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l. Specific Comments...

=>The Background of the papers are different
paradigms: ABM and DSGE

=> They preent some unconventional results

Giovanni Dosi et al. : Uses an ABM — shows integration of
(Schumpeterian) long run growth dynamics with (Keynesian)
short run

Xavier Ragot et al: Uses a DSGE model — shows amplifying force
In DSGE model: precautionary saving makes consumption fall in
recessions



|. Specific Commnents, Giovanni ..

Giovanni Dosi et al.: Integration of Schumpeterian lo ng run growth
with Keynesian and short run: 1) normative model, 2) em pirical
model (through filtering)

=> The results are obained on the basis of an ABM, curre ntly
widely used developed in Europe, funded by the 6 ™ and 7%
framework program (in the US R. Axtell , D. Farmer et al.)

=> On the micro level: it allows for heterogeneity of agen ts,
externality, interconnectedness, contagion effects

=> Areas of succcess: Innovation and diffusion of techn ology,
trading and market dynamics, issues of inequality of incom e and
wealth, early warning systems (interconnectedness of ban ks)

=> Crucial assumption In this paper: Innovation is demand driven,
thus Keynesian short run policy (tax and unemployment bene fits)
have persistent, long run growth effects (exhaust full pot entials of
Schumpeterian innovations)

=>|s the ABM framework successful to integrate long and sh ort run
macro; heterogeneity and aggregate outcome? to some exte nt

=>Explains the dynamics on a “meso level”’, and impact of p olicies



|. Specific Comments, Giovanni ..
Specific comments:

=> the creation of innovations, (using resources) not modeled

=> fiscal tools not extensively explored (different taxes, innovation
subsidies)

=> time steps in simulations and in empirics? do th e simulated time
series represent business cycle frequencies?

=> empirical test: in some sense impressive shorta  nd long run
properties of the model, but it sets itself a low h urdle; matching
moments (danger: too many degrees of freedom in mo  deling)

=> very complex, but in some sense still simple in terms of
behavioral rules, reaction functions, markets and | nstitutions etc

=> |ntegration of short and long run achieved? Tos  ome extent, here
a positive persistence effect, but: a) could be neg  ative, b)
employment issue, wavelets?)

=> |s it a renewal of macro? to some extent; can it replace macro? |
will get back to this later (lack macro feedback me  chanims)



|. Specific Comments, Xavier...

Unconventional results from DSGE models--- with a (Keynesian)
twist (“Precautionary Saving...”)

=>amplifying force: in a recession fall of consumption faster than

Income
, AT A~ 0 ife<e
u(ec) = B
B4+ne n>0 ife > é.

=>Twist: patched preferences, incomplete markets (workers are
Imperfectly insured against unemployment), real wage stickiness,

=>Solution: Linearization and VAR with exog technology shock (?)
=>Empirial estimat Ac = g+ g + A Ay + 2L M S; + =

Remark 1: asset “a”, here treated as a flow? (Precautionary savings) ,
not a stock?

Remark 2: Should one use technology shocks as driving force for
recessions? See Basu et al (2006)



|. Specific Comments, Xavier ...

Unconventional (Keynesian) results from DSGE models--- with a
twist (“Fuzzy Capital Requirements...”)

=> Financial Fragility built up from 2000-2007: high leveraging but
low default premia

Assets Liabihities

Xs E
PXg | B

Banks: risk shifting due to imperfect information on required

capital: N

For households: high asset prices seems to indicate a decline of
risk

Thus higher higher exposure of banks to risk; but: Is the bulk of
bank loans to fund risky positions coming from households?






ll. General Comments:; On Traditional Macro
2. The Core of Macro

Traditional Keynesian Macro Dynamics - The Core of Macro:

1. Phillips-Carve (Cialt et al, versus Fair, Gordon )

T = helY -—¥%) 4+ . KTi—1 + (1 — K)mpeq
2015 equation (Ruadebuseh and Svensson)
Y — By(Y —Y=*)... — op(r — mpqq)
Okun's law = ...
3. Monetary poliey rule

?:- = -;'J-I:jll o r,:'_;-] _|_ ﬂ:|rl?{_|!T-'| X Tl:l + ﬂ;'.}-l:}r s ‘}-Ji-ll



ll. General Comments: on Traditional Macro
3. Important Feedback Mechanisms

(In)stability of macroeconomic feedback mechanisms:

Kevnes Etfect wtptrtIlClY J 18| w)]

Pigou Effect wtptM/plCLlY L I8 | w)|]

Nominal Real wage w/ptlCH Yt twtpttw/pl
Changes have Real Effects Real wagpe w/ptILCH Yt twtpttuw/pt
Mundell Effect wtpta®tr—alItC1Y, L4 ptw?
Fisher Debt Effect wlplD/ptI|CLlY, L% | wp|

Harrod Tvpe
[nvestment Aceeleraton yt=YiM=Y1Y 1
Real Feedbacks Kaldor Type
[Accelerator Dynamic Multiplier Yt=Yit=2VYetY ¢

Merhanisms )

Metzler Y 1 planned inventories: J1TY =Y+ 71
Inventory Aceeleraton CtI1Y%tactual inventories | Y, T 1

Financial Ant=Cyelical Behavior Y T Screening-costs | r
Avcelerator of Interest Spreads on Loans | I,C1Y4,Y* 1Y 1
Mechanisms

Asset Markets Capital Gain Aeeelerator: pS T Expected Return +E4tp. 1ot 1
Expectations and Bubbles Fopuities

Finally: Contagron Effects | Erternalifies Interconnectedness (Stability ¥




ll. General Comments; On Traditional Macro
Proof of (In)stability of those

Dynamics of high dim systems: Cascade of stable Matrices,
proceeding from lower to higher order matrices

Lemma. Let J'™(3) be n x n matrices, h(3) € B row vectors, and h, . (7)
real mimbers, all three varyving continuously with 5 over some interval [0, 2],
Put

Jim i'-"?]

(m4+1)r a2y i
A= { h(B)  hoss(B)

] ~ mpin+l)x(ntl1)
L i .

where z 18 an arbitrary column vector, z € R". Assume h(0) = 0,
detJ'™(0) # 0, and let A;...., A, be the eigen-values of J'™(0). Furthermore
for 0 < 8 < e, detJ™ () £ 0 and of opposite sign of detJ™ (), Then
for all positive 3 sufficiently small, n eigen-values of J"+1(3) are close to
A oAy, While the first eigen-value 15 a negative real number. In particular,
if matrix J™(0) is symptotically stable. so are these matrices J™H(3).



Il. General Comments; oOn DSGE models:
1. Have lost part of the macro tradition---macro feedback

mechanisms

=>W,Iith dynamic optimization, smooth, unconstrained
choice, continuous adjustments to marginal conditions,
market clearing, and the use of FOC:

(1) the Enler equation that ensures an equality tm the mtertemporal trade
oll of consumption 1 consecutive pertods,

1) the marginal rate of substitution equal to the real wage (the cost of
trading off leasure agatnst consumption is equal to the real wage),

(it) the optimizing of the firm ensures the equality of the marginal product
ol labor equal to the real wage,



lI: General Comments: on DSGE models:

2. Missing regime dependence of behavior and reacti  ons: These are In
some sense one regime models, solved through linear Ization and then
VAR applied

In DSGE Models:

Agents find themselves always in the same regime

In that regime the agents make smooth (unconstrained) choice
of consumption and employment (variables driven by technology
shocks)

It is solved through linearizations (log-linear, first- and second-
order approximations)

Yet, with linearizations the timing and size of shocks do not
matter (always symmetries with respect to sign and size)

But, linearizations and VAR may lead to distortions as compared
to nonlinear models, see Becker et al. (2007)



II. General Comments; Multi Regime Models
and tradition of non-linear modeling is more attractive

Business Cycle Analysis and Regimes:
* Neftci (1982): Regime switching model in terms of time

e Hamilton (1989, 1994, 2002,): Regime switching model in terms
of state (Markov Switching VAR, MSVAR)

e Tong (1978, 1998) and Tsay (1998): Threshold autoregression
models (TAR)

e Granger and Terasvirta (1996): Smooth transition regression
model (STR model)

Regime dependence of impulse responses
o Potter (1994), univariate impulse-response,
« Koop, Pesaran and Potter (1996), multivariate impulse response



Il. Comments, Multi regime models..

Multi Regime VAR, Tong (1983), Tsay (1998) version
2) Multi-regime autoregression (TAR, MRVAR)

P
T = Oy + E "ijjjjl'g-__-ji + Et lf T = .i"g_,:!’_'i:. Tis Sqp ™ _"'-r'fﬂ'[ll E.! Y. 2= | e
1

r._q 18 the value of the threshold variable observed at time £ —

threshold levels —oc =/ < &y < -+« < Ty = ©
Rather than estimating (best-fitting) threshold, we define it
according to the type of analysis we would like to conduct

Advantages:
(DPiecewise linearization around “interesting locations”

, M

(i) Straightforward linear least-squares estimation for the regimes



1. General Comments, with multi regime
Impulse - responses

Response Analysis : Two types of Responses

e Regime-specific (or within-regime) response:
Hypothetical responses if process stays within a regime. They reveal regime-
specific response dynamics; only depend on regime-specific AR coefficients
(analogue to VAR case).

e Generalized responses:

More realistic in the sense that possibility of regime changes are considered.
Computed (via simulations) by:

GIRy (2, v) = Eyean | 2o, we + ve) — Elyean | 22, 14)



II. General Comments, Two regime model,

Example 1. Regime Dependence of Fiscal Multiplier
(Mittnik and Semmler 2009)

Two-regime model (Gang and Semmler 2006, 2009),
Intertemporal but allows for two regimes, Malinvaud tradition (1978,
1994)

*First regime (stage) of decision making: unconstrained
consumption - employment choice (similar to Gali et al. 2007,
Ricardian consumers). Can be associated with high growth rates:

¢ = Gnde + Gk + a1

*Second regime (stage) of decision making: with labor market not
cleared, there is constrained choice, consumption depends on
actual employment and firms’ productlon depends on actual
demand

{-t'i — {;:21-_11' + {::22.'[.': —+ {;IEE.HE T g9



. General Comments, Two regime model,
Example 1: Regime Dependence of Fiscal Multiplier
(Mittnik and Semmler 2009)

MRVAR Responses within Low-growth Regime

Resp. of A gdp on A gdp Resp. of A gdp on A emp

0 5 10 15 20

Resp. of A emp on A emp

0 5 10 15 20 0 5 10 15 20

Figure 2: Cumulative Responses in the Low-growth MRVAR-Regime



II. General Comments. Two regime model,
Example 1: Regime Dependence of Fiscal Multiplier
(Mittnik and Semmler 2009)

MRVAR Responses Within High-growth Regime

Resp. of A gdp on A gdp Resp. of A gdp on A emp

25F R . 25F R S
2t SERREREEE SRR EREEE R 2t e S IR SRR
R T M
s s TND NS TS s
ol oslfNe
0O 5 1;0 1;5 20 OO 5 1;0 1;5 20
Resp. of A emp on A gdp Resp. of A emp on A emp
25 T 25 T
2 SR S 2 S T
R BT
e s s o
osl 05k ]
% 5 10 15 20 % 5 10 15 20

Figure 3: Cumulative Responses in the High—growth MRVAR-Regime



. General Comments, Two regime model,

Example 2: Dependence of Monetary Policy
(Mittnik and Semmler 2010)

The model : Instability of financial intermediaries; 2 Regimes:
high and low financial stress , Brunnermeiler et al. (2009,
2010), He and Krishnamurthy (2008) etc,,)

- Show local instability (not mean reverting )

- We can solve globally the model with DP (Multi Regimes)
- Estimate the model with MRVAR

\—— ‘price |

The Unstable Mechanism -- Vicious cycle of amplifica  tion for
financial intermediaries (unstable financial accele rator)




II. General Comments, Two regime model,

Example 2: Regime Dependence of Monetary Policy
(Mittnik and Semmler 2010)

Balance sheets Assets Liabilities
pek d,

T :Pfk’f d;

total assets | al(pky — di) + (1 — al(peky — dy)

Basic model with two decision variables and two state variables
dp; — pepdt + oypdZ,

fgxi.‘lt — |: -].,-'F-"l:-t;-tlll"ll ;L‘I} — [?}g\'tfit —|— L |'Er.'! {fZ;_

tftft — {'?jdi {'ﬂ !Efr ?-r;])ﬂft

Vilug) = 1_113}{/ -f:-'_”[f(ﬁ)df
0

Creat

dw; = ((g: — r+ 0w +a —7(g))dt — é+ouw,dZ,



ll. General Comments,

Example 2: Regime Dependence of Monetary Policy
(Mittnik and Semmler 2010)

Cumulative responses for the MRVAR:

High Growih: IP Resp to Pos KCFSI1 Shock

0
~0.5
_| -
1.5}
2t
-2.5
—3r
_3.5
—4F
Shock +0.25
Shock +0.5
=43 Shock +0.75 h
——— Shock +1.0
—3 ] ——Shock +1.25
SEhock +1.5
-5.5 J

0 10 20

30

Two regime model,

positive shock to fin stress index

Loww

O

Girowth: IP Resp to Pos KCFS1 Shock

=1.5F
_al
—2.9
3l
—-3.5
_4 =¥
Shock +0.25
Shock +0.5
= Skock +.0.75
—— Shock +1.0
~3 Shock +1.25
Shock +1.5
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. General Comments, Two regime model,

Example 2. Regime Dependence of Monetary Policy
(Mittnik and Semmler 2010)

High Growth: I[P Resp to Neg KCFSI Shock Low Growth: |IP Resp to Neg KCFSI| Shock
g g

S— Shm:k. -0. 25 — Shuck —0. 25
— Shock —0.5 —— Shock —0.5
7 3 Shock —0.75 1 rd s Shock —0.75
—— Shock -1.0 —— Shock -1.0 | _-
— Shock —1.25 — Shock —1.25
1 Shock —1.5 . 6 Shock —1.5




|I. General Comments, What makes MR Models and

Regime Dependence of Fiscal and Monetary Policies plausible?

Timing matters! (Mittnik and Semmler 2009, 2010)

=> Fiscal policy isregime dependent: In the different regimes
policy has different effects

* Firms face sales constraints and households face employment
constraints

e Additional spending has strong externality effects: It relaxes
Income, liquidity and credit constraints

 The more so, the more it is supported by liquidity provision and
low interest rates

=> Monetary policy is regime dependent: ...

« Balance sheet dynamics of financia intermediaries may be
unstable

* Financial intermediaries maybe in a stage of low of high
financial stress, face different constraints in different regimes...

« Monetary policy effects (impulse- responses) will be different in
different regimes, one needs to use a MRVAR



11l. Conclusions

=> There seems to be some agreement on a
useful “Core of Macroeconomics”

=> Macroeconomic (stabilizing, destablizing)
feedback mechanisms have been neglected (to
some extent in both ABM as well as DSGE
models)

=> Regime dependence behavior and reaction is
neglected, multiple regime models needed; and
policy effects may need to be studied by
MRVARS, timing matters



ABM,,, Giovanni

Evaluation of Agent Based Models
. ABM are as good as the economists behind them...

 In terms of microeconomics (markets and behavior) its
complex, but still simple, miss many market and
Institutional aspects...

« Incomplete with respect to the macroeconomy, ABM
cannot replace macroeconomics and dynamics, in
particular, they often miss macroeconomic feedback
mechanisms...

« But excellent for certain aspects: trading and market
Interactions, connectedness of agents, innovation and
skills, iIncome and distribution and inequality, early
warning systems...



Il. General Comments..
typical structure and feedback mechanisms:

onetary
Policy — Asset markets: ( .
—I

B eal Balances, Eeal Bonds. '/ ﬂ/f

."Expected Profit Eate,
| . Capital Gains Expectations: ]ir':mf'; -
determine Tobin's g f— ..:E:-._iﬁ:; - B . _|_3- - ;,I'“"E

» ) €

p

b
. ~. Fiscal
Real Wage I( ) ™ Policy
Changes -.,—_H_LHE#___J_;-— ) Policy \ E y,
(Rose-Effects) /

Goods Markert: ¥
Aggregate Demand and Expected Sales:
determine A ctual Qutput o — \ \
i {(plus Intended Inventory Changes); _ _ L
Metzler (and Harrod) Accelerator-Effects "-'}HﬂUHf i
— agrowth
d :
Wage F(L,.) Price r—wage —
changEE v c]].ﬂllg'ﬂ's g i

‘ Labor Market: g?’ﬂib’ﬂ.’ )
- Goods Market dependent /

Employment Decisions of Firms

Demand pressure / cost push determined wage-price spiral




Deflation danger?

INFLATION IN THE EURO AREA

2= Change from previous year in %
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New Macro...
Challenges in Macro theory

Krugman: NYT, September 6, 2009

So here’s what I think economists have to do. First, they
have to face up to the inconvenient reality that financial
markets fall far short of perfection, that they are subject to
extraordinary delusions and the madness of crowds. Second,
they have to admit — and this will be very hard for the
people who giggled and whispered over Keynes — that
Keynesian economics remains the best framework we have
for making sense of recessions and depressions. Third,
they’ll have to do their best to incorporate the realities of

finance into macroeconomics.






New ...directions

Publications: New School (Willi Semmler, Christian Proano), Bielefeld
University (Peter Flaschel, Alfred Greiner), UTS Sidney (Carl Chiarella),
Toichiro Asada (Chuo University), see

=> Book (with A. Greiner and W Zhang) , ,Monetary and Fiscal Policy in
the Euro-Area“, Elsevier, Euro- Area a new emerging macroeconomy...

=> Two new papers : ,Stabilizing an Unstable Economy*, ,Instability of
the Banking Sector” (narrow banking)

=> A new book (P. Flaschel and C. Chiarella,,,,): ,,Disequilibrium, Debt
and Fluctuating Growth*, Cambridge University Press



