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Abstract 
 

This dissertation addresses three topics: (i) recent boom of DSGE models popularity, 

and their use for monetary policy, (ii) imperfect knowledge, and expectations 

heterogeneity in DSGE models, and (iii) proximity of surveyed inflation expectations 

and market expectations. 

 

 

In the first chapter, co-authored with Adrian Pagan, we discuss three basic issues in 

adopting DSGE models for policy making: model design, matching the data, and 

operational requirements. We begin with a general discussion of the structure of 

dynamic stochastic general equilibrium (DSGE) models where we investigate issues 

like (i) the type of restrictions being imposed by DSGE models upon system 

dynamics, (ii) the implication these models would have for "location parameters", viz. 

growth rates, and (iii) whether these models can track the long-run movements in 

variables as well as matching dynamic adjustment. The first chapter further looks at 

the types of models that have been constructed in central banks for macro policy 

analysis. We distinguish four generations of these and detail how the emerging 

current generation, which are often referred to as DSGE models, differs from the 

previous generations. The last part of the chapter is devoted to a variety of topics 

involving estimation and evaluation of DSGE models. 

 

In the second chapter, I examine the role of monetary policy in a heterogeneous 

expectations environment. I use a New Keynesian business cycle model as the 

experiment laboratory. I assume that a central bank and private economic agents 

(households, and producing firms) have imperfect and heterogeneous information 

about the economy, and as a consequence, they disagree in their views on its future 

development. All agents are adaptively learning. Measured by the central bank's 

expected loss, the two major findings are: (i) policy, which is efficient under 

homogeneous expectations is not efficient under the heterogeneous expectations; (ii) 

in the short and mid run, too inflation responsive policy increases volatility of 

inflation and output, but in the long run, inflation responsive policy improves 

economic volatility. 

 

In the third chapter, I develop a simple econometric tool to test for the similarity 

between surveyed inflation expectations and the market expectations on the Czech 

Interbank money market. Monthly data on the inflation expectations of financial 

analysts in the Czech Republic exhibit a tendency for permanent bias and 

ineffectiveness. But the surveyed data seem to be a good predictor for the 3 month 

Prague interbank offer rate. Using methodology based on an adjusted Fisher rule -- 

relating inflation expectations, nominal and real interest rate --, I find that the 

difference between the surveyed and market expectations is not statistically 

significant. 


