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DivineBemidk :

Optimal monetary policy :
#

= optimal nominal
interest rate

u( E) = u*

Sufficient - statistic formula : Given current u
,
i :

gives the optimal nominal interest rate i* .

→ give optimal policy to Fed given
current situation

Derivation of formula : inst - aden Taylor
expansion around it & u(iH=u*

uli ) = uli* / + da÷ ._ [i - i 't]
↑ ↑

Berridge
wichsell

( upto 2nd adh term)
a = u± + dog (i

- if
i - i * = u - u*

du / di



a- = i - u-u
du /di ⊕

i : currant nominal interest rate ( FFR )
.

i* : optimal- ( tant)

a- u* : unemployment gap [
" - ⇔

• more sophisticated
formula )

Mdi : monetary multiplier
in unemployment ( pp) when nominal
interest rate innuendo by Ipp .

↳ dnldi > 0 be higher i leads
to higher u .


