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The deterministic steady state at the initial parameter set, which corresponds to the 
Hagedorn and Manovskii (2008 AER) style calibration: 
 
[ nss/lfpss, uess/lfpss, wss, thetass, vss ] = [ 0.7713, 0.2287, 0.9588, 0.2525, 0.0578 ] 
 
The deterministic steady state at the final parameter set, which corresponds to the Shimer 
(2005 AER) style calibration: 
 
[ nss/lfpss, uess/lfpss, wss, thetass, vss ] = [ 0.8659, 0.1341, 0.9365, 0.7459, 0.1000 ] 
 
In what follows, the setup of the period-t state vector and period-t costate vector is (using 
the notation of Schmitt-Grohe and Uribe (2004 JECD),  
 

 xt  nt ,zt '      yt  [wt ,t ,uet ]
'   

 
(other setups are possible for the costate vector yt, but the state vector xt MUST be 
declared as above). 
 
The linearized (in levels) decision rules around the initial steady state are 
 

0 0.2450
0.6731 1.0692

0 7.8007 ,      
0 0.95

0.6731 1.0692
x xg h

 
           

 

 
In the period in which the once-and-for-all shock occurs, and forever thereafter, the 
(linearized) decision rules are computed around the final deterministic steady state.  The 
deterministic transition, as well as the “stochastic” transition (i.e., with stochastic TFP 
shocks occurring), from the initial steady state to the final steady state is governed by  
 

 

0 0.9159
0.5468 0.0704

0 1.6637 ,      
0 0.95

0.5468 0.0704
x xg h
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employment (the Project description provided one specific LOM), what is the solution 
method (linear vs. nonlinear), etc. 
 
Note:  the deterministic steady state using Shimer’s (2005 AER) parameter values of 

0.72   and 0.40b   is  
 
[ nss/lfpss, uess/lfpss, wss, thetass, vss ] = [ 0.8535, 0.1465, 0.9651, 0.3697, 0.0401 ], 
 
and the linearized (in levels) decision rules around this steady state are 
 

0 0.9388
0.5686 0.0248

0 0.6077 ,      
0 0.95

0.5686 0.0248
x xg h
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Table 1.  Simulated business-cycle moments using HM parameters, unfiltered. 
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Table 2.  Simulated business-cycle moments using α = 0.50, η = 0.50, and b = 0.50, unfiltered. 
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Table 3.  Simulated business-cycle moments using α  = 0.72, η = 0.72, and b = 0.40. 

 
 


