
A DYNAMIC MACROECONOMIC MODEL FOR THE

Opening remarks. Budi Mulya. Keynote Speech: DSGE models for Monetary Policy: Promises and Pitfalls. Volker
Wieland. DSGE Models in Open Economy.

As noted above, despite advances in macroeconomics, there is much left to accomplish. When requesting a
correction, please mention this item's handle: RePEc:fip:fedgif Because of these considerations, many modern
macro models are centered on infrequent price and wage adjustments. The discussion about the fiscal stimulus
in January is highly revealing along these lines. Verbal intuition can be helpful in understanding bits and
pieces of macro models. I point to some deficiencies in the current state of knowledge and discuss what I
perceive as useful steps forward. In contrast, in modern sticky price models, output gap refers to the deviations
between observed output and efficient output. Finally, and most troubling, macro models are driven by
patently unrealistic shocks. It could not. How can macroeconomists get around the Lucas critique?
Macroeconomists need to do more to explore models that allow for the possibility of aggregate shocks to these
kinds of self-fulfilling beliefs. They have added a host of other frictions perhaps most notably labor market
frictions that require people to spend time to find jobs. There were a number of reasons for this slow diffusion
of methods and models. I view a key part of my job to be setting these policy problems before our research
staff and the academic macro community as a whole. A related issue is that ACE models which start from
strategies instead of preferences may remain vulnerable to the Lucas critique : a changed policy regime should
generally give rise to changed strategies. Other models have large quarterly shocks to the depreciation rate in
the capital stock in order to generate high asset price volatilities. As far as I am aware, these models are not
widely used for macro policy analysis. Essentially, such a change would be like a simple change of units akin
to recalculating distances in inches instead of feet. Budget constraints dictate that no entity can increase its
spending without increasing its revenue either now or in the future. In macroeconomics, all variables seem like
they should be endogenous except maybe the weather! Finally, I turn to the policy world.


