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Abstract:

Macroeconomic policy-making in a market economy requires two kinds of input: forecasts and assessments of various policies’ outcomes (scenario analysis). Both are impossible to formulate in a systematic way without models. There is, however, a major difference between forecasting and policy evaluations. The former is usually required to answer how the future will unfold; short-term forecasts may be based on purely statistical analysis with no or little theory behind it. The latter input needs an explicit view what are major relationships in the economy, including economic agents’ expectations and the influence perceived or envisaged policy changes may have upon them. That drives some economists to suggest that only model derived from the optimization rules for households, enterprises and government (in the broad sense, i.e. including central bank) are god enough for analyzing scenarios assuming changes in the policy regimes. These models are technically difficult to solve and their computing needs are high, so some simpler approaches are widely used for practical approaches.

Models different in terms of their methodology may be classified in five groups with the major criterion being the nature of the model relation to the theory and empirical data. One end of this spectrum are purely theoretical models with very limited (if any) possibilities for practical use, the other – purely empirical models applied mostly for short-term unconditional forecasts. 

There is a substantial experience at the National Bank of Poland with purely empirical models and models with the similar degree of coherence with both theory and data. This paper presents some examples of that and the role of models in the decision making process for monetary policy design and implementation. The Polish practice is also compared with that of the European Central Bank and other central banks.

