suspect more
work to do ...]

» A couple of questions - choice of the filters, trend inflation,
time-varying role of money
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Contaminated proxies

» "[..] if filters are chosen to be appropriately idiosyncratic in
the frequencies of interest, our signal extraction procedure
[makes] inference more reliable."
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» "[..] if filters are chosen to be appropriately idiosyncratic in
the frequencies of interest, our signal extraction procedure
[makes] inference more reliable."

» Discussion of the filters in the paper - nice, but ...

> ... any hope of getting a 'quick and (not that) dirty’ metric?
Low correlation among filters, estimated weights ... any rule
of thumb?

1. How much volatility in the estimated weights? Normalization
issues?
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Contaminated proxies

» "[..] if filters are chosen to be appropriately idiosyncratic in
the frequencies of interest, our signal extraction procedure
[makes] inference more reliable."

» Discussion of the filters in the paper - nice, but ...

> ... any hope of getting a 'quick and (not that) dirty’ metric?
Low correlation among filters, estimated weights ... any rule
of thumb?

1. How much volatility in the estimated weights? Normalization
issues?

2. In theory, if a filter is 'true’, very low measurement error ...
can we rank the filters? (I get this question everytime ...)
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Money: Filtering ...

» MPFiltering: Money is baaack! Key for understanding the U.S.
business cycle
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» MPFiltering: Money is baaack! Key for understanding the U.S.
business cycle

> Ireland’s (2004) model estimated over a long sample,
1959:1-2008:11
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> Ireland’s (2004) model estimated over a long sample,
1959:1-2008:11

» Long sample: Time-varying role of money? ...
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Money: Filtering ...

>

MFiltering: Money is baaack! Key for understanding the U.S.
business cycle

v

Ireland’s (2004) model estimated over a long sample,
1959:1-2008:11

v

Long sample: Time-varying role of money? ...

v

... let’s go for a Canova (2009)-type of analysis: Rolling
windows to a model with money
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Money: ... & stability
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Time varying trend inflation

» Should we filter inflation? In your application you don't

M
Trend Inflation
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Time varying trend inflation (cont'd)

» CPS (2009): Trend inflation is the single most important
driver of the U.S. inflation persistence and volatility in the
post-WWII U.S. period
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Time varying trend inflation (cont'd)

» CPS (2009): Trend inflation is the single most important
driver of the U.S. inflation persistence and volatility in the
post-WWII U.S. period

» Either you filter also inflation, or you model trend inflation
(your approach: neither nor)
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Time varying trend inflation (cont'd)

» CPS (2009): Trend inflation is the single most important

driver of the U.S. inflation persistence and volatility in the
post-WWII U.S. period

» Either you filter also inflation, or you model trend inflation
(your approach: neither nor)

» |Is money still important if trend inflation is there?
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Time varying trend inflation (cont'd)

» CPS (2009): Trend inflation is the single most important
driver of the U.S. inflation persistence and volatility in the
post-WWII U.S. period

» Either you filter also inflation, or you model trend inflation
(your approach: neither nor)

> |Is money still important if trend inflation is there?

» [Btw, should we filter inflation if we model trend inflation?]
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Wrapping up
.

Wrapping up

Wrapping up

> Nice paper. Hopefully followers soon - convince DYNARE
guys!
» More words on filter selection appreciated - rule of thumb?

» Model consistent trend inflation - issue you may want to
discuss

> Multiple filter + stability = the 'Canova combo’ ... seems
promising!
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