Model - Households
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Model - Firms (Final)
Firms maximize profits
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Solve for p = 0Y/OF and invert it for energy demand
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Model - Firms (Intermediate)

e Price takers in the input markets

e Monopolistically competitive in the output market
rr;)ax I = {(pt — Tar&) E(pe) — E(pe)}

Transform final goods into intermediate goods through their unique monopolistic blueprints, sold back
as final goods.
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Model - Firms (Intermediate)
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Solving this out, the supply of energy is given by

1 1\%
P(967Td7§>5(1_9 )(pt) (pt_Tdt€_1)+1:O

Substituting this into the marginal product of energy, solved for energy, the equilibrium condition for
energy is
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Equilibrium
We have {C;, Hy, K¢, Ey, St }, so we need 5 equations

e Intertemporal Euler identifies CY

e Intratemporal Euler identifies Hy



e Budget constraint identifies K
e Energy demand identifies F;

e Pollution identity Sy = £FE; identifies Sy



