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Section V

Bewley models:Bewley models:
continuouscontinuous

endogenous states
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Households
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FirmsFirms
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Aggregate states
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Definition of recursive equilibriumDefinition of recursive equilibrium
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Sol ing for the eq ilibri mSolving for the equilibrium
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Solving the household’s problemg p
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C i h i di ib iComputing the stationary distribution
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• Following Huggett (1993): CES form for the Bernoulli function,
u(c)=c1-μ/(1-μ)

• Set μ=2, β=0.97, w=1, and φ=1μ , β , , φ

• Following Heaton and Lucas (1996): the employment status follows a
stationary autoregressive process:stationary autoregressive process:

2lnst1   lnst   1 − 2  t

where εt~N(0,1), ρ=0.53, and σ=0.296

• Using Rouwenhorst’s methods, we approximate the continuous-state
autoregressive process with a finite-state Markov chain
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• Finally, following Aiyagari (1994): α=0.36 and δ=0.08
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Fixed Point Iter. on Euler eq.
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Running time: 27.1 seconds Running time: 23.9 seconds
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Solving for the policy functionsSolving for the policy functions
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Transition after a 1% positive permanent productivity shock
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