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Applied Macroeconomics
Bengt Assarsson Fall 2012

A Topics Course
Recent advances

Course outline

¢ Bengt Assarsson email and home page
* mail@bassarsson.com
* http://www.bassarsson.com

— go to link Students

Syllabus (with references)

References (extended list of references)

Papers (to be downloaded)

Lectures (slides + notes)

Presentations (schedule, with reference to papers)
Schedule (also in department’s home page)

News

¢ Studentportalen

My web site

*Applied Macro
« Syllabus
* References
* Papers
¢ Lectures
« Fall 2011
« Fall 2012
* Presentations
* Subjects
¢ Schedule
* Guide for essays
¢ Schedule
* News
* Complementary exercises
* Essay
+0ld courses

Office hours

e All lecture days 13:45 - 18
¢ Or by appointment
¢ Or by email




2012-11-05

Lectures

10 lectures, compulsory (max 2 times absent)
2 first lectures, introduction
7 lectures

— Prepared presentation of paper by students, 1 hour
* Presentation
¢ Especially prepared discussants
* All others discussants as well

— Lecture, 2 hours

1 lecture, summary

Presentations, list of papers

* 7 occassions

¢ presenters (PowerPoint or board)
* extremely prepared discussants

¢ all others: prepared discussants

¢ One basic paper and one or two additional
references for each presentation

start 13/11

Aim of this course

To get insights into “modern” macroeconomics
and monetary policy

Learn the difference from conventional
intermediate macro

Get close to some of the most recent research
results

Learn about the serious unsolved problems in
macroeconomics

Learn something about the difference between
policy and science

Literature

* Your old intermediate macro text
— Blanchard, Mankiw, Hall & Taylor
— Reference list
* Big list, for presentations, essays
¢ Small list in Syllabus
— Useful books, graduate level
« Difficult on undergraduate level
* Gali, Monetary policy, inflation and the business cycle, 2008,
recommended to buy
¢ Wickens, Macroeconomic theory. A dynamic general equilibrium
approach, 2008
* Learn how to download literature from internet
(through the library web site and Econlit(Webscohost))
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Lectures, outline see Syllabus

| Introduction IS/LM/PC or IS/MR/PC

Il Classical & Basic New Keynesian Model
[l Sticky prices in theory and practice

IV New Keynesian Phillips curve (NKPC)

V Monetary policy

— Inflation measure for inflation targeters
— Policy tradeoffs and policy rules

— Policy in practice

“Having looked at monetary policy from hoth sides now, I can testify that

central banking in practice is as much art as science. Nonetheless, while

practicing this dark art, [ have alcays found the science quite useful ™
Alan S, Blinder

| Outline for Introduction

Repeat IS/LM/AD model

Look at the 3 basic equations

— IS curve

— LM curve

— Phillips curve

Replace LM curve with MR curve
Basic form of the system

Discuss the need and merits of
microfoundations

| continue...

¢ Conventional IS/LM/AD model: Piecemal
microfoundations, but not systematically in
the model
— For instance, in consumption function

* The new Keynesian model is based on
microfoundations in the model as a whole
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IS curve LM curve and AD curve
Y=C+1+G+X-20 M M
C=C(Y.r) f} money demand
I=1(r) ‘F:—aHb}'
G=G }’:[)‘:£+EI
X=X(e&!) P b
0=0(.Y)

Y=Y(P) aggregate demand

Y= Y(}‘) IS curve

Discretionary policy

e Change G or M, fiscal and monetary policy
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Supply curve

Phillips curve

E {z)+7(Y-T) <2,
.T' .
7

E_ {r}=nr_ adaptive expectations
¥=F&z=0-7=E.,{z)

m=my+r(Y-¥)

7, =E_{m}+¢ nmational expectations

z, & &, are random errors

Misperceptions supply curve

Friedman/Phelps, asymmetric information,
adaptive expectations

Lucas relative/aggregate price changes, signal
extraction problem, rational expectations

Expectations important, but prices flexible
Lucas microfoundations and the Lucas critique




2012-11-05

Lucas critique, simple example
¢ Parameters not invariant to shift in policy
Y, =T + ye, Lucas supply curve y >0

m o=m,_ +g+¢g =& =m, —m_ —g money growth rule

Y, =7+ A(m_ —m_;) forthe econometrician
where

Jo=F -ygand 2 =y

» iy no effects from systematic
N B policy changes

Supply curve




