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This paper re-examines the role of trend inflation in the U.S. economy's shift from the Great Inflation era to the Great
Moderation era.
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What caused the U.S. economy'’s shift from the Great Inflation era to the Great Moderation era? A large literature shows that
the shift was achieved by the change in monetary policy from a passive to an active response to inflation. However, Coibion and
Gorodnichenko (2011) attribute the shift to a fall in trend inflation along with the policy change, based on a solely estimated
Taylor rule and a calibrated staggered-price model. We estimate the Taylor rule and the staggered-price model jointly and

demonstrate that the change in monetary policy responses to inflation and other variables suffices for explaining the shift.
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