
Only one shock (technology shock, eps_a) 

 

 

All shocks  

 



Variance decomposition having all but one shock in the shocks section (all but one commented out) 

 

 

Variance decomposition having all shocks in the shocks section (no one commented out) 

 

 

 



Code:  

 

// Baseline Dynare  

// Define variables and parameters 

var ppi_h ppi ygap q e_d r r_r y y_os mc mc_os ppi_os r_os a a_os g rnat 

yflex c c_os s e nx u u_os v ygap_os rnat_os yflex_os r_s p_h cpi_level g_os; 

varexo eps_g eps_g_os eps_a eps_a_os eps_u eps_v eps_u_os; 

 

parameters beta sigma sigma_a alpha eta epsilon phi phi_os kappa_y theta 

theta_os gamma gamma_os kappa_os omega_a lambda lambda_os rho_g rho_a 

rho_a_os rho_u rho_u_os rho_v a_shock_correl u_shock_correl rho_g_os g_shock_correl; 

 

// Euro Area Calibration (Similar to Danish Calibration in symmetric case) 

beta = 0.995; // Household Discount factor - Same as in DK due to (32) 

sigma = 1; // Degree of risk aversion - Same as in DK due to (32) 

phi_os = 2.9; // Labour disutility parameter 

theta_os = 0.78; // Calvo probability 

gamma_os = 0.27; // G to GDP share 

lambda_os = (1-(beta*theta_os))*(1-theta_os)/theta_os; // See note to (55) 

kappa_os = lambda_os*(phi_os + (sigma/(1-gamma_os))); // See note to (55) 

 

// Danish Economy Calibration 

//beta = 0.995; // Household Discount factor 

//sigma = 2; // Degree of risk aversion 

alpha = 0.48; // Degree of 'openness' (Imports to GDP share) 

eta = 1; // Elast. of sub. between domestic and foreign goods 



epsilon = 6.0; // Elast. Between variety of goods 

phi = 2.9; // Labour disutility parameter 

theta = 0.78; // Calvo parameter (domestic price) 

gamma = 0.27; // Goverment to GDP share 

omega_a = 1 + alpha*(2-alpha)*(sigma*eta - 1); // See note to (45) 

lambda = (1-(beta*theta))*(1-theta)/theta; // See note to (48) 

sigma_a = sigma / omega_a; // See note to (46) 

kappa_y = lambda*(phi + (sigma_a/(1-gamma))); // See note to (55) 

 

// Persistence parameters of the structural shocks 

rho_a = 0.7; 

rho_a_os = 0.9; 

a_shock_correl = 0.0; 

u_shock_correl = 0.0; 

g_shock_correl = 0.0; 

rho_g = 0.8; 

rho_g_os = 0.8; 

rho_u = 0.8; 

rho_u_os = 0.8; 

rho_v = 0.5; 

 

model(linear); 

 

// The Euro Area Economy 

// Euro Area DIS curve 

ygap_os = ygap_os(+1) - ((1-gamma_os)/sigma)*(r_os - ppi_os(+1) - rnat_os); 



 

// Euro Area NKPC 

ppi_os = beta*ppi_os(+1) + kappa_os*ygap_os + u_os; 

 

// Euro Area Natural Output 

yflex_os = (1+phi_os)/(phi_os + (sigma/(1-gamma_os)))*a_os + 

(sigma*gamma_os)/(phi_os*(1-gamma_os)+sigma)*g_os; 

 

// Euro Area Output 

y_os = yflex_os + ygap_os; 

 

// Euro Area Market Clearing 

y_os = gamma_os*g_os + (1-gamma_os)*c_os; 

 

// Euro Area Natural Real Rate 

rnat_os = (sigma*phi_os*gamma_os)*(1-rho_g_os)/(sigma+phi_os*(1- 

gamma_os))*g_os - (sigma*(1+phi_os)*(1-rho_a_os))/(sigma+phi_os*(1- 

gamma_os))*a_os; 

 

 

// Euro Area MC 

mc_os = (sigma/(1-gamma_os)+phi_os)*ygap_os; 

 

// ECB monetary policy Rule 

r_os = 1.5*ppi_os + v; 

 



// Euro Area Shocks 

 

// Euro fiscal AR(1) process 

g_os = rho_g_os*g_os(-1) + eps_g_os; // ligning tilføjet AMO ellers #VAR>#lign. 

 

// ECB monetary shock AR(1) 

v = rho_v*v(-1) + eps_v; 

 

// Euro Area techology AR(1) process 

a_os = rho_a_os*a_os(-1) + eps_a_os; 

 

// Euro Area cost push shock 

u_os = rho_u_os*u_os(-1) + eps_u_os; 

 

 

// The Danish Economy \\ 

 

// Danish DIS curve 

ygap = ygap(+1) - ((1-gamma)/sigma_a)*(r - ppi_h(+1) - rnat); 

 

// Danish NKPC curve including cost push shock (specified below) 

ppi_h = beta*ppi_h(+1) + kappa_y*ygap + u; 

 

// Danish Natural Output 

yflex = (1+phi)/(phi + (sigma_a/(1-gamma)))*a + 

(sigma_a*gamma)/(phi*(1-gamma)+sigma_a)*g - 



(sigma-sigma_a)/(phi*(1-gamma)+sigma_a)*y_os + 

((sigma-sigma_a)*gamma)/(phi*(1-gamma)+sigma)*g_os; 

 

// Danish Output gap 

 

 

y = yflex + ygap; 

// DK Market clearing; 

y = gamma*g + y_os - gamma*g_os + (1-gamma)*(omega_a/sigma)*s; 

// Danish Natural real rate 

rnat = phi*(sigma-sigma_a)/(phi*(1-gamma)+sigma_a)*(y_os(+1) - y_os) 

+ (sigma_a*gamma*phi*(1-rho_g))/(phi*(1-gamma)+sigma_a)*g 

+ (sigma-sigma_a)*gamma*phi*(1-rho_g_os)/(phi*(1-gamma)+sigma_a)*g_os 

- (1+phi)*sigma_a*(1-rho_a)/(phi*(1-gamma)+sigma_a)*a; 

// Danish MC 

mc = ((sigma_a)/(1-gamma)+phi)*ygap; 

// Danish Consumption 

c = c_os + ((1-alpha)/sigma)*s; 

// Danish Net Exports 

nx = (1-gamma)*alpha*s*(((sigma*eta+(1-alpha)*(sigma*eta-1))/sigma)-1); 

// Danish CPI inflation 

ppi = ppi_h + alpha*(s - s(-1)); 

// Danish real exchange rate (13) 

q = (1-alpha)*s; 

// Danish real interest rate 

r_r = r - ppi; 



// Interest rate differential 

r_s = r - r_os; 

// Danish Terms of trade equation 

s - s(-1) = e - e(-1) + ppi_os - ppi_h; 

// Depreciation rate of nominal exchange rate 

e_d = e - e(-1); 

// An identity to pin down the relative price of home goods 

p_h = p_h(-1) + ppi_h; 

// An identity to pin down the consumer price level 

cpi_level = cpi_level(-1) + ppi; 

 

 

// Danish Shocks 

// Danish fiscal AR(1) process 

g = rho_g*g(-1) + eps_g + g_shock_correl*eps_g_os; 

// Danish technology AR(1) process 

a = rho_a*a(-1) + eps_a + a_shock_correl*eps_a_os; 

// Cost push shock (Price markup shock) AR(1) process 

u = rho_u*u(-1) + eps_u + u_shock_correl*eps_u_os; 

 

// Exhchange Rate Regimes (comment out all but one) \\ 

e = 0; // PEG 

// r = 1.5*ppi; // SIT 

// r = 1.5*ppi + 0.125*ygap; // FIT 

// r = 1.5*ppi(+1) + 0.125*ygap; // IFT 

// r = 1.5*ppi + 0.125*ygap + 0.15*(e - e(-1)); // DF 



// r = 1*ppi + 0.25*ygap; // NGDP (NGDP) 

end; 

 

 

// Shocks (comment out all but one) \\ 

shocks; 

var eps_a; stderr 1.00; // DK tech shock 

// var eps_u; stderr 1; // DK cost push shock 

// var eps_g; stderr (100/27); // DK fiscal shock 

// var eps_a_os; stderr 1; // Eura Area tech shock 

// var eps_v; stderr 0.4; // Euro Area monetary policy shock 

// var eps_u_os; stderr 1; // Euro Area monetary policy shock 

end; 

 

check; 

 

stoch_simul (order=1, irf=20); 

//stoch_simul (periods=500, order=1, irf=500); 


