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1. What is the question?
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2. Why should we care about this?
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3. What is the author’s answer?
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4. How did the author get there?
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Notation:

¢; . effective consumption y: . output

c, private consumption tax, = to(wely + k1) = Tey;

[, :labor p, -AR(1) coefficient for z; in the

g: :government spending stationary regime

i, :investment ef~N(0,02)

k. :capital o, :standard deviation of &*

B :discount factor rsZ :regime index

w :the weight of private consumption in pZ, p% :regime-switching parameter for
effective consumption transfers

b, :aone-period government bond with a pPg :AR(1) coefficient for g,
price g, paying one unit of goods at t+1 eZ~N(0, o5)

7, . Income tax rate g, :standard deviation of &9

w, :real wage rate Yg - government spending response to debt

rk  :rental rate for capital Y. . income tax response to debt

z; . government transfers u  coefficient for z, in the stationary

X; :index variable regime

Y @ the magnitude of the wealth effect on ¢ :share of adjustments by spending cuts
labor supply Kk  :investment adjustment cost parameter

6 :corresponding to a labor supply s& : state distribution for capital-output ratio
elasticity of 0.5 s& :state distribution for debt-output ratio

&  : capital depreciation rate for capital r, :real interest rate

Kk investment adjustment cost parameter y  :adjustment magnitude

a : capital income share y®  : higher adjustment magnitude which

v :elasticity of substitution b/w ¢; and g; represents an aggressive adjustment

a, :total factor productivity sP*  : debt threshold which is stochastic and

pa - AR(1) coefficient for a; drawn from an exogenous distribution

ef~N(0,02) p. :the regime-switching probability
o, Standard deviation of &¢ associated with the debt level
Example:
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