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1 Equilibrium conditions
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{e:} and {v;} are uncorrelated white noise processes.
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3 Log-linearized equilibrium conditions
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Resource constraint:
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Five-variable system:
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Auxiliary variables:
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4 Reduced-form system
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Substitute E:2;11 = p2:, and express the system as a first-order expectational difference
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In terms of matrices and vectors:
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5 REE Solution

The solution takes the form
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Then the solution is given by
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