








C.3 The Sticky Price, Incomplete Asset Markets Model

The Demand-Side in the Goods Market:

ISH γEt [∆bct+1] ≈ bit − Et [bπt+1] ,
ISF γEt

£
∆bc∗t+1¤ ≈ bi∗t − Et £bπ∗t+1¤ ,

UIP Et [∆ brst+1] ≈ γEt
£
∆bcRt+1¤ ,

MPH bit ≈ ρbit−1 + (1− ρ)
h
ψ1bπt + ψ2

³byt − byt´i+ bzt,
MPF bi∗t ≈ ρ∗bi∗t−1 + (1− ρ∗)

h
ψ∗1bπ∗t + ψ∗2

³by∗t − by∗t´i+ bz∗t ,
The Supply-Side in the Goods Market:

ASH bπHt ≈ βEt
hbπHt+1i+ (1−α)(1−βα)

α

"
γbct + ϕ (ηbct + (1− η)bc∗t )+

+ϕσ (η (1− ξ) brpt − (1− η) (1− ξ∗) brp∗t ) + (1− ξ) brpt − (1 + ϕ)bat
#
,

ASH∗ bπH∗t ≈ βEt
hbπH∗t+1i+ (1−α)(1−βα)

α

"
γbct + ϕ (ηbct + (1− η)bc∗t )+

+ϕσ (η (1− ξ) brpt − (1− η) (1− ξ∗) brp∗t ) + ctott − ξ brpt − (1 + ϕ)bat
#
,

bpt ≈ ξbpHt + (1− ξ) bpFt ,
ASF bπFt ≈ βEt

hbπFt+1i+ (1−α∗)(1−βα∗)
α∗

"
γbc∗t + ϕ (η∗bct + (1− η∗)bc∗t )+

+ϕσ (−η∗ξ brpt + (1− η∗) ξ∗ brp∗t )− ctott − (1− ξ∗) brp∗t − (1 + ϕ)ba∗t
#
,

ASF∗ bπF∗t ≈ βEt
hbπF∗t+1i+ (1−α∗)(1−βα∗)

α∗

"
γbc∗t + ϕ (η∗bct + (1− η∗)bc∗t )+

+ϕσ (−η∗ξ brpt + (1− η∗) ξ∗ brp∗t ) + ξ∗ brp∗t − (1 + ϕ)ba
#
,

bp∗t ≈ ξ∗bpH∗t + (1− ξ∗) bpF∗t ,

Other Auxiliary Equilibrium Conditions:

TB btbt − bpt ≡ (1− η) brst + (σ − 1) (η (1− ξ) brpt − (1− η) (1− ξ∗) brp∗t )− (1− η)bcRt ,
MMH bmt − bpt ≈ γ

ζ bct − 1
ζ

³
β
1−β

´bit,
MMF bm∗t − bp∗t ≈ γ

ζ bc∗t − 1
ζ

³
β
1−β

´bi∗t ,
LMH bwt − bpt ≈ γbct + ϕbyt − ϕbat,
LMF bw∗t − bp∗t ≈ γbc∗t + ϕby∗t − ϕba∗t ,
YH byt ≈ −σ £η ¡bpHt − bpt¢+ (1− η)

¡bpH∗t − bp∗t ¢¤+ [ηbct + (1− η)bc∗t ] , η ≡ n( ξn)
n( ξn)+(1−n)(

ξ∗
n )

,

YF by∗t ≈ −σ £η∗ ¡bpFt − bpt¢+ (1− η∗)
¡bpF∗t − bp∗t ¢¤+ [η∗bct + (1− η∗)bc∗t ] , η∗ ≡ n( 1−ξ1−n)

n( 1−ξ1−n)+(1−n)(
1−ξ∗
1−n )

,

Other Definitions:

RS brst = bst + bp∗t − bpt,
TOT ctott = bpFt − bst − bpH∗t , ctot∗t = bst + bpH∗t − bpFt = −ctott,
RP brpt = bpFt − bpHt , brp∗t = − ¡bpF∗t − bpH∗t ¢

.
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