
C Summary of the theoretical model

The model in is fully described by the following sets of variables:

• Prices: πt, Wt/Pt, rt,t+1

• Interest rates: Rt

• Allocations: Ct, Yt, Ht, λt

• Shocks: σr,t, εr,t, εσ,t

Equations describing the model are given by:
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σr,t = ρσσr,t−1 + qσεσ,t

εr,t ∼ N(0, 1)

εσ,t ∼ N(0, 1)

The deterministic steady state, given parameters set in calibration, is described by:
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