








Conclusion
• Difficult to account for boom-busts in a real versionDifficult to account for boom busts in a real version 

of standard DSGE models.

• A boom-bust explanation emerges when nominalA boom bust explanation emerges when nominal 
frictions are introduced and monetary authority does 
not (or, cannot) respond to the natural rate

– Problem is most severe when wages are sticky relative to 
prices.

• Robust to:
– Various treatments of indexation
– Alternative models of labor market (Gertler-Trigari) that do 

not fall prey to Barro critiquenot fall prey to Barro critique.

• Explored some modifications to policy that might 
help ameliorate the problemhelp ameliorate the problem




