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Course Grade: The grade will be based on a final exam. The exam questions will be in
English. You can answer in English or in German. If you decide to answer in English, you
will not be graded on the quality of your English, but you have to make sure you convey
your knowledge of the material.

Course Description: This course introduces students to the dynamic stochastic general
equilibrium (DSGE) models used in modern monetary macroeconomics called New
Keynesian models. The basic model equations including nominal frictions such as price
stickiness are derived carefully, and model solution techniques are discussed. Numerical
solutions of the models are obtained and the models are simulated and analyzed using
Dynare in MATLAB. Possible extensions to the core model that may be treated in class
include an analysis of optimal monetary policy.

After completing the course, students should understand the dynamic mechanisms of
nominal rigidities and the policy tradeoffs facing monetary policy. Mechanically,
students will be able to derive, solve and simulate simple DSGE models and should be
able to read and understand more elaborate models found in the literature.
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Course Outline

1. Introduction
Concepts/techniques: | Real Business Cycles versus New Keynesianism
Main readings: | Gali (2008), ch. 1
Additional reading: | Lucas (1976), Sims (1981)

2. A Classical Monetary Economy

Concepts/techniques: | Intertemporal optimization, monetary neutrality, log lin-
earization

Main reading: | Gali (2008), ch. 2
Additional reading: | King and Watson (1995)

3. The Basic New Keynesian Model
Concepts/techniques: | Staggered price setting, equilibrium determination
Main reading: | Gali (2008), ch. 3
Additional reading: | Clarida et al. (1999)

4. Optimal Policy Design
Concepts/techniques: | Policy efficiency, optimal versus simple policy rules
Main reading: | Gali (2008), ch. 4

Additional reading: | Woodford (2001)

5. Discretion versus Commitment
Concepts/techniques: | Time consistency
Main reading: | Gali (2008), ch. 5

Additional reading: | Barro and Gordon (1983)
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LGMMF-1 Students will understand the empirical foundations of price rigidities GOETHE @J
and how they.connect individual business decisions regarding price policies and aggregate UNIVERSITAT
monetary pOIICy' FRANKFURT AM MAIN
LGMMF-2 Students will understand fundamental considerations in the design of

monetary policy, such as the consequences of optimal policy under discretion versus with

commitment.

LGMMF-3 Students will learn the theoretical and methodological foundations of

state of the art structural models of monetary policy, understand their empirical founda-

tions, and implement them in numerical software packages.

LGMMF-4 Students will be able to apply state of the art structural models of mone-

tary policy to practical policy questions by implementing them in state of the art numeri-

cal software packages.
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