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Course description

The course introduces students to dynamic general-equilibrium models of economic fluctuations: the
real-business-cycle theory and the new-Keynesian theory. The analysis focuses on the micro-founda-
tions of modern macroeconomic models and on the role of price rigidities for the real effects of mon-
etary policy. The basic new Keynesian model of economic fluctuations is introduced to examine the
effects of monetary policy on economic activity and inflation. Analysis of a medium scale Dynamic
Stochastic General Equilibrium (DSGE) model. 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). We
shall discuss impulse response functions to different types of shocks.

Learning objectives

The aim of the course is to provide a good knowledge of dynamic general-equilibrium models of
economic fluctuations: the real business cycle theory and the new-Keynesian theory. The analysis
shows how to build macroeconomic models from microeconomic principles. Students will develop
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the basic skills for the analysis of output fluctuations and inflation dynamics with special attention
to the role of monetary policy.

Course outline and References

1. Equilibrium Real Business Cycle Fluctuations
Economic Cycle: Measurement, Definition

The Lucas legacy

Competitive Business Cycle Theory: the basic model
A primer in simulating a Real Business Cycle Model
Capturing dynamics: real frictions

2. Nominal Rigidities and New Keynesian Models
. Effects of Monetary Policy: Some facts
. A classical monetary model
. The New Keynesian model-

Monopolistic competition and nominal rigidities
- The basic 3 equations NK model: dynamics and the Taylor principle

. The medium-scale models
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