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I had a Twitter conversation on macroeconomic models for policy evaluation and advice with 
Noah Smith, author of the blog “Noahpinion,” Bloomberg View writer, and a very popular 
presence on Twitter with almost 38,000 followers. 
 
The conversation was triggered by my response to a tweet by Noah that was indicating a set of 
slides produced by Justin Wolfers for a fest in honor of Olivier Blanchard as a “must-read.”  The 
slides are available here: https://t.co/84GmIhIBmK.  My comment was that I hoped Justin’s 
presentation added a lot to the slides, “because they contain some very cheap shots.” 
 
What followed was a very interesting conversation, that was joined at various points also by 
Pedro Serôdio, Steve Randy Waldman, and (I assume) Guido Iodice, who manages the Twitter 
account for the Italian blog “Keynes blog.”1 
 
This document collects most of the content of the conversation, which I think is informative on 
many things: from different perspectives and opinions on macro models and their usefulness, to 
different styles of conversation about economics, to views on economics as a science.  I tried to 
preserve chronological order (or close-to-chronological order) when the conversation split across 
different threads.  I believe I included all the relevant tweets, but I apologize to the protagonists 
if I missed any.  Everything can be found online anyway if anyone wants to reconstruct more 
than I did. 
 
I present the conversation without adding any additional comment, except for clarifications when 
the conversation splits across multiple threads. 
 
I am grateful to the participants—especially Noah, who started the conversation—for a very 
interesting exchange. 
 
If you are interested in the topic, read what follows, and draw your own conclusions. 
 
 
 

                                                 
* The views I express in this document are personal and do not reflect the views or policies of the CEPR, NBER, and 
the Central Bank Research Association. 
† Department of Economics, University of Washington, Savery Hall, Box 353330, Seattle, WA 98195, U.S.A. E-
mail: ghiro@uw.edu. URL: http://faculty.washington.edu/ghiro. 
1 Justin Wolfers also posted a tweet in response to my initial one.  See below. 
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Here is the initial exchange that my reply to Noah’s tweet triggered on June 6: 
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After this brief exchange, the following conversation happened on June 7: 
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Noah also interjected the following in this part of the exchange: 
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[Note: I added the following material as a picture under this tweet.  I enter it as text here to 
enlarge font size and facilitate reading.] 

 
I will give my answers to your questions by continuing to use the IMF WEO model as example. 
 
A)  The model assumes rationality, intertemporally optimizing behavior, dynamic general 
equilibrium in a stochastic environment, and it uses Rotemberg for nominal rigidity (which 
implies a New Keynesian Phillips curve if you log-linearize the model, similarly to Calvo).  The 
exact form of Euler equations and the New Keynesian Phillips curve is not as in the simplest, 
plain vanilla models because the model used in the WEO chapter includes more ingredients.  The 
model *does not* imply that monetary policy is neutral in the long run.  (Work related to that in 
the WEO uses that type of framework to show that imperfections in product and labor markets 
make it optimal to pursue positive inflation targets that are higher the more pervasive the 
frictions.) 
 
Getting rid of the ingredients that are “probably not true” requires replacing them with 
alternatives and, sure, I can think of empirically appealing alternatives: say, rational inattention 
instead of rationality, sparse dynamic programming for intertemporal optimization as in Gabaix’s 
work, more realistic menu costs for nominal rigidity, rationing unemployment in addition to 
standard search-and-matching—and more. 
 
But: (1) Each one of those alternative ingredients will make solving the model much more 
complicated (note: it is already the case that the model is not just being log-linearized). 
Replacing all the current ingredients with the alternatives at the same time would result in a level 
of complication that may even make solution impossible with the currently available technology. 
(2) The additional layers of complication would make it much more complicated to interpret 
results and communicate messages. (3) If in the end we get the same conclusion that reforms can 
imply transition costs, that costs can be larger during recessions (and if countries are cut off from 
international borrowing), and that macro policy should help, was it really worth it to change the 
model so drastically? 
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B)  Having said this, I strongly believe that the model used in the WEO is not the final word in 
that area.  It can and should be improved, including with a much deeper analysis of interactions 
between different policymakers. Looking at the implications of alternative ingredients will be 
important.  That’s a long-run task for what is still an ongoing agenda for me, my coauthors, and 
others.  I think what was done in that WEO was beneficial for policy and is beneficial for 
research in the long term also because it does leave questions open and it creates new ones.  But 
I—and, I hope, others—will be in a better position to understand the next steps in the evolution 
of the framework because of having spent time grappling with the development and the limits of 
the current framework.  Meanwhile, I am happy the current framework—even with those 
“probably not true” ingredients—had the impact it had on the policy discussion it contributed to. 
 

 
 

 
Pedro also joined the conversation while my exchange with Noah was developing: 
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Later, Guido chimed in: 
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But let us return to the main thread, which is about to be joined by Steve: 
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This tweet refers to the tweet that concludes this document.  On the way to this tweet, Guido and 
I had a couple other exchanges that I consider worth recalling: 
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Meanwhile, Noah and I: 
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And let me recall part of the exchange with Steve and get to the conclusion: 
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