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3 â€“ Present those results in words. 4 â€“ Explain what is the effect of a positive technological shock on worked hours in an RBC model. What would be the typical ... 
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Toulouse School of Economics – 2008-2009 M2 – Macroeconomics II — Franck Portier Retake Exam I – Discussion – About Gali’s 1999 AER Paper (Technology, Employment, and the Business Cycle: Do Technology Shocks Explain Aggregate Fluctuations?) (50 points) In his 1999 AER paper, Jordi Gali is estimating the following VAR:



[...] 1 – Explain why it is useful to decompose the VAR innovations into two orthogonal components 2 – Explain what are the assumptions made by Gali to get sequences of technology and non-technology shocks. Are these assumptions reasonable? Some of the results of the estimation are given in the following table:



1



3 – Present those results in words. 4 – Explain what is the effect of a positive technological shock on worked hours in an RBC model. What would be the typical shape of an impulse response of worked hours to a technological shock? 5 – Think of a model with fixed price, in which aggregate demand is given by Y = M P and aggregate production function by Y = AH where H are worked hours and A the technological parameter. What will be the effect of a positive technological shock dA > 0 on H? What do you conclude from Gali’s econometric results in terms of aggregate demand versus aggregate supply shocks? II – Questions (50 points) Please propose a structured answer to each question, with as much economic content as possible. Please define the main terms and use math if needed. 1 – The construction of the Aggregate Demand Curve. 2 – The Lucas critique.
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