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Abstract

We estimate a small-scale nonlinear DSGE model with the zero lower bound (ZLB)

of the nominal interest rate for Japan, where the ZLB has constrained the country’s

monetary policy for a considerably long period. We employ the time iteration with

linear interpolation method to solve equilibrium and then estimate the model by using

the Sequential Monte Carlo Squared method. Results of estimation suggest that (1)

the Bank of Japan has been conducting monetary policy that depends on the lagged

notional interest rate rather than the lagged actual interest rate and that (2) the

estimated series of the natural rate of interest moves very closely to those based on the

model without the ZLB.
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