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Greenspan Years: Federal Funds Rate and Taylor Rule
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Figure 4: The Fed Funds Rate and the Taylor Rule
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Note: The first panel shows the actual fed funds rate and the target suggested by a mainstream
Taylor Rule that includes both inflation and short-run output. In particular, the Taylor Rule puts
equal weights of 1/2 on inflation and short-run output in determining the real interest rate and
is based on a target rate for inflation of 2%; in nominal terms, the rule can be expressed as i; =
1% + 1.57 + 0.5Y,. Inflation is measured for the last 12 months using the CPI excluding food and
energy, converted to a quarterly frequency. Source: The FRED database.



