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A.4.2 Transition Paths

We first study the investment system. The path for the capital stock is given in the main

text (see (28)), which is derived by taking the inverse Laplace transform of the first row

of (A.13). Similarly, we can derive the path for Tobin’s q:

q̃ (t) = q̃ (0)T2 (h∗, θν , t)

+
[(
λ+ λ̄− δ22 − δ33

)
q̃ (0) + δ23C̃ (0)

]
T1 (h∗, θν , t)

+
δ23δ34ξT rωGπ1

(λ+ ξT )
(
λ̄+ ξT

)A (h∗, ξT , θν , t) , (A.15)

where the general transition term, A (h∗, ξT , θν , t), and the first temporary transition

term, T1 (h∗, θν , t), are given in the main text and the second temporary transition term

is defined as:

Definition 3 The temporary transition term T2 (h∗, θν , t):

T2 (h∗, θν , t) ≡ e−h∗t

[
cos θνt−

h∗

θν
sin θνt

]
,

which has properties: (i) T2 (h∗, θν , 0) = 1; and (ii) limt→∞T2 (h∗, θν , t) = 0,

We now turn to the savings system. The paths for private consumption and financial

capital are:

C̃ (t) =
[
δ34ωAq̃ (0) +

(
λ+ λ̄− 2δ22

)
C̃ (0)

]
T1 (h∗, θν , t) +

+C̃ (0)T2 (h∗, θν , t) +
δ34δ12δ21rωGπ0

λλ̄
A (h∗, 0, θν , t)

−δ34 [ξT (ξT + δ22)− δ12δ21] rωGπ1

(λ+ ξT )
(
λ̄+ ξT

) A (h∗, ξT , θν , t) . (A.16)

Ã (t) =
[
ωA

(
λ+ λ̄− δ22 − δ33

)
q̃ (0) + δ43C̃ (0)− rωG (π0 + π1)

]
T1 (h∗, θν , t)

+ωAq̃ (0)T2 (h∗, θν , t)−
δ33δ12δ21rωGπ0

λλ̄
A (h∗, 0, θν , t)

−(ξT + δ33) [δ12δ21 − ξT (ξT + δ22)] rωGπ1

(λ+ ξT )
(
λ̄+ ξT

) A (h∗, ξT , θν , t) . (A.17)

Note that equations (A.1)-(A.3) can be used to derive the transition paths for Y (t), L(t),

and w(t). The paths for B(t), F (t), and I(t), follow from (25), (AT1.12), and (AT1.8),

respectively.
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Appendix Table 1: The Loglinearized Model

˙̃K(t) = ȳωI [Ĩ(t)− K̃(t)] (AT1.1)

˙̃q(t) = rq̃(t)− (1− εL) ȳ
(
Ỹ (t)− K̃(t)

)
(AT1.2)

˙̃C(t) = (r − α)
[
C̃(t)− (1/ωA)Ã(t)

]
(AT1.3)

˙̃A(t) = r
[
Ã (t) + εL(w̃(t) + L̃(t))− ωT T̃ (t)− ωCC̃(t)

]
(AT1.4)

˙̃B(t) = r
[
ωGG̃(t) + B̃(t)− ωT T̃ (t)

]
(AT1.5)

L̃(t) = Ỹ (t)− w̃(t) (AT1.6)

r̃K(t) = Ỹ (t)− K̃(t) (AT1.7)

q̃(t) = σ[Ĩ(t)− K̃(t)] (AT1.8)

L̃(t) = θL

[
w̃(t)− C̃(t)

]
(AT1.9)

Ỹ (t) = η
[
εLL̃(t) + (1− εL)K̃(t)

]
(AT1.10)(

η − 1
η

)
Ỹ (t) = εLw̃(t) + (1− εL)r̃K(t) (AT1.11)

Ã(t) = ωA(q̃(t) + K̃(t)) + B̃(t) + F̃ (t) (AT1.12)
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