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  (1) Home country Euler equation 
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   (2) Foreign country Euler equation 

 

LABOR-LEISURE TRADEOFF EQUATIONS 
1

1

,(1 )

t
t t

VAT t

w
L n C

 
 



  
    

   (3) Home country labor-leisure tradeoff equation 
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  (4) Foreign country labor-leisure tradeoff equation 
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DEFINITION OF MARGINAL COST 
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PRODUCTION FUNCTIONS 
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PRICING EQUATIONS 
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AUXILIARY VARIABLES FOR PRICING EQUATIONS 
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ALLOCATION OF GOVERNMENT EXPENDITURE ACROSS GOODS 
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GOVERNMENT BUDGET CONSTRAINT 
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LAW OF GOVERNMENT EXPENDITURE 
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RELATIVE PRICES DEFINITION 
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EVOLUTION OF PRICES 
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CENTRAL BANK INTEREST RATE RULE 
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GOOD AND LABOR MARKET CLEARING 
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INFLATION DEFINITIONS 
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INTERNATIONAL RELATIVE PRICES 
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