
Econ 501 Cesare Buiatti (TA) 

Questions on New Keynesian models/VAR 

 

1) Which are the features that New Keynesian models share with the old Keynesian 

view? Conversely, which features make them similar to RBC models? 

 

2) How does the New Keynesian approach differ from the RBC one when it comes 

to relate the model to data? Discuss in your words the main difference between 

estimation and calibration. 

 

3) Explain the concepts of Neutrality of Money and Reverse causality in the 

procyclicality of money. State clearly the role played by rational expectations in 

getting these two results.  

  

4) How would you define forecast errors and fundamental/structural shocks in the 

context of VAR? What is the difference between them? 

 

5) What do we mean by “identifying a VAR”? State explicitly which are the 

elements we are looking for and which results from the VAR estimations are 

used in this process.  

 

6) Describe the steps needed to build an Impulse Response Function. 

 

7) A simple New Keynesian model can be defined by these three equations 



 

𝑖𝑖𝑡𝑡 = 𝜌𝜌 + 𝜙𝜙𝜋𝜋𝜋𝜋𝑡𝑡 + 𝜙𝜙𝑦𝑦𝑦𝑦𝑡𝑡 + 𝜈𝜈𝑡𝑡       (1) 

 

𝑦𝑦𝑡𝑡 = 𝑦𝑦� − 𝜎𝜎−1[𝑖𝑖𝑡𝑡−1 − (�̅�𝑝 − 𝑝𝑝𝑡𝑡)] − 𝜎𝜎−1 ln𝛽𝛽      (2)  

 

𝜋𝜋𝑡𝑡 = 𝛽𝛽𝐸𝐸𝑡𝑡𝜋𝜋𝑡𝑡+1 + 𝛾𝛾(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛)      (3) 

 

a) What is what? Associate the numbers of the equations above (1, 2, and 3) to 

their name: IS, New Keynesian Philips Curve (NKPC), and monetary rule (MR). 

 

b) Making explicit reference to some feature(s) in the above equation(s), 

explain the sense of the following sentences: “[Despite New Keynesian 

models], there is really no other game in town for the purpose of evaluating 

monetary policy. RBC models had nothing to say about policy.” 

 

c) Making explicit reference to some feature(s) in the above equation(s), can 

you find in this model the short-run restriction about contemporaneous 

effects of shocks to interest rates, that Sims used, among others, to identify 

his VAR? 

 

8) Explain briefly and in a simple way the “trick” proposed by Calvo (1983) in order 

to include sticky prices in New Keynesian models. 

 

 

 


