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Abstract

Recently, the dynamic general equilibrium (DGE) mpdeits more popular version, the
Real Business Cycle Model, has become a dominantigarad macroeconomics. Also
many New Keynesians have embraced this new paradiggmes in his General Theory
has extensively responded to and criticized clabsiconomics that was dominant at his
time. This paper elaborates on how Keynes woule: hasponded to this new paradigm.
Moreover, we discuss some major macroeconomi@ssand show of how differences
in traditional Keynesian and the DGE models magerWe also elaborate of why
certain Keynesian ideas can usefully be appliecthedern macroeconomics which may
help to resolve some important puzzles of moderarogconomic theory.
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"Our present is determined as much by where we twago as it is
by where we have come from" (Ernst Bloch, Germatopbpher).

" This paper is complementary to the paper by Edwall presented in the symposium
“70 Years after th&eneral Theoryheld in Ankara, 1-2 December 2006. We want to
thank Edward Nell for helpful discussions and comtae
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1. Introduction

Keynes in hisGeneral Theorhas extensively responded to and
criticized classical economics that was dominantiat time. This
paper elaborates on how Keynes would have respondethe
dynamic general equilibrium (DGE) model, or its eopopular
version, the Real Business Cycle (RBC) Model, thppears to
dominate macroeconomics today. Recently many Newn&sans
have also embraced this new paradigm in macroeciesonm this
paper we will discuss some major macroeconomicessand show
how differences in traditional Keynesian and theED@odels may
arise. This paper is based on Gong and Semmle6&00here, a
further more detailed study can be found of whytaierKeynesian
ideas can usefully be applied to modern macroecaswhich may
help to resolve some important puzzles of modermcrogonomic
theory.

The DGE model has become a major paradigm in tadugite
education of macroeconomics in the US. It has irgohcthe
profession a lot and it has been applied in nunterbelds of
economics.lts essential features are the assumptions aftémgporal
optimizing behavior of economic agents, competitmarkets and
price-mediated market clearing through --- at léshost versions --
flexible wages and prices. In this type of stocicadiynamic macro
modelling real shocks, such as technology shodslfpolicy shocks
and shifts in preferences can generate macro #Htions. Recently
models with nominal shocks such as monetary pslmcks have also
been considered, but these are still in a earbestd exploration.

Moreover, some Keynesian features have been miit the
DGE model by keeping its basic characteristics suab
intertemporally optimizing agents and market clegyi but
introducing monopolistic competition and stickygas and wages into
it. In particular, in numerous papers and in a me¢c®ok, Woodford
(2003) has worked out this new paradigm, whichas/ commonly
called New Keynesian macroeconomics. In contrasheotraditional
Keynesian macro models, such variants also presdynamically

1 Of course, there are many, “more Keynesian” peapes on modern macroeconomics
which are not built on intertemporally optimizingemts, but we here do not want to
touch upon those alternative paradigms. See Chaaetllal (2006) for such an
alternative paradigm.
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optimizing agents and market clearing, but sluggistye and price
adjustments.

It is well known that the standard DGE model fadsreplicate
essential product, labor and financial market oftersstics.
Keynesian tradition, different from the DGE modather in its
competitive or monopolistic economy variant, doest presume
clearing of all markets in all periods. As in theomopolistic
competition variant, we can permit nominal or regidities; yet, by
stressing Keynesian features in a model with prbdncand capital
accumulation, we can build models that even witmadgically
optimizing agents all markets are not cleared. Sgisntly we will
discuss a series of issues that are at the hearmadern
macroeconomics, but are hard to be resolved framp#rspective of
the DGE model or New Keynesian economics. We vpécsilate on
how Keynes would have responded to those unresddgeds.

The remainder of the paper is organized as folldsext. 2 of
the paper discusses some major macroeconomic taptdow the
puzzles arising there may be resolved by employimge of a
Keynesian perspective. Sect. 3 then moves forwardnt essential
issue that modern macroeconomics has posed andh wihas
extensively studied already in Keynes, in @Gigneral TheoryThis is
the role of expectations which essentially referthe role of the past
and the future in economic behavior. Sect. 4 caledithe paper.

2. Some modern macroeconomic issues

The macroeconomic issues we discuss here werepre s
extent, discussed in the 1920s and 1930s beforeatied Keynes
attempted to move macroeconomics away from cldssicanomic
postulates in order to give macroeconomics a b&iterdation. Many
of the issues immediately became the focus of dsouns after the
General Theorywas published. Yet, we here pick a few topics that
have become relevant in recent years in responteetdevelopment
of new classical economics in the form of the DGé&del, which has
taken, as compared to the classical economicseitirties of Keynes,
an intertemporal and thus more dynamic perspecte¢.the issues
remain similar ones.

2 See also the volume in honor of Edmund Phelpgedtly Aghionet al (2003) where
in particular informational problems are stresdedhould, however, be noted that the
concept of market clearing in recent New Keynesienature is not unambiguous. We
will discuss this issue later.
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2.1. Equilibrium models versus market dynamics

Nowadays equilibrium models appear in the form of
intertemporal equilibrium models, or dynamic edwilim models.
We first want to briefly discuss the intertempoeguilibrium model,
the DGE model, as a benchmark and then show how Ké&mesian
Economics is related to this development. As afemioned, the
DGE model is also often known under the more papodme, the
RBC model. We start with this paradigm in ordecctmpare it with
the Keynesian tradition. A more detailed statema&nthe essential
three marginal conditions on which the benchmarldehas built --
and Keynes' likely response to them -- can be foaréippendix 1.

The standard DGE model is a representative agerdeino
constructed on the basis of neoclassical genetalimgum theory. It
therefore assumes that all markets (including prodoapital and
labor markets) are cleared in all periods regasdigswhether the
model refers to the short- or the long-run. Theasifoon of market
clearing requires that prices are set at equilibrlavels. At the pure
theoretical level, the existence of such generallibgum prices can
be proven under certain assumptions. Little, howekas been told
how the general equilibrium can be achieved. Madggtamics are
disregarded in an economy, in which both firms aodseholds are
price-takers; implicitly, an auctioneer is presunie@xist who adjusts
the price towards some equilibrium. Thus, the wdyhow an
equilibrium is brought about in the DGE model isseagtially a
Walrasiantatonnementprocess which quickly clears markets. The
issue of stability of market adjustment processedas extensively
been explored in earlier literatéiis not studied anymore in the DGE
model.

Working with such a competitive general equilibrium
framework is elegant and perhaps a convenientirgjagoint for
economic analysis. It nevertheless neglects mastyicgons on the
information and behavior of agents, the constriiat agents face, the
trading and the market clearing process, the @eatand
implementation of new technology and the markeicstire, among
many others. We later go into details of the stashdRBC model, the
representative stochastic dynamic model of competitgeneral
equilibrium type, when we come to certain topice Want to lay out
the micro foundations and a variety of topics et it, but we also

3 Hahn (1982) gives an extensive survey on theotyisbf the modeling of market
dynamics the study of which is missing in modernED@odels.
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want to discuss a variety of empirical issuesgiample the matching
with the empirical data, its financial market ingaliions and so on.
The discussion of those issues give incentives lédboeate and

introduce Keynesian features in modern macroecocmrMeanwhile,

this also provides a reasonable ground to judgemedel variants by
considering whether they can resolve some puzaiterbthan the
DGE model.

2.2. Unique equilibrium versus open-ended dynaamcs

multiple equilibria

Due to the concavity of preferences and conveXiggroduction
sets the standard DGE model implies that theresewisly a unique
equilibrium, or, if there is stochastic growth, teeonomy fluctuates
about some stochastic steady-state, driven by astichtechnology
shocks. The economy will always return to the vigiof that steady-
state. In this view, policies (such as fiscal ornetary policies) can
only be distortionary, and thus should be reduced minimum, for
example restricted to smoothing tax rates. Often,isi also
demonstrated, by using first or second order appraton methods
to solve the DGE model, that after disturbancestoghastic shocks
neither the choice variables, such as consumption,the welfare
functions, such as households™ welfare, are saifly disturbed by
stochastic shocks and the nearby equilibrium swmigtiare always
approximately "good solutions”. For a further eledtion and critical
evaluation of this point, see Becladral, (2007).

On the other hand, in Keynes equilibrium analyss niot
pursued, rather he uses the concept that the egoisom long term
position. Yet, the long term position in Keynes eegs on
expectations and, as Keynes (1936: Ch. 5) showss ik not only one
unique long term position, but possibly a multiplethem. There is,
as Keynes views the evolving economic process, pen-ended
dynamics. This can arise from expectations, exi#esm and
increasing returns, from real frictions etc., abspibly giving rise to
multiple long run positions for actual economies.

To illustrate this point we here simply refer taalrdrictions,
arising from adjustment cost. A model of this tyigesketched in
Appendix 2. In the standard DGE model firms do fexte any
additional cost (a cost beyond the usual activiiethe current market
prices) when they make adjustments on either micgquantity. For
example, changing the price may require the firnpdg a menu cost
and also, more importantly, a reputation costslthe cost, arising
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from price and wage adjustments that has becommportant focus

of New Keynesian research over the last decadelewever, there
may also be adjustment cost from a change in diemtiln a
production economy increasing output requires thma fo hire new
workers and add new capacity. In a given periotdnog, a firm may
find more and more difficulties to create new aiddil capacity. This
indicates that there will be an adjustment costreating capacity (or
capital stockvia investment), and further such adjustment cost may
also be an increasing function of the size of itmesit For details of
such a model, see Kagb al.(2006).

In Gong and Semmler (2006a: Ch. 7), we introdugasagient
costs into a DGE model and show how this may baingut multiple
equilibria toward which the economy may move. Thetads are
described in Appendix 2As in Keynes, the dynamics are open-ended
in the sense that the economy can move to low,lewdhigh level of
economic activity. Such an open-ended dynamics is certainly one of
the important features of Keynesian economicsebent times such
open-ended dynamics have been found in a large euofldynamic
models with intertemporal optimization. Those masdéhve been
called indeterminacy and multiple equilibria  modelBheoretical
models of this type are studied in Benhabib andnEar(1999) and
Farmer (1999), and an empirical assessment is giwveSchmidt-
Grohe (2000). Some of the models are real mod@§; Rodels, with
externalities and increasing returns to scale andiore general
preferences than power utility that generate indeteacy. Local
indeterminacy and globally a multiplicity of eqiitia can arise here.
Others are monetary macro models, where consumiéare is
affected positively by consumption and cash balsrared negatively
by the labor effort and an inflation gap from sotagget rates. For
certain substitution properties between consumptemd cash
holdings, those models admit unstable as wella@deshigh-level and
low-level steady-states. In the neighborhood of of¢hose latter
steady-states then there can be indeterminacyersémse that any

* Important papers in this research line are, f@mple, Calvo (1983) and Rotemberg
(1982). For a recent review, see Taylor (1999)tdford (2003: Ch. 3).

® See also Katet al. (2006).

® Keynes (1936) indeed discusses the possibilitguzh an open-ended dynamics in
Chapter 5 of his book where he elaborates on thsilglity of a multiplicity of long
period positions. There, however, Keynes seems s® a combination of both
arguments, namely expectations and real frictiovisere the present is locked into
decisions of the past.
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initial condition close to such a steady-state lead toward, or away
from, that steady-state, see Benhadtihl (2001).

Overall, the indeterminacy and multiple equilibrrmaodels
predict an open-ended dynamics, arising from susspehere the
sunspot dynamics are frequently modeled by verswitis multiple
steady-state equilibria, and where there are alsme mttractors
(repellers), permitting any path in the vicinity tie steady-state
equilibria to move back to (away from) the steathtes equilibrium.
In these types of models with multiple equilibriaeocorrespondingly
speaks of "local indeterminacy”. All of these argortant variants of
macrodynamic models with optimizing behavior; hoem\as recently
has been showhindeterminacy is likely to occur only within a sina
set of initial conditions. Yet, despite such unsdlvproblems, the
literature on open-ended dynamics has greatly leedic macro-
dynamic modeling and can ultimately be traced baxksome of
Keynes’ ideas in hi&eneral Theory1936: Ch. 5).

Pursuing this line of research in Gong and Semr(#2606a:
Ch.7) we have introduced a simple model where @®s thot need to
refer to model variants with externalities and @aging returns to
scale and/or to more elaborate preferences or &atpmats dynamics
to obtain such results. We show that due to thesaaient cost of
capital we may obtain non-uniqueness of steadg-&qtilibria in an
otherwise standard dynamic optimization version.ltiie steady-
state equilibria, in turn, lead to thresholds safyag different domains
of attraction of capital stock, consumption, empleynt and welfare
level. As our solution shows, thresholds are imgdrtas separation
points below or above which it is advantageous twento lower or
higher levels of capital stock, consumption, empient and welfare.
Our model version thus can explain of how the eogntecomes
history dependent and moves, after a shock oryatiituences, to a
low or high level equilibria in employment and outp A further
important feature of Keynesian economics is noasahg markets.

2.3. Market clearing versus non-clearing markets

As mentioned above, an important characteristichef DGE
model is that it is a market clearing model. Thrs,particular, is
puzzling concerning the labor market. Indeed, ef@nthe labor
market the DGE model predicts that the labor maiketeared at all
points in time. As a result of a smooth decisioncpss of labor

” See Griine and Semmler (2004).
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supply and leisure choice by households, estahlistihhe marginal
conditions as stated in Appendix 1, an excessiveotiimess of labor
effort and thus employment is implied. This is ontrast to what one
finds in empirical data. This has become one ofntiagor well-known
puzzle in the RBC literaturdt is indeed related to the specification of
the labor market as a cleared market. Though istitectural setting,
(see, for instance, Stockeyal.,1989), the DGE model specifies both
the demand and supply sides of a market, the me@drthe macro
variables of the economy (and thus equilibrium ih raarkets,
including output, labor and capital markets) amwéver, generated
by a one-sided force due to its assumption on wage price
flexibility. The labor effort results only from theecision rule of the
households to supply labor. In our view there stidad no restriction
for the other side of the market, the demand, teeleffects on the
variation of labor effort.

Attempts along those lines have been made to int®d
imperfect competition features into the DGE mddelthose types of
models, producers set the price optimally accordintheir expected
market demand curve. If one follows a Calvo-typécersetting
scheme, there will be a gap between the optimaémnd the existing
price. However, the producer is assumed to suppl output
according to what the market demands for the exjsprice. This
consideration also holds for the labor market. Hieeawage rate is set
optimally by the household according to the expctarket demand
curve for labor. Once the wage has been setasssimed to be rigid
(or adjusted slowly). Thus, if the expectation @ fulfilled, there will
be a gap again between the optimal wage and existage. Yet in
the New Keynesian models the market is still assuioebe cleared
since the household is assumed to supply laborevBatiemand is at
the given wage rate.

In order to better fit the predictions with the dabmarket data,
search and matching theory has been employed teelntbe labor
market in the context of DGE models. Informatiopalinstitutional
search and matching frictions may then explain |dagjium
unemployment rates and its rise. Yet, those mostdlshave a hard

8 A recent evaluation of this failure of the RBC moigajiven in Schmidt-Grohe (2001).
° Rotemberg and Woodford (1995, 1999), King and Wai (1999), Gali (1999) and
Woodford (2003) present a variety of models of npwiistic competition with price

and wage stickiness.
19 vet, this definition of market clearing is notambiguous: markets must be non-
cleared if prices or wages are not optimally adjgsin each instant of time.
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time to explain the large variation of vacanciesl amemployment
and the strong shift of unemployment rates suchf@asgexample,
experienced in Europe since the 1980s, as equiibtinemployment
rate.*

Concerning the labor market we need to pursue gmoaph
along Keynes’ line of hi&eneral Theory(1936: Ch. 2) that allows for
a non-clearing labor market. In Appendix 1 we slibat the Keynes’
criticism of the classical postulates for clearlagor markets can be
re-applied to modern macroeconomics of generallibguim type. In
Appendix 1 it is also demonstrated that the noreptamce of the
classical postulates will lead to a non-clearinigotamarket. In our
view it is the presumption of the smooth, frictiess and unrestricted
choice of households -and firms- that generate ethokssical
equilibrium conditions, which however is in starkntrast to the
actual working of the labor markets and househattiice of labor
effort and consumption under market constraints.

In our view as sketched in the model in Appendixtt3e
decisions with regard to price and quantities aaglenseparately; both
can be subject to optimal behavior. When the grazbeen set, and is
sticky for a certain period, the price is then gite the supplier when
deciding on the quantities. There is no reason theyfirm cannot
choose the optimal quantity rather than what theketademands,
especially when the optimum quantity is less thhe guantity
demanded by the market. This consideration wilbvallfor non-
clearing market®.Based on this idea, one can develop a model which
helps to study labor market problems where housshalfter a first
round of optimization, have to reoptimize when if@cconstraints in
supplying labor to the market (see Gong and Semr0£6b). On the
other hand, firms may face constraints on the prbtharkets. As we
have discussed in Gong and Semmler (2006a: Chs288®b), such
a multiple stage optimization model will allow far more realistic
description of fluctuation of the unemployment sas compared to
the standard DGE model, and it provides also a dwonk to study
the secular rise or fall of unemployment. Detailssoch a model of
non-clearing labor markets, are sketched in AppeBdi

™ For an evaluation of the search and matchingrihas well as the role of shocks to
explain the evolution of unemployment in Europes kungqvist and Sargent (2003)
and Blanchard (2003).

2 There is indeed a long tradition of macroeconomarleling with specification of the
non-clearing labor markets; see, for instance, Ban&$995, 2002) and Malinvaud
(1994). Although our approach owes a substantibt ¢ disequilibrium models, we
move beyond this type of literature; see Appendiardetails.
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2.4. Technology versus demand shocks

In the standard DGE model technology shocks aredthving
force of the business cycles which is assumed tméasured by the
Solow-residual. Since the Solow residual is comgpute the basis of
observed output, capital and employment, it is yore=d that all
factors are fully utilized. There are several reasto distrust the
standard Solow residual as a measure of technotbggk. First,
Mankiw (1989) and Summers (1986) have argued thett & measure
often leads to excessive volatility in productivignd even the
possibility of technological regress, both of whideem to be
empirically implausible. Second, it has been shdthet the Solow
residual can be expressed by some exogenous \em;jdbl example
demand shocks arising from military spending (H4l988) and
changed monetary aggregates (Evans,1992), whichrditesly to be
related to factor productivity. Third, the stand&dlow residual can
be contaminated if the cyclical variation in factotilization are
significant.

Considering that the Solow-residual cannot be édisas a
measure of technology shock, researchers have nevelaped
different methods to measures technology shockeciy. All these
methods are focused on the computation of factitivation. There
are basically three strategies. The first straiegy use an observed
indicator to proxy for unobserved utilization. Aptgal example is to
employ electricity use as a proxy for capacityizailion (see Burnside
et al, 1996). Another strategy is to construct an ecaaanodel so
that one could compute the factor utilization frdhe observed
variables (see Basu and Kimball, 1997 and Betsal, 1998; 1999;
2006). A third strategy uses an appropriate rdsiricin a VAR
estimate to identify a technology shock, see GHI9Q), Gali and
Rabanal (2004), and Francis and Ramey (2001, 2003).

It is well known that one of the major celebrateduanents of
real business cycles theory is that technology lshace pro-cyclical
driving the business cycle. A positive technologpck will increase
output, consumption and employment. Yet this reisuttbtained from
the empirical evidence, in which the technologycthis measured by
the standard Solow-residual. As Gali (1999) anchéismand Ramey
(2001, 2003) we also find that if one uses the exted Solow-
residual, the technology shock is negatively catesl with actual
employment and therefore the RBC model loses itfomdriving
force, see Gong and Semmler (2006; Chs. 5 and &e Meynesian-
oriented researchers have stressed that non-tegynshocks could
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be due to imperfect competition, non-constant rstuo scale and in
particular due to the utilization of capital antida services. The latter
driving forces for the Solow-residual could be allmmarized as
effects arising from demand shocks as for examlk &d Rabanal
(2004) described it.

In sum, as recent empirical literature has showagtors
affecting the Solow-residual, studied by the mosyesian-oriented
literature -and which are defined more or lessexsahd shocks- can
account for at least half of technology shock asasueed by the
Solow-residual. The DGE model predicts a signiftgahigh positive
correlation between technology and employment. Yepirical
research demonstrates, when the technology shot&eaned” by
taking out the effect of the demand shock, thakeast at business
cycle frequency, a negative or zero correlatiorwben technology
and employment exists (see Gali, 1999; Gali andaRah 2004 and
Francis and Ramey, 2001; 2003). This at least hioidshe medium
run over the business cycle. Empirical researchalss shown that a
pure technology shock -cleaned from its demand compt- has a
positive effect on employment only in the long fn.

A further recently raised issue are the short and run effects
of demand shocks, as it is stressed to be thendriforce of the
business cycle by Keynesian theory. Traditionadighhology shocks
have been seen to only have persistent effectsuguo In this view
demand shocks have only a short run effect, netctafig output and
employment in the long run. This is not only presdnm neoclassical
supply side theory but is also presumed in recamlyd VAR tests
with supply and demand shocks. Blanchard and Qu&R7) for
example presume that supply shocks have a permaffadt on
output, but not so demand shocks. The latter haresitory but not
lasting effects on output. Gali (1999) and Gali dabanal (2004)
study productivity shocks and employment in VAR as$ume that
demand shocks have no lasting effects on prodtictivi

The above position of no lasting effect of Keynasgemand
shocks is also often replicated in monetary po$itydies, where it is
usually assumed that monetary policy shocks halxetemporary but
no persistent effects. Yet, following Tobin, Blaactt (2005) shows

2 There is empirical evidence now that technoldgycks will affect positively not only
output but also reduce unemployment in the long amd thus increase employment;
see Khemraj, Rezai and Semmler (2006) andtRl (2007).

4 The short and long run productivity effects argHer discussed in Khemraj, Rezai and
Semmler (2006).
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that monetary policy affects persistently both tbal interest rate as
well as the real activity and employment.

Yet, some presumed lasting and persistent effecugput and
employment (if the latter relationship follows Oksihaw and does
not change in the long ruhheeds some theoretical foundation. As
discussed above (and as further detailed in Goddgsammler, 2006a:
Ch. 8), one can presume that households demangofmis may be
constrained by the firms' actual demand for lab®his way
households also constrain the product market ininguyless
consumption goods than firms would like to havediduln Gong and
Semmler (2006a: Ch. 8), the non-cleared labor nhaskaerived from
a multiple stage decision process of householdadamonstraints in
the labor market; but firms are also likely to benstrained in the
product market. This additional complication camsardue to the
interaction of the labor market and the productkagconstraints.

If firms, however, face constraints on the prodontrket, this
may explain the technology puzzle, namely that tp@sitechnology
shocks may have a negative effect on employmetiteirshort run - a
phenomenon inconsistent with equilibrium businegslec models,
where technology shocks and employment are pretlicte be
positively correlated. This result is also oftertadtied in an economy
with monopolistic competition, as in New Keynesianonomics,
where prices and wages are set by a monopolispplisun and are
sticky, resulting in an updating scheme of priced avages where
only a fraction of prices and wages are optimatiyesach time period.

Yet we can, as above mentioned, also introducenaclearing
labor market, resulting, as demonstrated in Apperli from a
multiple stage decision problem, where the houskhaonstraint on
the labor market spills over to the product mar&et the firms’
constraints on the product market generates emp@oymonstraints.
We indeed can show that such a model matches bieteiseries data
of advanced economies such as the US and the Eeapsee Erngt
al. (2006). If this is the case, increase of demarmbilpes important
and it may have persistent effects. As to our kedgé, the lasting
effects of demand shocks have not been studiedrinst of a VAR
methodology.

15 For a detailed discussion of this point, see Ktagnviadrick and Semmler (2006).
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2.5. Smooth asset markets versus financial madiatility

We may say that the standard DGE model has leftvitis
another major puzzle. This puzzle is related toakset market and
the volatility of asset prices which is often dissed under the
heading of the equity premium puzzle which canr®ekplained by
the standard DGE asset pricing theory; for moraitdetsee Semmler
(2006). Extensive research has been pursued onptbislem by
elaborating on more general preferences and tespyoshocks.
Usually consumption-based asset pricing modelsusesl to explain
the equity premium and volatility of asset pricesing power utility
or habit formation in consumption and adding ottea frictions such
adjustment cost of capital are not sufficient teegan equity premium
of sufficient size; see Grine and Semmler (200@).tHe DGE
tradition, asset price movements and financial etavklatility reflect
real rigidities and real shocks. Financial markedcks do not play
any independent role. If some feedback from asse¢ polatility to
preferences is introduced (as done in recent theafi loss aversion),
some progress can be made; see Grine and Sem@08).(2

This deficiencies of the DGE models with respectntodern
financial market facts has early been recognizedBbynanke and
Gertler (1989) and Bernanlet al. (1998), who have built models with
credit and imperfect capital markets. Here then firancial
accelerator, in addition to the real accelera®miroduced to explain
the role of financial markets for macroeconomiciwyt Credit
constraints and/or state-dependent risk premiacfedit, which are
derived from information and screening cost, reitgra financial risk
premium or default premium, can magnify a real &sac that the
financial accelerator impacts both the upturn al asthe downturn
of the economy. In upturns the collateral is higlaed thus risk
premium lower and in downturns the collateral wéo and thus risk
premium higher. The financial side of the econoroig @rocyclically,
magnifying business cycles. A further extensiontladse types of
models is provided in Grine and Semmler (2005) w/liers shown
that risk premia also affect asset pricing and tties value of the
collateral itself, which implies that the famous digliani-Miller
theorem would not hold when firm value, and thus tollateral,
becomes endogenous.

Those models that broke away from the neutralitydebt
finance -and which have implicitly introduced crteaind debt finance
in macro models- originate in Kalecki's (1937) hmiple of
increasing risk". Although Keynes (1936: Ch. 8) Haslt with credit
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and debt only rudimentarily in hi$seneral Theory it was in
particular, Kalecki (1937), Gurley and Shaw (196é0) then later
Minsky (1976; 1978) who have taken the study oftdéiance as
crucial for modern investment theory and macro dyiea. Minsky
has built up the modern theory of financial fragilifor details, see
Semmler (2006: Chs. 4-6). Financial fragility thebtas recently not
only been applied to explain the important rolehef financial sector
in advanced economies but appears to be also \deyant in
emerging markets as well, see Frankel (2005).

3. An overall evaluation: The role of the future in
Keynes

As aforementioned, stochastic dynamic modellingtsgies of
forward looking type have become important in macomomics. As
discussed also above, this type of macroeconoméss groduced
major puzzles. Most of the puzzles have to do sbimgtwith the role
of the future in economic decisions. Rational exgans revolution
has overly stressed the role of perfect anticipatd the future in
economics. On the other hand traditional Keynesieonomics has
often neglected the role of the future. So whatvaet to discuss here
is Keynes’ view of the future that is substantivdliferent from how
the rational expectation school sees it.

Earlier, in the 1920s and 1930s Hayek, Keynes amdtK tried
to explain aggregate outcome in reference to iddai behavior
where individual market agents form some expeatation the future
with limited and imperfect knowledge of the futu#e would like to
argue that the role of the future is importanteommic decisions and
has been substantially dealt with by Keynes.

The first important aspect is the decision underewainty and
the way how some knowledge on the future is obthared decisions
are made. Keynes, meant that the future is onlynretely
accessible through probabilistic and statisticdtidations. Keynes
says: " We are merely reminding ourselves that mudexisions ....,
cannot depend on strict mathematical expectatioceshe basis for
making such calculations does not exist; andat. dlr rational selves
[are] choosing between alternatives as best agevalde, calculating
where we can, but often falling back for our motiee whim or
sentiment or chance." (Keynes, 1936: 162) What dleiscription of
individual decision-making actually means that aaél individuals
would adopt forecasting strategies that, in genermlude factors,
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formal or informal, which cannot be adequately espnted by the
standard statistical theoty.

A second important aspect of Keynes’ thinking abdlos
decision under an uncertain future is that agentsuader market
constraints when the decisions are attempted impkemented’ We
want to argue that it is not necessarily in contt@amh to Keynes to
pursue dynamic macroeconomic models with adaptivelyonal
agents, but we do not need to presume perfect leumel and clearing
of all markets at all times. Agents act under tlmstraints that
markets are not cleared. As shown above, to allmwnbn-clearing
markets, we can introduce a multiple stage adaptaasion process
where agents can reoptimize when facing such mardkedtraints. We
have argued in Gong and Semmler (2006a) that émgroral
behavior by adaptive rational agents are not intradiction to a
Keynesian view on the working of modern macroecaesnif the
market constraints are properly taken into account.

A third important aspect is Keynes' concern witle tlnk
between individual decisions and aggregate outcdfagnes in fact
recognizes that agents are adaptively rational dadattempt to
optimize, but he distinguishes between individuateitemporal
rational behavior and aggregate behavior and owgcdrhe latter, in
his view, should be the focus of macro policy. Agards saving and
consumption, he demonstrates that individual saviudl be
undertaken rationally, among other motives, in ptdéuild up assets
for future consumption or to secure resources toycaut further
investment® On the other hand, in Keynes' view, aggregate
consumption and saving has to strike a delicatanigal between the
past and the future. He argued that an increaseauing by a
reduction of current consumption will reduce effeetdemand and
will reduce employment; but it will have this efteanly as much as it
is not accompanied by an increase of expecteddutmnsumption and
investment stimulating current output and employin&hus current
consumption is seen to represent a link betweerp#st (linked to
past output and income) and the futtire.

Investment is driven by prospective yields depegain future
effective demand. Saving and investment lead toréutonsumption

® For a further exploration of this aspect, seedRgn and Goldberg in Aghioet al.
(2003).

7 This is an aspect that in particular Richards@®6Q) has stressed.

18 See Keynes (1936: Ch. 9)

9 See Keynes (1936: Ch. 8 and Ch. 16)
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and thus to stimulation of investment and output, ibalso leads to
lower current consumption endangering current demaand
employment. Whether or not reduction in aggregatessemption and
increase in savings will be expansionary or cotivaary depends on
income expectations of households and on the exipi@cs of the
valuation of firms' capital assets. Concerning ekgtons, Keynes
stresses that not only is the current state oftalapguipment and
technology related to various past states of egpiects, but there may
be a multiplicity of future long run positions geated by the
dynamics of expectations and lock-in effects fréma past), a topic
that we have discussed above in Sect. 2.

Moreover, although price and wage flexibility maye b
advantageous for the individual agent, aggregateaier may be
destabilized by the fluctuations of aggregate grieved wage3.In fact
in Keynes sticky wages and prices are perceivebetcstabilizing.
Although Keynes does not believe that large fluotuwes in
unemployment can be derived on the basis of thesiclal postulates
(and are thus not voluntary or frictional), he mbaguous what the
causes are of persistent unemployment - whetheromes from
protracted periods of disequilibrium or is an eiipuilm phenomenon
(so that the economy got stuck at a low level doyiilm).

In responding to such issues, in the modellingtesgiain Gong
and Semmler (2006a: Chs. 8-9) we have worked owtemmeariants
with sticky prices and wages, as perceived in KeyNéth the use of
some ideas by Keynes, one can employ the assumgptidgnamic
decision making under imperfect knowledge and ntackastraints.
As we have shown above, this might help us to iwmg@ron the
modern labor market puzzles. An important extensdo make wage
adjustments endogenous, such as for example prposéhlig
(2004) and as in Gong and Semmler (2006b) whereewages
respond to past wage rates and employment. We thiak such a
modelling of wage and price setting is essentiafdture work on the
labor market.

Let us suppose adaptive rational optimization benawof
economic agents. We have shown that, on the one, lme@useholds'
demand for consumption goods reflects optimal d&essconcerning
the future paths of technology and capital stoagdeholds, on the
other hand, also respond to current employmentthnd firms are

% See Keynes (1936: Ch. 5)
%L See Chiarellet al. (2006).
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also likely to be constrained by the current hoo#di decisions on
the product market. The latter phenomenon was siistl above
where we have argued that, given demand constrf@nfsms on the
product market, it appears as reasonable that démiy shocks may
have negative effects in the short and medium mremployment.
Such a model of constrained labor and product nsnkey help to
explain the technology puzzle of standard RBC nwdehere
technology shocks are procyclical and increase eynpgént. In our
context, although technology shocks are likely te positively
correlated with employment in the long run, in girt and medium
run it may have adverse effects on employment, hiér¢ are
simultaneously labor and product market constramitéch were a
major concern for Keynes.

We know that assuming a dynamic decision framewamk
intertemporal optimizing behavior for agents is notontroversial in
the Keynesian tradition. It is, in particular, caversial when a single
agent's dynamic optimization behavior is positedhtdd for the
macroeconomy - as in the representative agent RBdehm to also
hold for the aggregate behavior. As Keynes warnghesindividual
optimal choice does not necessarily result in sigcipreferred
outcomes. Social aggregate choices and policies beapeeded to
complement individual behaviér.Yet, taking this qualification into
account, intertemporally optimizing behavior of Beholds may be a
useful first approximation of aggregate behaviowat.

As has been recently pointed out this view can piseide one
with an interesting framewotkto study growth regimes, or eras,
where certain preferences and technologies prevailmay change
over time. For countries there may be distinctedéhces over time of
growth regimes that suggest substantial changesoosumption,
saving and technology, the outcome of which maymeasured by
some welfare function in which more variables entean the per
capita income.

As mentioned above in Sect. 2, research along ithe of
Keynesian micro-oriented macroeconomics has beestortgally
developed by two approaches: one is the tradittbomam-clearing
market (or disequilibrium analysis), and the othsr the New
Keynesian analysis of monopolistic competition atidky prices and
wages. These two approaches are relevant histdraditions. One

22 See Keynes (1936: Ch. 24)
% An excellent framework for such a study is depekbin Day and Young (2004).
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can improve on the labor market, technology and eroth
macroeconomics puzzles, if we combine these twaoagpes in a
dynamic decision framework. We want to argue thatto traditions
can indeed be complementary rather than excluane therefore they
can somewhat be consolidated into a more completers of price
and quantity dynamics within the Keynesian traditio

The main new method we need here to reconcile W t
traditions is a multiple stage adaptive rationdideor with updating
of information, where agents revise decisions oney have
perceived and learned about market constraints.s,Tiadaptive
behavior permits us to properly treat the markgusichent for non-
clearing markets which, we hope, allows us to nskae progress to
match better macro models with time series data.

Finally we want to note that those dynamic decigmardels are
often difficult to solve. Macroeconomic researchergstly focus on
approximate solutions, computed from first ordendibons. Often
linearization or log-linearization of the first @dconditions are used,;
although recent methods sometimes suggest takiogndeorder
approximations as well for the evaluation of polishocks, in
particular if the shocks are large, such as taxngésg. We want to
note here that the method used in Gong and Senf{&0686a; 2006b)
appears to be sufficiently accurate to supply atiplalstage decision
model by which the working of noncleared labor gndduct markets
can be understood and also empirically evaluéted.

4. Conclusions

The DGE model reduces macroeconomics to the fridss,
smooth and unconstrained decision making of dynaligioptimizing
agents. New Keynesian economics reduces the Keymesntribution
to macro economics to the role of sticky wages amndes for
macroeconomics. They tend to accept the equilibrfitamework of
the DGE models for modelling phenomena of moderncrma
economics and fiscal and monetary policy effecte Wink we can

24 See Schmidt-Grohe and Uribe (2004).

% For the equilibrium approach, increasingly lasgale models with Keynesian features
are recently introduced in the macro literature érample, for the study of monetary
and fiscal policy effects- that are solved by stfiand second order approximations
about some steady-state, see DYNARE as developellibgrd (1996). Large scale
macro models, in particular for policy evaluatiohaye recently made much progress
in the application to the U.S. and Euro area ecoenYet to what extent they are
accurate may still be an important question; sed&&aet al. (2007).
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move beyond this acceptance and return, concethenghajor issues,
to Keynes’ thinking. Keynes was responding to étadseconomics.
We have attempted to elaborate how Keynes would hesponded to
the DGE model. Many topics not only can be enrichvtth Keynes’
ideas, but the overall role that Keynes has asdigoehe role of the
future, decision under imperfect knowledge and madonstraints as
well as to the difference of individual and soahbice are important
and lasting elements in Keynesian theory. We dohawe to fall into
the trap that the past does not count, but onleetgtions of future
paths are relevant. As our epigraph at the beginsimows, the past is
important as well since it has locked us in intpeptations, which
were formed in the pa%t,and economic decisions of the past,
becoming also a determining structure for the prese

% Keynes gives an example of this type of expematiwhen he mentions that "past
expectations... are embodied in the to-day's dagifiaipment..." (Keynes, 1936:50).
" Recently it has been discovered that purely fadwaoking models do fail, too.
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Appendix 1

The classical postulates and the non-clearingefehor
market

Keynes, in theGeneral Theory already criticized the two
classical postulate according to which the laborketais cleared (see
Keynes, 1936: Ch. 2). The first is that the wageedmial to the
marginal product. The second is that the disutitywvork is brought
into line with the utility of the real wage.

Modern intertemporal decision theory has similddymulated
three conditions resulting also in a cleared labmarket. Those
conditions are the result of first order conditiarsl Euler equations
and they come into existence as a result of fméti®s, smooth and
unrestricted consumption - leisure (employment) i@howhere
economic agents can, in an intertemporal settmggly and smoothly
trade off consumption, leisure and employnt&nndeed, in the
context of the smooth and unconstrained intertealpohoice of
modern equilibrium theory, there are three margowiditions that
ensure three equilibria to be established. These ar

 the Euler equation that ensures an equality énitiertemporal

trade-off of consumption in consecutive periods,

 the marginal rate of substitution equal to thal reage (the cost

of trading off leisure against consumption is eqt@lthe real

wage),

« the optimizing of the firm ensures the equalifyttee marginal

product of labor equal to the real wage.

There have been two Keynesian responses to theeathose
conditions. The first, originating directly in Kegs, is that there is too
much uncertainty to equate those marginal conditiés to postulate
(i), the intertemporal arbitrage between of consuomptoday and
consumption tomorrow faces too much of a changaaonroeconomic
environment in order to be realistic. The time sygatioo long to make
accurate trade-offs; see Keynes (1936: Ch. 8). Apastulate (ii),
Keynes’ response was that workers cannot bargaithéoreal wage,
but only for the money wage.

% An early doubt of this assumption and an emglirteat of this postulate has been
undertaken by Mankivet al (1985) who state that their empirical resultsstcgerious
doubts on the premise of most classical macroecanamdels that observe a labor
supply represents unconstrained choices given tpptes" (p. 241).
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A second response, articulated in our times, it wheereas the
establishment of those equalities presumes frilggmlabor markets
actual labor markets are sluggishly adjusting. €hare not only
nominal frictions of adjusting wages as Keynesatlyehad discussed,
but also real frictions in labor markets (employmerontracts,
employment protections, adjustment cost of firmd amorkers, cost
and frustration in finding work, etc), see receontcibutions such as
Gong and Semmler (2006b) and Blanchard and GaO5R0As we
argue in this paper one possible approach is towalor wage
stickiness and a non-clearing labor market. Thisld:@lso give rise
to the fact that the conditions (i) and (ii) do hold®

There are now many models where non-clearing |abarket
could occur, see Malinvaud (1994) and Benassy (12082). Yet, the
latter models of non-clearing markets of the Fredgequilibrium
tradition are mostly static. Moreover, in thosedsts with non-
clearing labor market, an explicit labor demandcfion is introduced
from the perspective of the decision problems effirms. However,
the decision rule with regard to labor supply iesth models is often
dropped; because the labor supply no longer appedise welfare
function of the household. Consequently, the momehtabor effort
become purely demand-determined. Implicitly, tHsotasupply in the
these models with non-clearing labor market is m&slito be given
exogenously*

2 As well as product and capital markets.

% Recently there are many studies on EU-countriest #dlow for considerable
sluggishness in the labor market. Many of thoseistuare discussed in Errett al
(2006), see also Gatit al. (2003) who have considered the welfare cost ferdase
when conditions (ii) does not hold, i.e. when tharginal rate of substitution differs
from the real wage and thus from the marginal pebdiilabor, given by (iii).

% A recent line of research on modeling unemploytriena dynamic optimization
framework can be found in the work by Merz (1998)oag others, who endogenizes
labor demand and labor supply by employing seanchraatching theory to model the
labor market. Yet, as shown recently, the searchnaatching models have difficulties
to capture the volatility of the actual ratio oteacies and unemployment, and the drift
in unemployment rates; see Shimer (2005).



50 Willi SEMMLER — Gang GONG

Appendix 2
The model of multipleequilibriawith adjustment cost

The model we present here builds on a standardenteoral
macro model, see Kingt al (1988), but goes beyond it. Moreover, it
is augmented by a adjustment cost in investmenrg. State equation
for the capital stock takes the form:

Kia = (1-0)K, +1, -Q, 1)
where K., |, and Q, are respectively the capital stock,

investment and adjustment cost, all in real ternds; is the
depreciation rate. Here we allow

I = AKtl_a(Ntxt)a -G
with C, to be consumptionN, per capita working hoursA

the temporary shock in technology, anq is the permanent shock

(including both population and productivity growtthat follows a
growth ratey. The model is non-stationary due ¥q . To transform

the model into a stationary version we need toeshetrithe variables.
For this, we divide both sides of Eq. (1) by:

_ L gk +i -
ko= 1, [A-Ok +i-a]

Above, we have definek, i, and g, to be the detrended

. K C Q
variables forK.,, C. andQ: k=—Y, ¢ =— and g =—-. In
v G Q: k X. G X, e} X,

particular,

i = AK™(n N/0.3Y —¢,

where ¢, E% andn, = % with N denoting the sample
mean ofN, . t

The detrended adjustment cosi depend on detrended
investment, :

d =q(,)
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Many non-linear forms ofg(i) may lead to a multiplicity of
equilibria. Here we consider thgfi) takes the logistic form:
oi) =B OA) G @)
expl,i)+a, 1+aq,
Note that in Eq. (2) we posit a restriction suchttf(0)=0.
Another restriction is thaty(i) <i, indicating that the adjustment cost

should never be larger than the investment itd&th restrictions
seem reasonable.
Now if the objective function takes the form

maxEoiﬂt [logc, +8log(1-n)]
t=0

multiple (three) equilibria are likely to exist gn even the
standard parameters of intertemporal models. Thidshfor a wide
range of parameters in Eq. (2). The details of thiglel are given in
Gong and Semmler (2006a: Ch. 7).

Appendix 3
The model of non-clearing labor market with wage
stickiness

We shall follow the standard assumptions on idahtic
households and identical firms. There are threencodities in our
model and therefore we have three types of pritdes,output price

p,, the wage raten, and the rental rate of capital stock One of
them should serve asrameraire which we assume to be the output
price. This implies that the wage and the rental rate of capital stock

r, are all measured in terms of the physical unitsutput.

The wage setting
At the beginning of period, the household should first choose
the optimal wagew, by building on the following dynamic
optimization problem:
nax E[Z(Eﬂ)‘u(qﬂ.m)} (3)
WG+ }izo i=0

subject to
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_ 1 e}
Kot = 1 (A= Ok + F (o A~ @

\Mt]: fn(kt+i’nt+i Tt ) (5)
Above, U([) is the utility function which depends on

consumptionc,,; and employment,,;; f() = A, k5" (n, N/0.3)f

is the production function in a stationary form,igvhis implied by
Eqg. (4); f, (Y in Eq. (5) is the marginal product of labor ded\feom
f([); B is the discount factoré is the probability that the wage rate

w will remain in periodt +1;* and finally, E, is the expectation

operator. Note that here we have assumed thatahsehold knows
the production functionf () and therefore knows the firm's demand

curve for labor as expressed in Eq. (5).
Solving this dynamic optimization problem as expegkin Egs.
(3) - (5) will allow us to obtaina,’ which depends on the expectation

on the technology sequent{é\+i}f;o 2 Next, in the spirit of Calvo

(1983) we presume the existence of adjustment @vdtsled by the
economy as a whole, and assign a probabffitythat a fraction of

wages will be sticky and the other fracti¢h—¢) will be adjusted.
This implies a partial adjustment process, such as

W = é—Wt—l + (l_ E)V\,t‘]’ (6)

wherew, is the actual wage rate at peribd

The Decision of the Household

Given the wage rate as expressed in Eg. (6), thedhmld will
decide about its preferences for output demand fantbr supply

S

{c{ii s ne, kt+i+l}°°o' Note that here we have used the supersctipts

and s to refer to the agent's desired, or notional, dedrend supply.
The decision problem for the household to derigedémand and
supply can be formulated as

32 Therefore,&' is the probability that; will remain in periodt +i .
3 For further details of this solution, see Gond &mmler (2006b).
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max Et[iﬁiu (Ctd+i N )} (7)
{Ctd+i 'nts+i}i:o i=0
subject to
ktiiﬂ = (1_ J)kti + f (ktS‘H ’ r‘lts+i ’ A+i ) _Ctd+i : (8)

For the given technology s,equen{‘.ét+i}°o Egs. (7) and (8)

i=0"
form a standard intertemporal decision problem. Sbkition to this
problem can be written as:

Ctd+i = Gc(ktsﬂ ! A+i); (9)
r]Is+i = C;n(ktsﬂ ! A+i)' (10)

We shall remark that although the solution appearbe a
sequence{cii,n[ii}:io only (c?,n®) along with (i’,k%), where
il =f(k®n>,A)-c' and k®=k , are actually carried into the

market by the household for exchange due to owngsson of re-
opening of the market.

The decision of the firm

Since the firm simply rents capital and hires labora period-
by-period basis, the problem faced by the repraseetfirm at period
t is to choose the current input demands and ousmpplies

(n®, k¢, y%) that maximizes the current profit:
maxy; —rk’ —wn
subject to
y; = f(A k) (11)

The solution to the above problem will allow usdbtain the
demand for inputs:

k! =K(w,r,A) (12)

' =N(w, 1, A) (13)
while the supply of output is given by Eq. (11).

Transactions in factor market

Next we shall consider the transactions in ourghmarkets: the
capital, labor and product markets. Let us firsisider the two factor
markets. Given the wage rate& as expressed in Eq. (6), the rental
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rate of capitalr, is adjustable to clear the capital market so tinat
have

k =k =k’ (14)
This equilibrium condition allows us to obtam. Givenr, as

determined by the equilibrium condition Eq. (143lam as expressed

in Eq. (6), there is no reason to believe thatla®r market can be
cleared. In this case, we shall have to specify twiée applies
regarding the realization of actual employment.

Employment Rules: When a non-clearing of the laimarket
occurs, either of the following rules might be apg!

n, =min(ny', ny), (15)
n =y +(1-a)ry. (16)
wherea [1(0,1).

Above, the first is the famous short-side rule when-clearing
of the market occurs. It has been widely used m literature on
disequilibrium analysis (see, for instance, Bend$sb, 1984, among
others). The second might be called the compromike This rule
indicates that when non-clearing of the labor miadkeurs both firms
and workers have to compromise. If there is exsapply, firms will
employ more labor than what they wish to empto@n the other
hand, when there is excess demand, workers wikk hawoffer more
effort than they wish to offéf.Such mutual compromises may be due
to institutional structures and moral standardhefsociety. Given the
rather corporate relationship of labor and firms Europe, for
example, this compromise rule might be consideretkasonable
approximation. Such a rule that seems to hold fanynother
countries was already discussed early in the ecanbierature, see
Meyers (1968) and Solow (1979). See also Eehsi. (2006) where a
test of this rule is performed for many Europeanntoes.

The transactions in product market

34 This could also be realized by firms by demandivggsame (or less) hours per worker,
but employing more workers than being optimal. Tbése corresponds to what is
discussed in the literature as labor hoarding wkieres hesitate to fire workers during
a recession because it may be hard to find new ewsrin the next upswing, see
Burnsideet al. (1993).

% This could be achieved by employing the same runatb workers but each worker
supplying more hours (varying shift length and ¢ivee work); for a more formal
treatment of this point, see Burnsieteal. (1993).
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After the transactions in these two factor markedase been
carried out, the firm will engage in its productiaativity. The result
is the output supply, which, instead of Eqg. (140w given by

ye = f(k,n, A). (12

Then the transaction needs to be carried out \eipect toy; .

It is important to note that when the labor maikehot cleared, the
previous consumption plan as expressed by Eq. €6drhes invalid
due to the improper budget constraint, which furtheeing the
improper transition rule of capital Eq. (8), forrdéng the plan.
Therefore, the household will be required to camdtra new
consumption plan, which should be derived from fo#owing

optimization program:

max) (c'.n)+ E{Zﬂiu (v )}

S i=1

subject to

ki =(1-0)k + f(k,n, A)-cf

ktiiﬂ = (1_ J)kti + f (ktS‘H ’ ntS+i ’ A+i ) _thiti

i=1,2,...

Note that in this optimization program the only idemn variable

is aboutc” and the data includes not on¥y and k., but alson,,

which is given by either Eq. (15) or Eqg. (16). Wancwrite the
solution in terms of the following equatién:

¢ =G, (k. A.n) (17)
Given this adjusted consumption plan, the productrket
should be cleared if the household demahgk, ,n,A)—-c’ for

investment. Thereforec’ in (17) should also be the realized

consumption.

The model as demonstrated in Gong and Semmler £2@TI6s.
8-9) will generate data series that is much moosecto the variation
of observed time series in comparison with thedsash intertemporal
model that presume market clearing.

% See Gong and Semmler (2006: Ch. 8) for details.
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Ozet

Keynes ve ¢gdas makroiktisat

Dinamik Genel Denge (DGD) modeli, ya dauo populer versiyonu
sayllabilecek olan Reel Konjonktir Cevrimi modsbn yillarda makroiktisadin
basat paradigmasi haline gelgtir. Ginimiizde bircok "Yeni Keynesci'nin de bu
yeni paradigmayi payag! izlenmektedir. KeynesGenel Teorsinde ¢&inin
egemen iktisat anlayn olan klasik iktisada tepki gostergnive elsatiriler
yoneltmiti. Bu makalede Keynes gliincesinin makroiktisattaki yeni
paradigmayi nasil katayac& sorgulanmaktadir. Bunun yaninda, beliba
makroekonomik konular tastimakta ve geleneksel Keynesci modellerle DGD
modelleri arasindaki farklarin nerelerden kayna#talecegi aciklanmaktadir.
Ayrica, bazi Keynesci goslerin ¢gides makroekonomi teorisinin yiizylze
geldigi 6énemli "bilmece"lerin ¢éziimine nasil katkigkgyabilecgine aciklik
getiriimektedir.

Anahtar kelimeler Keynesgil iktisat, DGD modelleri, temizlenmeyen piyasalar,
konjonktlr ¢evrimleri.

JEL siniflandirmasiEQ, E2, E3, E24.



