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The model combines a standard NK- DSGE model with non-linear dynamics of an epidemic through a SIR epidemiological model.
The economy includes the household and production sector with the sticky price. The population is then divided into four groups: susceptible, infected (people who have been infected by the virus), recovered, and deceased. Susceptible people can become infected in three ways: purchasing consumer goods, working, and through random interactions unrelated to economic activity. The model study:1) the effect of the epidemic in an NK model, 2) there was only a short-lived rise in financial stress that quickly subsided, 3) there was mild deflation between the peak to the trough of the Covid recession.
