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adaptive expectations, 124, 125
affine factor model, 440
amnesia, 729

of risk-sharing contract, 645, 703
approximation

higher order, 360
arbitrage, 236, 237, 482

no-arbitrage principle, 236, 237, 433
Arrow securities, 208, 223, 224, 740, 823
asymmetric information, 662

hidden income and hidden storage,

673

autarky value, 641
autocovariogram, 45

back-solving, 336, 596
balanced growth path, 452
Bellman equation, 85, 91, 406, 785, 826,
1018
dynamic games, 207
stacked, 199
Benveniste-Scheinkman formula, 91, 193,
234, 554, 555, 580
best response, 985
Bewley models, 153, 566, 570
Black-Scholes formula, 399
borrowing constraint, 393
endogenous, 741
natural, 312

call option
European, 399
capacity utilization, 965
capital overaccumulation, 341
capital tax, 503
carrot and stick, 760, 805, 807
cash-in-advance constraint, 888
Cauchy-Schwarz inequality, 430
certainty equivalence, 115, 554
proof, 113
Chebyshev polynomial, 106
coefficient of relative risk aversion, 424
coinsurance, 668

cointegration, 59, 554
commitment
one-sided lack of, 640
technology, 773
two-sided, 662, 673
two-sided lack of, 697

competitive equilibrium, 776, 907, 919

sequential trading, 227
complete markets, 208, 823, 906

no role for money, 857
conditional covariance, 396
conditional expectation, 33
constant absolute risk aversion, 600
constant relative risk aversion, 600
contract design, 698

dynamic program, 700
costate vector, 119
covariance stationary, 42
credible government policies, 802
credit and currency, 904
cross-equation restrictions, 349
curse of dimensionality, 94

debt limit
natural, 225
deficit finance, 273
as cause of inflation, 866, 917
deposit insurance, 608
discretization
of state space, 95
distorted transition density, 397
distribution
Gaussian, 72
invariant, 32
log normal, 428
multinomial, 38
stationary, 31, 32, 52, 569
double coincidence of wants, 983
doubling algorithms, 112
duality, 118
of control and filtering, 1029
dynamic optimization, 85
dynamic programming, 49, 85, 773
discrete state space, 96
linear quadratic, 109
squared, 23, 775
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eigenvalue, 116
decomposition, 120
employment lottery, 941, 960
layoff taxes, 968
endowment stream, 637
equilibrium, 862, 926, 929
incomplete markets, 566
multiple, 266
rational expectations, 196
recursive competitive, 196
stationary, 571, 573
equity premium, 104
equivalent martingale measure, 260
Euler equation, 118
Euler’s theorem, 451
exchange rate, 924
determinacy, 875
indeterminacy, 593, 874, 928
expectations
disappearance of, 197
theory of the term structure, 64
without promises, 275

family
one big happy, 963
fanning out
of wealth distribution, 655
filter
linear, 72, 122
nonlinear, 1040
fiscal theory of inflation, 872
folk theorem, 773
Fourier inversion formula, 53
Friedman rule, 869, 880, 892, 914, 917
and free banking, 597
Bewley’s model, 597
credibility, 893
functional equation, 86

gift-giving game, 914
with overlapping generations, 297
Gram-Schmidt orthogonalization, 1024
growth
exogenous, 453
externality, 454, 468
nonreproducible factors, 466
reproducible factors, 456
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research and monopolistic competi-
tion, 461, 468
Growth model
stochastic, 367
guess-and-verify method, 47, 88, 90, 266

hazard rate, 153
history dependence, 215, see reputation
lack of, 231
of consumption stream, 641
of contracts, 641
of strategies, 802
Howard improvement algorithm, 49
human capital, 459, 527
hyperbolic absolute risk aversion, 600

impulse response function, 46
Inada condition, 368, 451
incentive-compatibility constraint, 663, 687
incomplete markets, 517
indeterminacy

of equilibrium, 624
innovation

in time series representation, 123
innovations representation, 1029
interest rate peg, 872
intertemporal elasticity of substitution, 453
inverse optimal prediction, 124
island model, 940, 941, 991

layoff taxes, 975
Italy and Brazil

inflation and measured deficits, 897

Jensen’s inequality, 412

Kalman filter, 122, 123, 1023
Kalman gain, 123
Kronecker product, 174

Laffer curve, 280, 866, 921
Lagrange multiplier, 115
law of iterated expectations, 33, 34
law of large numbers, 51
law of one price, 432
layoft taxes, 962
employment lottery, 968
island model, 975
matching model, 978
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least-squares projection, 51
legal restrictions, 869, 922
Terror, 870
lending with moral hazard, 820
likelihood function, 38, 51
Gaussian, 72
multinomial, 38
linear quadratic
approximations, 128
dynamic games, 199
dynamic programming, 109
linear rational expectations models, 71
logarithmic preferences, 89
lotteries
firms, 963
households, 960
man-made, 410
Lucas tree
in overlapping generations model, 271
Lyapunov equation, 112
discrete, 47, 241

market price of risk, 430
Markov chain, 29, 569
hidden, 1040
Markov perfect equilibrium, 200
fish and fishers, 199
linear, 199
prices and inventory example, 202
self-control, 207
martingale, 40, 398
convergence theorem, 555, 670, 672
difference sequence, 40
equivalant measure, 398
equivalent measure, 261, 396
matching model, 940, 946
dispersion of match values, 995
heterogeneous jobs, 953
layoff taxes, 978
match surplus, 940, 948, 951
matching function, 947
separate markets, 957
skill-biased technological change, 995
wage announcements, 958
maximum likelihood, 38, 72
measurement equation, 1041

method of undetermined coefficients, 90
money

commodity, 928

demand function, 861

inside, 590

outside, 590

search model, 981
monopolistic competition, 461, 886
moving average representation, 46

Nash bargaining, 948

Nash equilibrium, 777, 982
infinite repetition, 793

natural debt limit, 225, 313

no-trade result, 222

observer equation, 1042
open market operation, 862
another definition, 868
in private securities, 296
one big one, 870
one definition, 867
optimal growth, 89
optimal inflation tax, 880
optimal linear regulator, 108, 112, 118, 129,
200, 1017
dynamic game, 199
optimal quantity of money, 868
Friedman rule, 880
optimal savings problem, 95, 545
optimal taxation
ex ante capital tax varies around zero,
503
commitment, 478
human capital, 527
incomplete taxation, 495
indeterminacy of state-contingent debt
and capital taxes, 500
initial capital, 494
labor tax smoothing, 507
redistribution, 488
zero capital tax, 485, 493

Pareto optimal allocation, 907

Pareto problem, 906

participation constraint, 641, 643, 645
permanent income theory, 904
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policy function, 85
policy improvement algorithm, 88, 97-100,
112, 799

modified, 100
Ponzi schemes

ruling out, 225
precautionary savings, 599
predetermined wage, 888
price system, 862
primal approach, 490
primary surplus, 416
promise-keeping constraint, 643
promised value

as state variable, 636, 642
public policies

credible, 774

sustainable, 774
pulse, 342
pure credit model, 571
pure exchange economy, 571

quadratic approximation, 132
quantity theory of money, 866, 891

Ramsey outcome, 777
Ramsey plan, 478, 777, 883, 891
Ramsey problem, 478, 485, 777, 884
primal approach, 490
uncertainty, 502
randomization, 688
real bills doctrine, 296, 939
real business cycle model, 367
reciprocal pairs
of eigenvalues, 120
recursive, 788
competitive equilibrium, 194, 196
recursive competitive equilibrium, 234
recursive contracts, 636
redistribution, 488, 536
redundant assets, see arbitrage pricing the-
ory
regression equation, 51
relaxation
method, 574
parameter, 574
renegotiation proof, 744
repeated principal-agent problem, 686

representative agent, 196
reputation, 773
Ricardian proposition, 337, 904, 908
Riccati equation, 112, 121
algebraic, 110
matrix difference, 1019
stacked, 199
Riesz representation theorem, 432
risk-sharing mechanisms, 566

scale effects, 464
Schur decomposition, 120
search model, 172

business cycles, 992

money, 981

shocks to human capital, 996
second-moment restrictions, 39
self-control

Markov perfect equilibrium, 207
self-enforcing equilibrium, 800
self-generation, 798
self-insurance, 546, 566, 672
sequential, see recursive
shadow price, 115
shooting algorithm, 324, 332
shopping technology, 858
short sales, 327
single-crossing property, 141, 143
social welfare function, 488
spectral density, 52
spline

shape preserving, 108, 852
stability properties, 116
stabilizable, 117
stable matrix, 116
state, 29, 85
state-contingent policies, 773
stochastic

linear difference equations, 29

matrix, 30

process, 29, 42
stochastic discount factor, 48, 223, 398,

430-432

strips, 221
subgame perfect equilibrium, 790, 800, 893
sunspots, 877
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supermartingale convergence theorem, 555,
579
sustainable contract, 641
sustainable plans, see credible government
policies
Sylvester equation
discrete Lyapunov equation, 128
symplectic matrix, 119

term structure
expectations theory, 407
factor models, 439
slope, 407
tightness of labor market, 947
time consistency, 508, 615, 773, 777, 858,
885
transition matrix, 30
transversality condition, 193, 417
trigger strategy, 793
turnpike
Townsend’s, 912
twisted transition measure, see martingale,
398
typical spectral shape, 54

unemployment
compensation, 751
European, 994
voluntary, 171
unpleasant monetarist arithmetic, 867

vacancy, 946

value function, 48, 85, see Bellman equation
iteration, 88

vector autoregression, 42

wealth-employment distributions, 568
white noise, 41
whitening filter, 1029

Yule-Walker equations, 45

zero inflation policy, 866



