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Abstract In this paper we provide a brief description of the Macro-Econometric
Model (MEMo-It) recently developed by the ISTAT Econometric Forecasting Divi-
sion.

1 Introduction

The Macro-Econometric Model (MEMo-It) recently developed by the ISTAT is de-
signed mainly for forecast purpose after Istat has handed on the projection activity
of Isae. The model has an annual frequency and includes 53 stochastic equations and
78 accounting identities. MEMo-It is a medium size econometric model describing
the functioning of the Italian economy through a set of behavioral equations for the
typical economic agents: households, firms, governments and rest of the world.

The theoretical framework of the model refers to the new-keynesian economics
where the supply side of the economy plays a central role. Accordingly, the key
assumption of the model is that short run economic growth is mainly driven by the
demand side, while in the long run the economic system converges to the potential
output modeled by a traditional production function. Prices react to unemployment
(NAIRU) as well as to output gaps thus guaranteeing a transmission between aggre-
gate supply and demand.

Our methodology moves from the traditional approach proposed by the Cowles
Commission for Research in Economics ( [8], [3]) and takes into account the de-
velopments in integrated and cointegrated time series analysis ( [1], [2], [10] and
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[7]). Further, the model is specified by means of instrumental variables ( [S], [6])
and dynamic equation specification ( [4], [9]).

MEMo-lt is structured into six sections: supply and demand sides, prices, labor
market, trade block and the foreign sector and public finance. Causality for each be-
havioral equation and identity is defined a priori. The estimation and specification
of the model is organized into the following steps. First, we performe integration
and cointegration analysis and we test for weak exogeneity test of the relevant be-
havioral equations. Second we evaluate endogeneity and measurement errors of the
explanatory variables by means of two stage least squares estimation. Finally, we
merge together equations and sections of the model are then merged together and
their parameters are estimated by three stage least squares.

After documenting the model structure and the estimation results, we turn both
to the outcomes of model simulation in sample and to out-of sample simulation for
5 scenario (public expenditure, interest rate, world growth, exchange rate and petrol
price). All out-of sample simulations covered a five year period. The exercise will
report the most important differences between the scenario and the baseline.

The paper is organized as follows. Section two deals with the structure of the
model and its basic behavioral equations. The following section presents the model
properties, with a focus on both model validation and the simulation properties with
5 scenario.
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