
Policy makers’ beliefs about the workings of
the economy are another source of shocks. For
example, in the early 1970’s the prevailing
framework at the Federal Reserve held that in-
flation was extremely unresponsive to economic
slack (Romer and Romer, 2002). One would
expect this belief to lead the Federal Reserve to
set lower interest rates than it otherwise would
have. And indeed, our shock series is generally
negative in 1971 and 1972.

A third source of shocks are the Federal Re-
serve’s tastes and goals. A Federal Reserve that
has a particular distaste for inflation, for exam-
ple, is likely to set higher interest rates than it
typically would. Our series shows obvious up-

ward spikes in 1969, 1973–1974, and 1979–
1982. These are three periods that we identified
in previous work as times when the Federal
Reserve decided that the current level of infla-
tion was too high and that it was willing to
endure output losses to reduce it (Romer and
Romer, 1989).10

10 These policy shifts involved more than mere changes
in tastes, and to a large extent reflected changes in the
Federal Reserve’s understanding of the economy. Thus
there is not a sharp distinction between shocks coming from
the Federal Reserve’s beliefs and ones stemming from its
tastes.
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