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The Real business cycle model

— Hansen (1980)Models of economic behavior
— Based on economic theory and microeconomic foundations

Incorporate rational expectations
— Blanchard and Kahn (1980)

Bringing models to the data
— Ireland (2004)
The raise and fall of DSGE

— Pre crisis state of the art models
— Post crisis useless and unrealistic

Alternative approach VAR
— Explain the future from the past, Sims (1980)
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Blanchard and Kahn (1980)
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All markets in clear in each period for all t (0,+¥)
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All markets clear in the long run, but for some tT (O,+¥)
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c,y &kare Cointearated In the long run

Ct+ak =y




AN AN AN

time t

VV

C
-
-

deb eloueui4



forn=3andm=n-1=2






Y W

Y W




N
\JJ/

,/,/14 Ct +1
I t+1

Y1












