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Development of a New Keynesian Econometric Model
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We discuss the development of a small global macroeconometric model involving 5 na
tions/areas: US, Japan, EU, China and Korea. The model has the typical features of a new Keynesian macroec
onomic model, including the effects of both short-term demand shocks and long-term equilibrium conditions.

Several simulation analyses indicate that the multiplier of the fiscal expansion is 1.4~1.6. US, Japan an
d EU have a larger impact on China and Korea. The reverse is not true even though China has become the sec
ond largest economy; indeed, the effects are quite asymmetrical.

We examined the impacts of the exchange rate policy on GDP under the game theoretical framework. Against
the commonly accepted story that the coordination can always yield gains, we found that the optimal exchan
ge rate policy differs by game type and the characteristics of the economy, especially how the country dep
ends on the trade.
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calibration
us Japan EU China Korea
US expansion 1.28 0.12 0.01 0.61 0.31
Japan 0.01 1.25 0.00 0.26 0.10
EU 0.01 0.06 1.59 0.19 0.13
China 0.01 0.02 0.00 1.35 0.18
Korea 0.00 0.01 0.00 0.03 1.46
(*)effects on other countries by
1% expansion of GDPV at the 1st year average (%)
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