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Scenarios

C D No smoothing Smoothing

1 Baseline 0.01 and 1 0 0 0 0
0.01 0 0 0.697 0.430

1 0 0 20.433 18.700
3 Inflation inertia 0.01 and 1 0 0 0 0

Habit formation (h=0.7) 0.01 0 0 0.335 0.254
and inflation inertia (γγγγb=0.5) 1 0 0 20.200 19.982

Habit formation (h=0.7) 0.01 0 0 0.599 0.370
and lower inflation inertia (γγγγb=0.27) 1 0 0 19.996 18.723

0.01 0.251 0.232 0.328 0.332
1 30.753 30.748 27.582 28.552

OMP - C: Optimal Monetary Policy under Commitment

OMP - D: Optimal Monetary Policy under Discretion

TR: Taylor Rule
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sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π) sd(r) Loss 105 sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π) sd(r) Loss 105 in Loss in Loss

OMP-C
ωωωωy=0.01 0.004 0.019 0.021 157.8 0.003 0.020 0.021 142.4 -15.4 -9.78

ωωωωy=1 0.005 0.001 0.020 246.5 0.005 0.001 0.020 238.5 -8.0 -3.25
OMP-D

ωωωωy=0.01 0.004 0.019 0.027 211.4 0.004 0.022 0.030 185.3 -26.1 -12.33
ωωωωy=1 0.005 0.000 0.020 249.5 0.005 0.000 0.020 249.1 -0.4 -0.16

TR
No smoothing ωωωωy=0.01 0.005 0.018 0.007 262.4 0.005 0.018 0.007 257.4 -5.0 -1.92

ωωωωy=1 3434.5 3328.0 -106.5 -3.10
TR
Smoothing ωωωωy=0.01 0.005 0.019 0.002 238.2 0.005 0.019 0.002 237.1 -1.1 -0.47

ωωωωy=1 3774.6 3662.1 -112.5 -2.98

OMP-C
ωωωωy=0.01 0.004 0.019 0.195 157.8 0.003 0.020 0.236 142.4 -15.4 -9.78

ωωωωy=1 0.005 0.001 0.101 246.5 0.005 0.001 0.101 238.5 -8.0 -3.25
OMP-D

ωωωωy=0.01 0.004 0.019 0.476 211.4 0.004 0.022 0.558 185.3 -26.1 -12.33

ωωωωy=1 0.005 0.000 0.101 249.5 0.005 0.000 0.102 249.1 -0.4 -0.16
TR
No smoothing ωωωωy=0.01 0.005 0.009 0.008 267.8 0.005 0.009 0.008 273.9 6.1 2.26

ωωωωy=1 1034.5 1010.0 -24.5 -2.37
TR
Smoothing ωωωωy=0.01 0.005 0.009 0.002 238.7 0.005 0.009 0.002 238.3 -0.4 -0.15

ωωωωy=1 1058.5 1022.5 -36.0 -3.40

OMP-C
ωωωωy=0.01 0.011 0.102 0.008 0.027 5874.7 0.009 0.103 0.008 0.030 5272.2 -602.5 -10.26

ωωωωy=1 0.020 0.010 0.010 0.030 11428.3 0.020 0.010 0.010 0.030 10613.7 -814.7 -7.13
OMP-D

ωωωωy=0.01 0.020 0.060 0.010 0.040 7358.0 0.010 0.060 0.010 0.050 6560.6 -797.5 -10.84

ωωωωy=1 0.030 0.000 0.010 0.040 14726.0 0.030 0.000 0.010 0.030 14042.0 -684.0 -4.64
TR
No smoothing ωωωωy=0.01 0.020 0.050 0.010 0.020 7519.7 0.020 0.040 0.010 0.020 6996.9 -522.8 -6.95

ωωωωy=1 27575.6 23899.9 -3675.6 -13.33

TR
Smoothing ωωωωy=0.01 0.010 0.050 0.010 0.010 6901.5 0.010 0.040 0.010 0.010 6441.6 -459.9 -6.66

ωωωωy=1 30195.7 25866.7 -4329.0 -14.34

OMP-C
ωωωωy=0.01 0.011 0.102 0.008 0.027 5874.7 0.009 0.103 0.008 0.030 5272.2 -602.5 -10.26

ωωωωy=1 0.020 0.010 0.010 0.030 11428.3 0.020 0.010 0.010 0.030 10613.7 -814.7 -7.13
OMP-D

ωωωωy=0.01 0.020 0.060 0.010 0.040 7358.0 0.010 0.060 0.010 0.050 6560.6 -797.5 -10.84

ωωωωy=1 0.030 0.000 0.010 0.040 14726.0 0.030 0.000 0.010 0.030 14042.0 -684.0 -4.64
TR
No smoothing ωωωωy=0.01 0.020 0.030 0.010 0.020 7970.1 0.017 0.027 0.009 0.023 7530.3 -439.9 -5.52

ωωωωy=1 17087.8 14694.9 -2392.9 -14.00

TR
Smoothing ωωωωy=0.01 0.016 0.040 0.009 0.013 7155.2 0.015 0.035 0.009 0.012 6744.7 -410.5 -5.74

ωωωωy=1 22617.6 18963.5 -3654.1 -16.16
OMP - C: Optimal Monetary Policy under Commitment sd: standard deviation
OMP - D: Optimal Monetary Policy under Discretion
TR: Taylor Rule

Scenarios / Policy Rules
Stabilization Costs

without reform (b=0.7) with reform (b=0.6)

Inflation inertia (γγγγb=0.5)

Inflation inertia (γγγγb=0.5)

Habit persistence (h=0.7)

Baseline

Habit persistence (h=0.7)
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Loss 105 Loss 105 Loss 105

(ωy=0.01) (ωy=0.01) (ωy=0.01)
Baseline 0.0008 0.0168 33.8 0.0010 0.0165 36.8 0.0002 -0.0003 3.0
Habit persistence (h=0.7) 0.0008 0.0070 0.0 0.0011 0.0069 16.7 0.0003 -0.0001 16.7

Inflation inertia (γb=0.5) 0.0002 0.0175 0.0001 32.1 0.0003 0.0174 0.0002 32.8 0.0001 -0.0001 0.0000 0.7
Combined inertias (h=0.7, γb=0.5) 0.0005 0.0070 0.0001 8.0 0.0006 0.0069 0.0001 9.4 0.0001 -0.0001 0.0000 1.4

Loss 105 Loss 105 Loss 105

(ωy=0.01) (ωy=0.01) (ωy=0.01)
Baseline 0.0004 0.0006 2.0 0.0005 0.0005 2.4 0.0001 -0.0001 0.3
Habit persistence (h=0.7) 0.0010 0.0052 0.0 0.0012 0.0051 16.7 0.0002 -0.0001 16.7

Inflation inertia (γb=0.5) 0.0001 0.0014 0.0001 0.6 0.0001 0.0013 0.0003 0.7 0.0000 -0.0001 0.0002 0.1

Combined inertias (h=0.7, γb=0.5) 0.0002 0.0054 0.0001 4.2 0.0002 0.0054 0.0002 4.9 0.0000 0.0000 0.0001 0.7

Loss 105 Loss 105 Loss 105

(ωy=0.01) (ωy=0.01) (ωy=0.01)
Baseline 0.0047 0.0063 226.5 0.0046 0.0062 218.3 -0.0001 -0.0001 -8.3
Habit persistence (h=0.7) 0.0049 0.0008 0.0 0.0049 0.0008 240.4 0.0000 0.0000 240.4

Inflation inertia (γb=0.5) 0.0171 0.0415 0.0090 7487.0 0.0160 0.0037 0.0088 6963.4 -0.0011 -0.0377 -0.0001 -523.6

Combined inertias (h=0.7, γb=0.5) 0.0180 0.0290 0.0092 7957.9 0.0170 0.0254 0.0091 7516.0 -0.0010 -0.0036 -0.0001 -441.9
sd: standard deviation

sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π)sd(∆π∆π∆π∆π) sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π)

sd(ππππ)

sd(ππππ) sd(ygap)

without reform (b=0.7)

sd(ygap)sd(ππππ)sd(∆π∆π∆π∆π)sd(ygap) sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π)sd(∆π∆π∆π∆π)

with reform (b=0.6) permanent effects of the reform

Demand-side shocks

Technology Shocks

Cost-push Shocks

sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π) sd(ππππ)

without reform (b=0.7) with reform (b=0.6) permanent effects of the reform

without reform (b=0.7) with reform (b=0.6) permanent effects of the reform

sd(ygap) sd(∆π∆π∆π∆π) sd(ππππ) sd(ygap) sd(∆π∆π∆π∆π)
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Description Parameter Value

Price elasticity of demand ε 11

Quarterly discount factor β 0.99

Probability of firms not changing prices in a given period θ 0.83

Unemployment-benefit replacement ratio b 0.6

Elasticity of the survival probability with respect to employment εSN 0.4

Labor intensity α 0.9

Technology index A 1

Union's bargaining power Γ 0.1

Low/High habit formation h 0.5 / 0.7

Low/High inflation inertia γb 0.27 / 0.5

Low/High relative weight on output stabilization in the Loss function ωy 0.01 / 1

Inflation feedback parameter φπ 0.5

Output-gap feedback parameter φy 0.125

Interest rate smoothing parameter ρr 0.8
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