
 

Accepted Manuscript

Assessing DSGE Model Nonlinearities
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Please cite this article as: S. Borağan Aruoba, Luigi Bocola, Frank Schorfheide, Assessing DSGE
Model Nonlinearities, Journal of Economic Dynamics & Control (2017), doi: 10.1016/j.jedc.2017.07.006

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.jedc.2017.07.006
http://dx.doi.org/10.1016/j.jedc.2017.07.006


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Assessing DSGE Model Nonlinearities
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Abstract

We develop a new class of time series models to identify nonlinearities in the data

and to evaluate DSGE models. U.S. output growth and the federal funds rate display

nonlinear conditional mean dynamics, while inflation and nominal wage growth feature

conditional heteroskedasticity. We estimate a DSGE model with asymmetric wage and

price adjustment costs and use predictive checks to assess its ability to account for

nonlinearities. While it is able to match the nonlinear inflation and wage dynamics,

thanks to the estimated downward wage and price rigidities, these do not spill over to

output growth or the interest rate. (JEL C11, C32, C52, E32)
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