
1 Dynamic Model
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θt =
1
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Rkt ≡ 1 + rkt − δ (8)

Rht ≡ 1 + rht − δ (9)

rkt = Atα (k)
α−1

(10)

rht = At(1− α)kα (11)

Rt = Rkt + θt[Rht −Rkt ] (12)

1 + grt+1
= Et [Rt+1] (1− ut) (13)

Exogenous process

lnAt = ρ lnAt−1 + et (14)

ηt ∼ N(0, σt) (15)

σt = σ([1− λ lnAt])2 (16)

For given parameter values and exogenous processes, there are 13 unknowns

{ψt, νt, ut, θt, kt, Rt, Rkt , Rht , rkt , rht ,Yt, %t, grt}

with 13 equations so a solution exist.
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2 Steady State Equations
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u = ν1−ε (21)

θ =
1

1 + k
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Rk ≡ 1 + rk − δ (23)

Rh ≡ 1 + rht − δ (24)

rk = Aα (k)
α−1

(25)

rh = A(1− α) (k)α (26)

R = Rk + θ[Rh −Rk] (27)

1 + g = R(1− u) (28)

For given parameter values and A (≡ 1) ,σ the SS system include 12 unknowns {ν, u, %, θ, R,R, Rk,Rh, rk, rh, gr, k}

with 12 equations thus a solution exist.
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