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Two guestions

¢ Can we learn using real-time data?
Growing literature: Orphanides, Faust and Wright, Clark and McCracken

“When estimating DSGE models using revised data, we may get biased
parameter estimates and distorted policy implications”
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& Are expectations rational?



In this paper
¢ 3 equation New Keynesian model
¢ GMM system estimation

¢ European panel data

¢ Real time data

output gap, expected inflation, expected output gap
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Malin results

< Statistical evidence against rational expectations
Autocorrelated expectational errors, related to past information, etc

¢ Estimation bias: larger coefficients in real variables using
real time data

Especially Taylor rule
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7] ¢ r ) A a o> I5; y | p —value
Revised 0.47 -0.04 3.44 0.46 |0.07 |-1.39 1.70 2.16 [-0.15| 0.12
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Can we learn using real-time data?

¢ Larger coefficients on real variables
But sometimes imprecise. Is the sample large enough?

¢ But Is the model well specified?

Low p-values: bad specification or bad instruments?



The model
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& Real number of observations is lower

¢ Does the last equation make sense before 19997

Size of shocks?
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Taylor rule

i EM
ri = a1Demu + a2(1 — Demu) + ﬁﬂtEMU + VYt -

+ B2(1 — Demu)7t + y2(1 — Demu)Yi

+ B3(1 - Demu )”tEMU +73(1 = Demu )YtEMU

& Fixed effects?

¢ Real time inflation?



Conclusions

¢ Interesting and promising area of research
& Maritta’s effort is very appreciated

¢ More attention needed about country specific effects and
choice of instruments
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