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B ASUERSS TELE LR ERETIEEE - K
LT A B R S 43 e P R R o A TR

ﬁ
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=€eBx) + 07
t
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A B R R A A B B i R AR
F > witt Bl w RIS - (S T
BRI - M LER BRI T k3
B e SR BT USRS B A SR
B By P B R S R S SR IR R R
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TEERAVBEITR R BRI » ASCIE ek
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Fo 7 VRE A 55 By = IR 4 B 25
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B TSR H  EE E EL S R (FDR AR - B
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EEAEEENER TS - BWEE R
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B X 43 R ORI SR A S 5 M 48 ) B S
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T JRENET (B A M2 R R H AR e
1T o HR A SRS vh (58 = 558 (=) B )
AZEHE TS0 MBS R AR AR Qe WA
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¢ = PpmMe_q+ (1= pm)[qb;tnﬁg 1+ ) Ve

|

1

3
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¢ AE B EEAIPH CPLERE R
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WERIEE: (= preliatee,  (8)
SR AT
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TR ¢ = pade+ €5, (45)
BUMER I 2 = priiat+ep,  (46)
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K1 IHERBELE (calibrated parameters)
28 2R EE
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5 CrARSES RS 0.04
9 J& FA A 5 By a0 o T 3.5
U TR EARRE R S 3.40%
O BARTEER 0.023
a N i s e ] 0.33
Aq B BRI R IR 0.13
my—1 T E AR RE B 0.3%
My —1 T EARRRRE A RR 0.52%
a'(ny/a'l)  EARUFHSEEARFI R 0.062
2y TEIVHE B (GRS B S L] 0.27
w; B ERERE  H E] 0.48
h SMETEEEE 0.5
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Amim TR I B A IR TR E 1 12

= BEEHEHER Bl 3 (R IR R 22 R B iy H IS 305
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100 o4

100 % 0,2

100 x o,

100 % 0 ,a

100 * g mc

100 * 0 ;m,i

100 * 0«

100 * om

100 + o,

s
N

Z ® W ® W ® Wz Z zZ

T W ® ®® W W W T W

6836386068068 8 08

Sl
7.7 1.0
2.0 1.0
2.0 1.0
2.0 1.0
0.5 0.1
0.68 0.1
0.68 0.1
0.5 0.1
0.6 0.1
0.7 0.1
4.0 1.0
0.7 0.15
0.5 0.15
0.8 0.1
0.5 0.15
0.5 0.15
0.2 0.1
0.5 0.15
0.5 0.15
0.3 0.15
0.8 0.1
0.5 0.27
0.3 0.14
0.5 0.27
024 0.13
0.58  0.30
028 0.14
039  0.20
039 020
0.66 024
0.59 031
028 0.14

HERSIIC
T 90%(SHEEE R
6.02 417  7.65
435 502 595
3.09 224 408
3.08 259  3.66
031 029 033
027 022 033
0.85 080  0.90
062 051 0.69
023 015 032
030 023 036
8.91 7.51 10.0

0.91 .87 0.95
0.45 0.21 0.69
0.78 0.68 0.93
0.44 0.26 0.65
0.70 0.59 0.77
0.26 0.08 0.49
0.98 0.98 0.99
0.52 0.31 0.75
0.09 0.03 0.24
0.85 0.79 0.89
3.15 2.74 3.64
0.20 0.14 0.28
0.59 0.46 0.79
0.12 0.09 0.18
3.34 2.95 3.69
0.18 0.12 0.27
2.05 1.75 2.40
0.43 0.25 0.85
1023 6.35 14.15
0.41 0.33 0.53
7.13 5.25 9.39
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Macroeconomic Forecasting under a Small Open Economy
DSGE Model with Labor Market Frictions

%
Yu, Hsuan

Abstract

It is the Bank’s statutory mandate to maintain price stability and promote economic
growth. Since economic growth is tightly linked to labor market conditions, the dynamics of
employment, unemployment, and real wages may contain relevant information about business
conditions and may thus be useful for economic forecasting. This article estimates small open
economy DSGE models with labor market frictions using both Taiwan’s data and foreign data.
The DSGE models incorporate either a search & matching friction or a staggered nominal wage
setting, and are estimated with Bayesian methods. Impulse response functions are calculated, as
well as the one-step-ahead and multistep-ahead forecasts of key variables under different settings
(with/without labor search & matching, the Bank adopting interest rate rule or monetary quantity
rule) to compare DSGE models’ forecast performances with those of a VAR. This article
finds that incorporating labor search & matching friction can improve DSGE models’ forecast
accuracy of unemployment ate and GDP. The VAR model has difficulty capturing the long-term
changes in M2 growth rate and unemployment rate, as the forecast errors increase drastically
with forecast horizon, whereas the DSGE model with labor search & matching friction and
under a monetary quantity rule does not have such drawbacks. Comparing the projected
future paths of key variables, this article demonstrates that DSGE models may generate more

reasonable forecasts than a VAR, and can thus serve as an alternative reference for the Bank.

Keywords: labor search & matching, DSGE modelling, economic forecast.
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