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Summary of the Paper

Summary of the Paper

• In this note the author provides the mathematical background to compute the

optimal policy under commitment (Ramsey) in Dynare

• The solution techniques are based on Benigno and Woodford (2008), Levine,

Pearlman and Pierse (2008) and Svensson (2010)

• In particular, the software

• reads the policymaker’s objective function and dynamic constraints
• finds the necessary FOCs for optimality (which as a side-effect includes

evaluating the Jacobian of the dynamic constrains)
• finds the steady state of the system (including the Lagrange multipliers)
• produces the solution of a quadratic approximation of the lagrangian

(or a first order Taylor approx. of the FOCs)

• The solution takes the form:[
yt

µt

]
= g(yt−2, yt−1, µt−1, εt−1, εt) (1)

• The optimal path for the instruments is then directly derived from g()
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Summary of the Paper

Ramsey and Timeless Perspective

• A known problem: Ramsey is time inconsistent and non stationary (attributed to

t0 problem)

• Policy in timeless perspective: Svensson and Woodford suggest that authorities

relinquish their first period advantage and act as if the Lagrange multipliers had

been initialized to zero in the far away past so have no impact on today’s policy

• Continuation of the Ramsey policy an arbitrarily long period after the initial period

• Problem now: determine the initial values of the Lagrange multipliers before

implementing the TP policy

• Note that the author also deals with this problem

• The method used is eliminating the Lagrange multipliers, µ̂t−1 in (1), where

µ̂t = µt − µ̄, using a QR algorithm, in some cases

• Alternative approach?
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Summary of the Paper

Special Features

• Non-linear environments

• A robust steady state solver

• Eliminating Lagrange multipliers and thus to circumvent the issue of determining

the initial values of the Lagrange multipliers before implementing TP

• Implementablility of the TP policy computation
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Some Issues and Comments

Policy Issues

• The timeless perspective as an approach to policy design? Optimal policy?

• The issue of time inconsistency with the TP policy although it is stationary

• ‘No such thing as t0’ as the policy maker always has the incentive to reoptimize

(McCallum, 2002, 2005, 2006)

• Should one assume that TP is superior to other policy alternatives (e.g. discretion

vs. commitment, Dennis, 2009)?

• Evaluating alternative policies

• conventional conditional welfare loss perspective
• evaluate policy with unconditional loss - unconditional distribution is

best guess to set the initial conditions (optimal continuation policies,
Jensen and McCallum, 2002)

• Consider a special case of Ramsey when there is divergence between the Ramsey

planner discount factor and the private sector value

• The case of unconditional welfare loss function - different Ramsey FOCs

• The usefulness (uniqueness) of optimal rules under a Timeless approach when

there are backward-looking variables (Ellison, Henry and Pearlman, 2010)
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Some Issues and Comments

Other Issues

• Approximation to problems vs. approximation to solutions

• Deriving the welfare loss function
• Evaluating policy performance
• e.g. simulation exercises of

• simple feedback rules
• time consistent optimal rules (one period pre-commitment)
• fully optimal rules

• Differences in welfare losses
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Quadratification Software

A Complementary Software

• A package that solves the deterministic ex ante Ramsey problem by choosing a

trajectory for instrument(s) to maximize a planner’s objective function

• Reads the Dynare model file and obtains the quadratic approximation

• Similar algorithm and integrates a robust steady state solver (relaxation methods)

• But further links to a large set of Fortran subroutines to find the quadratic

approximation to the welfare loss

• The central purpose is to perform separate control exercises (using the interface

with Dynare and Fortran procedures)

• Should provide a useful check to the above procedure
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Conclusions

Conclusions

• This is state-of-the-art work with a very nice combination of techniques and tricks

that demonstrates well the working and the use of the procedure

• Easy-to-implement as shown by an application to a canonical dynamic New

Keynesian model

• Focuses on Ramsey under commitment and overcomes the ‘initial period’ problem

that characterizes optimal commitment policies

• First step of policy analysis in Dynare, perhaps extensions by adding some policy

evaluation and control exercises may be a further avenue to pursue
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