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Index

Accuracy tests or checks, 12-13. See also
Den Haan-Marcet statistic; Judd-
Gaspar statistic

in capital accumulation model, 112-13
for current account—fiscal balance model,
91
for habit persistence model, 181
in small open economy model, 29-32
for sticky domestic price model, 54-56
for tax regime model, 75
in two-sector model, 128
in wage stickiness model, 165
Adjustment costs, real, 114
Approximating equations
in capital accumulation model, 109-12
for habit persistence model, 180-81
Approximating functions, 7-8
in small open economy model, 28-29
for sticky domestic prices, 53
“Asian flu,” 193-94
Asset-price inflation, 103—-104, 104-105

Backward-looking error-correction
approach, 47-48

Banking sector, 139. See also Financial
frictions model

Bernanke, Ben, 153

Bounded rationality, 196

Business-cycle analysis, open economy,
17

Business cycles, welfare costs of, 61-62

Calibration, in small open economy
model, 27-28
Calvo, Guillermo, 139, 192-93, 196
Calvo pricing
in capital accumulation model, 108
in financial frictions model, 143-44

in habit persistence model, 177
and Keynesian Phillips curve, 213n.3
staggered, 162
and sticky domestic price model, 49-53
and sticky price setting, 157
with taxes, 72
in two-sector model, 122, 125, 126, 127
in wage stickiness model, 164
Capital accumulation model, 105-109
accuracy tests for, 112-13
approximating equations in, 109-12
impulse response functions for, 113-14
macroeconomic correlations for, 114
Q targeting in, 114-18
risk and Q growth (computational
exercise), 119
Capital reversals, 192-94
Central bank, and asset-price volatility,
103-104
“Change of variable” method, 5-6
Chebychev approximating functions, 7, 8
Closed economy framework, 70
Closure condition, for small open
economy model, 20-21
Computational algorithms, implemen-
tation of, xiii—xiv
Computational analysis
for current account—fiscal balance model
90-91
for sticky domestic prices, 53-56
Computational approaches to policy
evaluation, 14
Computational stochastic nonlinear
dynamic general equilibrium models,
xi—xii. See also Dynamic stochastic
general equilibrium
Computer algorithm, 205-209
Consumption, 21-23, 174
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Consumption compensation percentage,
61
“Control” variable, 4
Corden, W. Max, 121
Current account-fiscal balance relation-
ship, 85-86, 98-99
computational analysis of, 90-91
as endogenous exports model, 86-90
and export elasticity, 94-96
and government expenditure, 96-98
productivity shocks in, 91, 93-94
and risk exchange-rate volatility
(computational exercise), 100-101

Debt, domestic
and Calvo pricing, 53
and government expenditure, 133
in small open economy model, 27
and taxes, 73, 90, 109, 145, 163
Debt, foreign
and Calvo pricing, 53
and exports, 27, 73, 90, 109, 145, 163
and risk, 119
Definitions
of symbols, 201
of variables, 203
De Long, Bradford, 85
Demand (export) shocks
in capital accumulation model, 117
and small open economy model, 39-43
Den Haan-Marecet statistic, 12, 13, 29, 32,
54, 64, 75, 91, 95, 112, 147, 165, 181
Dimensionality, curse of, 10
Dunlop-Tarshis puzzle, 171-72
Dutch disease, 121
Dynamic stochastic general equilibrium
(DSGE) model, 2-3, 17
with banking, 140-47 (see also Financial
frictions model)
computational methods for, 196
and fiscal-trade balance correlation, 86
with habit persistence, 174-81 (see also
Habit persistence model)
multisector, 121
projection method in solving of, 6
nonlinear, 192
and small open economy model, 19 (see
also Open economy model, small)
and tax regime model, 83 (see also Tax
regime model)
and wage stickiness model, 170 (see also
Wage stickiness model)

Index

Entrepreneurs
in capital accumulation model, 105-109
in small open economy, 21
in two-sector model, 122-25
Equity premium puzzle, 119
Euler equation errors, 10, 12-13
in capital accumulation model, 110, 112
in current account—fiscal balance model,
90-91
in financial frictions model, 147
for habit persistence model, 181
Judd-Gaspar, 40
in small open economy model, 29
for sticky domestic prices, 54
for tax-regime model, 75
in two-sector model, 128
in wage stickiness model, 165
Euler equations, 12
for Calvo pricing, 49-50
in capital accumulation model, 107
in habit persistence model, 177-78
household, 22-23, 71-72
and projection method, 6
in wage stickiness model, 161
Exchange rate, real
computational exercise on volatility of,
100-101
and consumption, 184
in current account—fiscal balance model,
86,90, 91, 93, 94, 95, 96, 98
in two-sector model (computational
exercise), 135-37
Exchange-rate flexibility, 139
Export elasticity, and current account—
fiscal balance relationship, 94-96
Exports
and Calvo pricing, 53
endogenous, 86—90
and foreign debt, 73, 90, 109, 127, 145, 163
price of (two-sector model), 126
and small open economy model, 27
in wage stickiness model, 162
Export shocks
in capital accumulation model, 117
and small open economy model, 39-43
External sector, in habit persistence model,
179

Feedforward network, 9
Feldstein, Martin, xiii
Feldstein-Horioka thesis, 85-86
Feynman, Richard, xii
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Finance, and macroeconomics, 118
Financial frictions, 139, 150-52
from capital reversals, 193
in two-sector model, 131-32, 135-36
Financial frictions model, 139-47, 152-53
and “great moderation” (computational
exercise), 153-55
impulse-response paths in, 149-50, 152
macroeconomic correlations in, 150-52
scenario analysis for, 152
solution algorithm for, 147-49
Financial sector
in financial friction model, 140, 146-47
in habit persistence model, 179-80
in wage stickiness model, 163-64
Firms. See also Entrepreneurs
in current account—fiscal balance model,
89
in financial frictions model, 143
in habit persistence model, 178
in wage stickiness model, 161-62
Fiscal authorities, 25
Fiscal balance and current account
balance. See Current account—fiscal
balance relationship
Fiscal policy, 69
Flexibility
and inflation, 26
and monetary policy, 26, 34
of open economy model, 15, 19, 20, 25,
37, 41-42, 43 (see also Open economy
model, small)
vs. sticky prices, 61
and welfare distributions, 37, 38
Frictions, expectational, 196
Frictions, financial. See at Financial
frictions
Friedman, Milton, 62

Globalization process, and fiscal policies, 69
Government expenditure, and current
account—fiscal balance model, 96-98
Government sector
and Calvo pricing, 52-53
in habit persistence model, 178-79
Gray, Joanna, 157
“Great moderation” (computational
exercise), 153-55, 194

Habit formation, 173-74
Habit persistence, utility function with,
212n.2
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Habit persistence model, 173, 174-81, 187—
88
impulse-responses to productivity shock
in, 181, 183
and international shocks, 186-87
macroeconomic correlations for, 183—-85
no-inflation targeting in, 185-86
and relationship of interest rates and
output (computational exercise), 188—
89
Harrod-Balassa-Samuelson effect, 121
Herding behavior, 192
Hodrik-Prescott filter (HP filter), 66—-68
Household Euler equations
in small open economy model, 22-23
with tax payments, 71-72
Household sector
in capital accumulation model, 105-109
in current account—fiscal balance model,
87-89
without explicit financial sector, 105
in financial frictions model, 140-43
in habit persistence model, 174-77
in sticky domestic price model, 49-50
in two-sector model, 122-25
in wage stickiness model, 158-61
Housing, in household consumption and
asset portfolio decision, 196

Impulse-response analysis

for capital accumulation model, 113-14,
116

for current account—fiscal balance model,
91,95

in financial frictions model, 149-50, 152

and habit persistence model, 181, 183, 186

for small open economy model, 32-34,
40-41, 43

for sticky domestic prices, 56-58

for tax regime model, 75-78, 83

labor income vs. consumption tax, 80—

82

in two-sector model, 128-31, 133

in wage stickiness model, 165-67, 169-70

Inflation

asset price, 103-104, 104-105

in great moderation, 154

in model with taxes, 72

and output gap, 62

in small open economy model, 26

and Taylor rule, 25 (see also Taylor rule)

and Tobin’s Q, 103, 115, 118
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Inflation (cont.)
and two-sector model, 121
and welfare, 70
Inflation targeting, 69, 70, 117, 126, 139,
140, 152
and no-inflation targeting, 185-86
sticky wage vs. sticky domestic price,
158
Interest rate, 25
and future output (computational
exercise), 188, 188-89
for habit persistence model (no-inflation
targeting), 185
and output gap, 62, 64
in small open economy model, 26, 27, 28,
33-34
International capital flows, 192
capital reversals, 192-94
continuing inflows, 194-96
International shocks, and habit persistence
model, 186-87
Intertemporal welfare function, 21

Judd, Kenneth, xii, 8
Judd-Gaspar statistic, 12-13, 29, 32, 40, 54,
64, 75,91, 95, 112, 128, 147, 165, 181

Keynesian macroeconomics, new, 48

Keynesian Phillips curve, 213n.3

Keynesian sticky price models, and risk
aversion, 100

Labor, in small open economy model, 21—
23

Logistic neural networks, 8-9

Log-linearization, 5-6

Macroeconomic correlations

for capital accumulation model, 114

in financial frictions model, 150-52

for habit persistence model, 183-85

for small open economy model, 41-43

for sticky domestic prices, 58—59

in wage stickiness model, 167-68
Macroeconomics, and finance, 118
“Macroeconomics and Reality” (Sims),

83

Marginal disutility of labor, 168-69, 170
Markup distortion, 51
Methods, solution. See Solution methods
Monetary neutrality, 34

Index

Monetary policy, 26-27
and Calvo pricing, 52-53
in capital accumulation model, 109
and closed economy setting, 2, 70
in current account—fiscal balance model,
89
and distortionary taxation, 70
in financial frictions model, 144
and “great moderation,” 154
for habit persistence model (no-inflation
targeting), 185
and inflation, 70, 103, 104, 154
and new Keynesian macroeconomics, 48
“operational rule” for, 158
and output gap, 62, 65-66
and rational expectations, 48
and risk, 118
and sticky price economy, 61
in tax regime model, 72-73
and Tobin’s Q, 103 (see also Tobin’s Q)
in two-sector model, 126
in wage stickiness model, 162-63
Monte Carlo simulation, 10
Moral hazard, in central bank as lender of
last resort, 152
Multi-layer perception (MLP) network, 9

Natural resources, trade boom from, 121

Neary, J. Peter, 121

Neural networks, 7, 8

logistic, 8—9

New Keynesian macroeconomics, 48

New neoclassical synthesis, 48, 99

New open economy macroeconomics, 99

NNS (new neoclassical synthesis) models,
2

No-inflation targeting, in habit persistence
model, 185-86

Nonlinear models, xii—xiii

Numerical methods, and economists, xii

Numerical Methods in Economics (Judd),
xii

One-sector production, in capital
accumulation model, 108-109
Open economy business-cycle analysis,
17
Open economy model, small, 19-28, 43
with Calvo pricing, 49-53, 54 (see also
Calvo pricing)
impulse-response analysis for, 32-34
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projection solution method in, 28-32
and shocks, 34-37, 39-45
with taxes, 71-83
two-sector, 122 (see also Two-sector
model)
and Taylor rule, 25-27, 32-34
welfare distributions in, 37-38, 43
Open economy model, small, expanded
versions of. See Capital accumulation
model; Current account—fiscal balance
relationship; Financial frictions model;
Habit persistence model; International
capital flows; Sticky domestic price
model; Tax regime model; Two-sector
(resource and manufacturing) model;
Wage stickiness model
Open economy new neoclassical synthesis
(NNS) models, 2
Open economy setting, 1-3
vs. closed, 14
and projection method, 12
Optimal price, 51
Optimizing algorithm, 9-12, 211-12n.7
Output, and interest rate (computational
exercise), 188-89
Output gaps, 15-16
computational exercise on, 66-68
measure of, 66
and sticky domestic prices, 62-65

Perturbation method, 4, 5-6, 11
Phillips curve, Keynesian, 213n.3
Price, optimal, 51
Price stickiness. See Sticky prices
Pricing behavior
in small open economy model, 25
in two-sector model, 125-26
Production
and Calvo pricing, 50-52, 72
in small open economy model, 24-25
Production decisions, in two-sector model
125
Production sector, in habit persistence
model, 177-78
Productivity
and booming resource sectors, 122
and exogenous capital inflows, 196
Productivity shocks
in capital accumulation model, 115-16
in current account—fiscal balance model,
91, 93-94
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and habit persistence model, 181, 186
for small open economy model, 24, 32, 36,
40, 41, 42
in two-sector model, 130, 134
in wage stickiness model, 170
Projection methods, 4, 6-13
with output gap, 63
and price stickiness, 65
in small open economy model, 28-29

Q. See Tobin’s Q

Q growth, 119

Q targeting, 114-17, 118
Quantitative policy analysis, xi

Rational expectations
and backward-looking approach, 47-48
and monetary policy, 48
Rationality, bounded, 196
Relative price dispersion, real resource
cost of, 52
Resource boom, 121
Risk, in capital accumulation model, 119
Risk premium, in closure of small open
economy model, 20-21

Savings-investment correlations, 85, 86
Sensitivity analysis, for wage stickiness
model, 168-70
Shock processes, simulated paths of, 43—
45
Shocks (exogenous forces), 2, 3, 6, 14
in small open economy model, 34-37,
42-43, 45
Shocks, demand (export)
in capital accumulation model, 117
and small open economy model, 39-43
Shocks, international, 186-87
Shocks, productivity (supply)
in capital accumulation model, 115-16
in current account—fiscal balance model,
91, 93-94
and habit persistence model, 181, 186
for small open economy model, 24, 32, 36,
40, 41, 42
in two-sector model, 130, 134
in wage stickiness model, 170
Shocks, technology, 36
Shocks, terms-of-trade, in two-sector
model, 132-34, 134-35
Signal extraction, 63
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Simulation analysis, 172. See also Stochastic
simulations
of continuing capital inflows, 195-96
in financial frictions model, 149-52
in habit persistence model, 185-86
for two-sector model, 128-32
in wage stickiness model, 165-68
Small open economy model. See Open
economy model, small
Smith, Anthony A. Jr., 34
Smoothing parameter, 26, 52
Solution methods, 3—4
perturbation method, 5-6, 11
projection methods and accuracy tests, 6—
13 (see also Accuracy tests; Projection
methods)
Stickiness
in information, 12
of interest rates, 34
in price setting, 2, 47
of real adjustment costs, 114
Sticky domestic price model, 47, 49-56,
157-58
and backward-looking approach, 47—
48
and Calvo pricing, 49-53, 54
impulse-response analysis for, 56-58
macroeconomic correlations for, 58-59
and output gaps, 62-65
and output in Taylor rule (computational
exercise), 66—68
welfare analysis for, 59-62, 66
Sticky price models, Keynesian, and risk
aversion, 100
Sticky prices (price stickiness), 37-38
and imported goods, 157
as loosening relationships, 151
and monetary policy, 2
and projection method, 65
Sticky wages. See Wage stickiness model
Stochastic nonlinear dynamic general
equilibrium models, xi-xii. See also
Dynamic stochastic general
equilibrium
Stochastic simulations. See also Simulation
analysis
for capital accumulation model, 113-14
for current account—fiscal balance model,
93-94
for habit persistence model, 181-85
for small open economy model, 32-38,
40-43

Index

as computational exercise, 43-45
for sticky domestic prices, 56-62
for tax regime model, 75-78
in two-sector model, 131-32
Summers, Lawrence, 104
Supply shocks. See Productivity shocks
Symbols, definitions of, 201

Taxes
and Calvo pricing, 53
and domestic debt, 73, 90, 109, 127, 145,
163
and small open economy model, 27
Tax regime model, 69, 71-75, 82
impulse-response analysis for, 75-78
scenarios for labor income vs.
consumption tax, 79-82
validation of with VARs (computational
exercise), 83
welfare comparisons for, 78, 81, 82-83
Taylor, John, 85, 157
Taylor expansion, 5
Taylor principle, 26
Taylor rule, 25, 52, 62
in capital accumulation model, 109
computational exercise on output in, 66—
68
in current account—fiscal balance model,
89
with output gap, 64-65, 65-66
output growth in, 68
parameters of, 27-28
in policy switch, 155
and Q targeting, 114, 118
and small open economy model, 25-27,
32-34, 34, 38
and sticky prices, 57-58, 157
in tax-regime model, 72
and two-sector model, 122
and wage stickiness model, 170-71
Technology shock, in two-sector model, 134
Tequila crisis, 193
Terms-of-trade shocks, in two-sector
model, 132-34, 134-35
Tobin’s Q, 103, 106, 110, 117-18, 214nn.1,3
Twin deficit relationship, 85-86. See also
Current account—fiscal balance
relationship
Two-country model, 196
Two-sector (resource and manufacturing)
model, 121, 122-28
impulse-response paths in, 128-31
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and real exchange cross-correlations
(computational exercise), 135-37

stochastic simulations in, 131-32

terms-of-trade shocks in, 132-34, 134-35

Unemployment
natural rate of, 62
and output gap, 63
Utility function
and habit persistence model, 173, 212n.2
household, 21, 212nn.2,3

Variables, definitions of, 203
Vector autoregressive (VAR) model, 83
Volatility clustering, 11, 43

Wage stickiness model, 157-65, 170-71
and Dunlop-Tarshis puzzle
(computational exercise), 171-72
impulse-response paths in, 165-67, 169—
70
macroeconomic correlations for, 167-68
sensitivity analysis for, 168-70
Welfare
from consumption vs. income taxes, 82
and policy, 13-14
Welfare analysis, for sticky domestic
prices, 59-62, 66
Welfare comparisons, tax regime vs. no-
tax regime, 78, 81, 82-83
Welfare distributions, in small open
economy model, 37-38, 43, 47
Welfare function, intertemporal, 175
Welfare measures, evaluation of, 14
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