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1 The Story

To be added...

2 Baseline Model

The per-period utility function of consumers are given by
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The budget constraint is given by
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where ; ; is the bond adjustment cost measuring the liquidity differences of bond S and bond
L, defined as
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Solving consumers’ first order conditions, we get !
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where Q;; = bfi’flm(bfi’jlm — 7). Firms’ FOCs link factor price and factors’ marginal
product ' '
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The production function is standard Cobb-Douglas
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And market clearing condition closes the model
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Monetary policy is introduced via a Taylor Rule and a OMO operation of bonds
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(5) - (17) characterize the dynamic system of the model.

3 Steady State

First calibrate 7, bg and by, then the steady state of the model is given by
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Log-linearizing around this steady state, we could obtain the state space representation
of the model.

4 Two Sector Model

In this section we extend the baseline model to a two sector setting. Assume there are two
types of consumers (investors) {4, B}, with different combinations of bond adjustment cost.
Consumers’ FOCs become

m; ‘T = My — B)\f_,_l (25)
A= BAL (regr +1-0) (26)
A= e @)
1
t

>\A7Tt+1 = /3/\t+1 (29)

1 +§s 04 ba,
)\thJrl( Ra, L QS t) = B)\t+1(Rt+1 R;t i’gle?,HlWHl) (30)

1+¢&, o4 or b,
At ( R, tyt + %Qét) = ﬂ)‘t+1(R,+1 R 2}211 Qg,t+17rt+1) (31)

And the same for type B. In total consumers’ FOCs give 14 equations. (11) - (17) are

exactly the same, and give 7 equations. Finally we have 6 aggreagtion equations.
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where 7, is the fraction of type A investors. Also notice that at steady states, there is no

bond adjustment so 2 types of investors are indentical. So the steady state values are exactly

the same as the baseline model.
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