Syllabus Macroeconomics —part 11

This module deals with developments in business cycle analysis. Four instructors (Albonico, Barbaro, Tirelli
and Ropele) will contribute an overall teaching load of 42 hours

Analysis of business cycle regularities and Real Business Cycle (RBC) theory (6 hours). RBC
models essentially are stochastic versions of the Ramsey Cass and Koopmans model, where
uncertainty is determined by the occurrence of productivity shocks. Instructor: Alice Albonico

Analysis of the basic New Keynesian model (3 hours). Prices are assumed to be sticky, in each period
a fraction of firms cannot re-optimize its price and keep it fixed to the previous period. Intermediate
good firms are monopolistically competitive. A role for monetary policy arises. Instructor Alice
Albonico

Analysis of a medium scale DSGE model (3 hours). We will refer mainly to Christiano, Eichenbaum
and Evans (2005) to introduce frictions in the New Keynesian model (price and wage indexation,
wage stickiness, variable capacity utilization, habits in consumption, adjustment costs on
investments). Impulse response functions analysis to different types of shocks. Instructor Alice
Albonico

Unemployment models (3 hours). The basic BC model adopts a rudimentary description of the labor
market. Firms hire workers in competitive spot labor markets and there is no unemployment. Search
and matching models, (see Mortensen and Pissarides, 1994, for a seminal contribution), provide a
suitable framework for understanding unemployment dynamics, the properties of vacancies and of
flows in and out of the labor force. A number of contributions have incorporated search into RBC
models. The course outlines the key ideas behind the models of job market search and discusses
implications for business cycle models. Instructor: Patrizio Tirelli

Changing sources of volatility in business cycle models (3 hours). The turmoil of the Great
Recession fueled research for a better understanding of the sources of aggregate volatility. Here we
focus on three stylized shocks: i) sectoral productivity shocks; ii) news shocks; iii) uncertainty shocks.
Instructor: Patrizio Tirelli

Optimal monetary policy in basic New Keynesian DSGE model (3 hours). We will study optimal
monetary policy in two distinct settings, i.e. under discretion and under commitment. In the former
case the central bank sets the interest rate by optimizing period-by-period a microfounded welfare
function while in the latter case the central bank solves a dynamic optimization problem incorporating
the forward-looking behavior of consumers and firms. We will talk about time inconsistency of
policies and discuss the main differences between discretion and commitment in terms of adjustment
dynamics and welfare effects. Instructor Tiziano Ropele

Fiscal policy in medium-scale New Keynesian DSGE model (3 hours). We will introduce fiscal
policy in a medium-scale New Keynesian DSGE model in order to discuss the notion of Ricardian
Equivalence Proposition (REP) and then present the conditions under which the REP breaks down.
In this latter regard, we will familiarize with a simple DSGE model with heterogeneous agents
(optimizing consumers vs. rule-of-thumb consumers) to study the effects of government spending
shocks. Instructor Tiziano Ropele

Models with incomplete markets and heterogeneous agents (6 hours). In this last part of the module
we will lay the foundations to build a class of models whose equilibria feature a nontrivial endogenous
distribution of income and wealth across agents. This setting is particularly apt to address positive
and normative policy questions regarding the redistributive and welfare effects of fiscal and monetary



policies, consumption insurance, etc. We will work with economies characterized by “incomplete
markets” where agents are subject to idiosyncratic income shocks and can only borrow/save through
a risk-free bond. We will discuss in detail the individual problem and then characterize the income
and wealth distribution. Because quantitative heterogeneous-agent modelling requires some
knowledge in computational methods, we will also briefly sketch common solution approaches.
Instructor Tiziano Ropele

Tutorials (12 hours). Instructor Bianca Barbaro

Introduction to simulation with the software Dynare. Simulation of DSGE models
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