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Figure 4. Estimated effects of target rate changes on macrovariables. These estimates use data from August 1989 through July 2007, and the
propensity score mode labeled OPF2 in Table 1. Dashed lines indicate 90% confidence bands.

4.1 Other Empirical Comparisons

In an influential study of the effects of monetary policy shocks
on the yield curve and macro variables, Cochrane and Piazzesi
(2002) reported estimates of policy effects on the yield curve
similar to ours. On the other hand, their results show little ef-
fect of policy changes on prices, while suggesting employment
increases after a rate increase. The yield curve effects reported
here are stronger than the VAR-based responses reported in
Christiano, Eichenbaum, and Evans (1996, 1999).

Faust, Swanson, and Wright (2004) used policy-induced
changes in federal funds futures prices to quantify policy shocks.
Their VAR-based estimates of the effect of a positive 25 basis
point surprise show price decreases similar to those reported
here. The corresponding estimated effects on output line up less
well, however, with a mixture of positive and negative effects. In
contemporaneous work related to ours, Tenreyro and Thwaites

(2013) identified monetary policy effects using the events iso-
lated by Romer and Romer (2004), highlighting differences in
policy effectiveness in expansions and recessions. They find that
Romer shocks appear to be more effective in the former than
the latter.

As a theoretical matter, macro models with nominal rigidities,
information asymmetries, menu costs, or lending constraints
typically imply asymmetric responses to monetary policy inter-
ventions. For example, Cover (1992) and DeLong and Summers
(1988) argue that contractionary monetary policy affects real
variables more than expansionary policy. Using international
data, Karras (1996) find strong evidence of asymmetry in the
effects of monetary policy on output using European data. These
papers are consistent with Keynes’ (1936) observations on the
role of sticky wages in business cycles (see Ravn and Sola 2004
for a recent review of the relevant history of thought in this
context).




