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Overview

A new consensus has emerged about the rough outlines of a model
for the analysis of monetary policy.

— Consensus influenced heavily by estimated impulse response
functions from Structural Vector Autoregression (SVARs)

Describe empirical SVAR results.

Construction of the consensus models based on results from SVARs.
— Christiano, Eichenbaum and Evans JPE (2005)
— Smets and Wouters, AER (2007)

Further developments of the consensus model
— Labor market

— Financial frictions

— Open economy

Policy analysis: how monetary policy may inadvertedly contribute to
excess asset market volatility.

Vector Autoregressions

Proposed by Chris Sims in 1970s, 1980s

Major subsequent contributions by others (Bernanke, Blanchard-Watson,
Blanchard-Quah)

Useful Way to Organize Data
— VARs serve as a ‘Battleground’ between alternative economic theories
— VARs can be used to quantitatively construct a particular model

Question that can (in principle) be addressed by VAR:
— ‘How does the economy respond to a particular shock?”’
— Current consensus model heavily guided by answers to this question

VARs can’t actually address such a question
— Identification problem
— Need extra assumptions....Structural VAR (SVAR).

Outline of SVAR discussion

What is a VAR?

The Identification Problem

Identification restrictions

Results

Historical Decompositions of Data
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