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Demand shocks imply no trade-off 
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Demand shocks imply no trade-off 
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Demand shocks dominated during the “Great Moderation” 

(1993- 2007)… 
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… whereas supply shocks have dominated post financial crisis 
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Demand shocks dominated in US… 

12 

-2

-1

0

1

2

3

4

5

-8 -6 -4 -2 0 2 4

Great moderation

Output gap (%) 

Inflation (%) 

United States 



Demand shocks dominated in US… and the euro area  
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… including post crisis 

14 

-2

-1

0

1

2

3

4

5

-8 -6 -4 -2 0 2 4

Great moderation

Financial crisis and after

Output gap (%) 

Inflation (%) 

8 

-2

-1

0

1

2

3

4

5

-4 -3 -2 -1 0 1 2 3 4

Great moderation

Output gap (%) 

Inflation (%) 

United States Euro area 



… including post crisis 
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Policy problem 
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Simple optimal policy 
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Simple optimal policy 
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Slopes imply 𝝀 around 0.1-0.2 since 1993… or around ¼ since 

2008 
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Slopes imply 𝝀 around 0.1-0.2 since 1993…and around ¼ 

since 2008 
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Loss function with financial stability 
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No stimulus in August would have meant no weight on output  
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August stimulus traded off some inflation for more output and lower 

unemployment 
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Trade-off more challenging in November 
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UK inflation high and volatile during the 1970s and 1980s 
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