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imported goods given by € γ 1 γ −1 γ −1
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artifice of you to create proper avowal of
reading style. Well, it is not an simple
challenging if you in fact complete not
later reading. It will be worse.
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relationship between monetary policy,
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to the development of a framework—the
so-called New Keynesian model—that is
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The following chapters offer an
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a discussion of its policy implications.
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respect to those real variables. In our
simple model output and employment
⁄uctuate in response to variations in 6.
technology, which is assumed to be the
only real driving force.3 In particu-lar,
output always rises in the face of a
productivity increase, with the size

Jordi Galí CREI and UPF August 2007

As shown in the appendix, the solution to
that problem yields the set of demand
equations C t(i) = P t(i) P t C t (1) for all
i2 [0;1], where P t hR 1 0 P t(i)1 di i 1 1 is
an aggregate price index. Furthermore,
and conditional on such optimal
behavior, we have Z 1 0 P t(i) C t(i) di= P
t C t i.e., we can write total consumption
expenditures as the product of the price


