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1 The complete non-linearised model
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where I; is the investment in period ¢, ¢ is the rate of depreciation and
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Market clearing

Y;=Ci+1; + Gy + Cf + th_thRf/ s¢(s)ds
0

Shocks

log(Ay) = pAlog(At_l) + 624

G
Y1

G
log(<+) = p©log(

Y. )+ e

log(0s,t) = p7¢log(os,t—1) + €7°

Optimality conditions

(11)

(16)



_ 1—
Bk PRE g + A [REhes — RiJ) =0 (20)

(KeRE 1) PGz 41

1— D + >\t+1HtR§+1hj7t+l =0 (21)
(’itRfH)l_pgw,tJrl 2
I A1k Ry 1 ha i1 =0 (22)
(keRF 1) Pgg
”i — L Nk RE 1 =0 (23)

Where

B Ty oo Tt
h(zy iy, Teq1, Reg1,054) = (1 — u)/ so(s)ds+ R @(s)ds — 77/ sp(s)ds

Tyt Tit1 Let1
St+41 L1
ca [ ods—n [T solo)ds
NSt+1 0
and
_ Lyt 1 1 St+1
9(£t+1755t+1>Rt+1708,t) :/ s _p¢(8)d8+gt+1 _p/ P(s)ds
0 NSt+1

e / " rg(s)ds + / T (5= R o(s)ds

Lyt Tet1

. 2
are, respectively, the lender and entrepreneurs returns and log(sj ;) ~» N (fag’t , ait).
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2 The complete log-linearised model

The log-linear model has 18 equations and 18 variables. Let lower variable denote percent

deviations from the steady state (¢; = C, = th—f c), and let capital letter without time subscript

denotes the steady state value of the respective variable. As in BGG, we find it convenient to

express the complete log-linearised model in terms of blocks of equations:
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eEvolution of state variables
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eMonetary policy rule
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eShock processes
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