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Ȳ

1
+
η
G

1
Y

2
=
Ȳ
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Ȳ



w
h

er
e

ω
=

α
β

1
+
α
β
∈

(0
,1

)

W
e

th
en

d
ed

u
ce

th
e

co
n

su
m

p
ti

on
s

in
p

er
io

d
1

an
d

2

C
1

=
(1
−
ω

)Ȳ
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Ỹ
t

=
ρ
Ỹ
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Ỹ
t−

1,
..
.}



F
ro

m
th

is
d

efi
n

it
io

n
,

w
e

ge
t

E
tỸ
t+

1
=
E

(ρ
Ỹ
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t

an
d

w
e

co
nt

in
u

e.
..



T
h

e
n

on
–fi

n
an

ci
al

w
ea

lt
h

is
th

en
d

ed
u

ce
d

H
t

=
1

1
+
r
Ȳ
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ȳ
=

n ∑ i=
1

∂
y

∂
x
i∣ ∣ ∣ ∣ ∣ ∣ x=x̄

1 ȳ
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ĉ t

+
i y
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Ẑ
−

1
+
εz t

w
h

er
e

E
(ε
z t
)

=
0

V
(ε
z t
)

=
σ

2 z



It
fo

llo
w

s
th

at

X̂
t

=
−

1
−
β
b

1
−
β
bρ
z
Ẑ
t



N
ow

,
w

e
co

m
p

u
te

th
e

lo
g–

lin
ea

ri
za

ti
on

of
X

X̂
t

=
−

1

1
−
bĈ
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Ĉ
t−

1.



F
ro

m
th

is
re

d
u

ce
d

fo
rm

,
w

e
ca

n
co

m
p

u
te

m
om

en
ts

(v
ol

at
il

it
y,

A
C

F
s)

an
d

IR
F

s

T
h
e

L
u
ca

s
C

ri
ti

q
u
e

A
g
a
in

a
n
d

A
g
a
in

:
a

ch
an

ge
in
ρ
z

w
ill

aff
ec

t
th

e
re

d
u

ce
d

fo
rm

!

T
h
e

b
e
h
a
v
io

r
o
f

h
o
u
rs

:
W

e
h

av
e

Ŷ
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