Log-linearization

The original equation:    


[image: image1.emf]


  
χ t = ρχχ t−1 + 1− ρχ( )αχ nt+1



H ,h − nH ,h( )
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Which one is the right one?
1.   
[image: image2.emf]


  
χ̂ t = ρχ χ̂ t−1 + 1− ρχ( )αχ n̂t+1



H ,h
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2.  
[image: image3.emf]


  
χ̂ t = ρχ χ̂ t−1 + 1− ρχ( )αχnH ,hn̂t+1



H ,h
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Thanks for the reply, Professor.
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