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Challenges in DSGE Model Development:
Focusing on the Measurement of Long-Term Effects of Economic Policy

By Hirokuni IIBOSHI

Abstract

DSGE (Dynamic Stochastic General Equilibrium) models are primarily used by institutions con-
ducting macroeconomic policy research and implementation, such as central banks and fiscal author-
ities, with the main purposes of quantitatively measuring the effects of short- to medium-term mon-
etary and fiscal policies and analyzing the contributions to business cycle fluctuations. This paper
explores the challenges associated with DSGE models in the context of long-term analysis. First, it
surveys previous macroeconomic studies focusing on long-term analysis to extract key characteris-
tics. Then, it examines the limitations of DSGE models in this context. Additionally, the paper ex-
tends the discussion to empirical research on long-term effects using the latest reduced-form time

series models and compares these models with the structural approach of DSGE models.
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