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Abstract

By assuming that monetary policy shocks do not have contemporaneous effects, we design
a new limited information approach to the estimation of the forward-looking monetary policy
rule. Our Monte Carlo experiment results show that there exists a particular range for the
value of the concentration parameter for which GMM suffers from the weak identification
problem, while the proposed method does not. For this range of the concentration parameter,
both the Wald test from the proposed approach and the identification-robust test from GMM
have correct size. However, the power of the Wald test from the proposed approach is
considerably higher than that of the identification-robust test from GMM.

Based on the proposed approach, the null hypothesis of indeterminacy is rejected for
the 1979:Q3-1997:Q4 sample, in contrast to Mavroeidis (2010). However, it is not rejected
for a more recent sample. Our interpretation is that, for the transition period during which
the active policy initiated in 1979 was not fully effective, the policy rule can be estimated
precisely enough to directly rule out indeterminacy. But once the economy has been stabi-
lized, policy parameters are not very well identified. Weak identifiability during this period
could well be a consequence of monetary policy that led to a determinate equilibrium as
Mavroeidis (2010) suggests.
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