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Abstract

This paper considers the effects of the trend towards knowledge-based
production on indicators that are used in forming monetary policy and the
resulting implications for the conduct of monetary policy.  Two specific
questions are addressed.  First, are recent changes in the NAIRU in the U.S.
and in some other developed countries related to the worldwide trend towards
knowledge-based production?  Second, what are the implications of these
changes for the conduct of monetary policy?  The empirical analysis suggests
that this trend is not a proximate or primary cause for the shifts in the NAIRU.
However, there is evidence that the NAIRU and other key macroeconomic
relations have shifted, and this introduces important additional uncertainties that
must be confronted by monetary policymakers.  The paper therefore turns to a
quantitative analysis of monetary policy rules that are robust to such uncertainty.
This investigation is undertaken in a small macroeconomic model of the U.S.
economy, and the uncertainty is modeled as arising from parameters that evolve
over time according to random walks.  The robust rules that emerge suggest
that, for some types of uncertainty, a monetary authority facing uncertainty
about the structure of the economy should consider policies that are somewhat
more aggressive than might be indicated by simple point estimates of their
models.
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