
The Model

Monetary Policy
∆mt = V ĝt (1)

Money Demand
mt − pt = ct − ηit (2)

lt = ct − ηit (3)

Government Shock
ĝt = ρgĝt−1 + εgt (4)

Proportional deviations
n̂t = nt − nss (5)

ŷt = yt − yss (6)

ĉt = ct − css (7)

ĝt = gt − gss (8)

ˆ(w − p)t = (w − p)t − (w − p)ss (9)

ˆ(m− p)t = (m− p)t − (m− p)ss (10)

Consumption
ct = yt − gt (11)

Output as a function of Technology

yt = at + nt (12)

Flex employemnt

nss
t =

−µ+ (1 − σ)at + σgt
σ + ϕ

(13)

Real Interest Rate
rt = it − πt+1 (14)

Real Wage, Consumption employment

wt − pt = σct + ϕnt (15)

Technology Shock
at = ρaat−1 + ρgigit−(tgi) + εat (16)

Real wage as a function of markup and technology

wt − pt = −µ+ at (17)

Steady state output

ysst =
−µ+ (1 + ϕ)at + σgt

σ + ϕ
(18)
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IS Curve Dynamics

ŷ = Etŷt+1 −
1

σ
(it − πt+1 − rsst ) (19)

New Keynsian Philips Curve

πt =
(1 − θ)(1 − βθ)(σ + θ)

θ
ŷt + βEtπt+1 (20)

Real steady state Interest Rate

rsst = ρ− σ(1 − ρa)
1 + ϕ

σ + ϕ
at + σ(1 − ρg)

ϕ

σ + ϕ
gt (21)
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