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Theme: Forecasts with a real business cycle model

Forecasts: “statistical” models

Real business cycle models: comovements
Early attempts

Rotemberg & Woodford (1997)

One state variable

Hansen & Prescott (1993)

One specific episode




Here:
e 19601991

e 4 countries

— USA, Canada, Japan, Europe

e 3 state variables
— Solow residuals
— Public expenditures

— Private physical capital
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Calibration
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and the laws of motion







Extensions:
e Compare with an open economy
e Introduce adjustment costs for capital
e Sensitivity analysis

e Other statistics




