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Model

» Households, N; = (1 + gp)!
_ /)1[1)1—0'
1—0

max Eiﬁ’U(cm C N, UGe, 1) = e
t=0
st e+ (1 +7x)xt = rike + (1 — i) wels + T
Nept1kior = Ne[(1 = )kt + x¢], ¢, x>0
» Firm, Z; = z;(1 + g2)!
max F(K:, ZiLt) — niKi — wily, F(K,ZL) = K°(ZL)'~?
» Government
Gt + Ni Tt = Ni(mwil + TxeXt)
» Markets clear
Ni(ct + xt) + Gt = F(Kt, ZiLt)
Niki = K;
Nily = Ly



Goal: Estimate 30 parameters of AR(1) process for wedges
St = {24, Tit, Txt; 9t}

Sty1 = Po + Pst + €¢44

using MLE given the quarterly data on y;, I, X;, g; from 1947:1 to
2009:1V.



U.S. Output and Measured Wedges
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Data and Predictions of a Model with Efficiency, Labor, Investment or Government Wedge
-Output. Labor Investment.
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Data and Predictions of a Model with all but Investment, Efficiency, Labor or Government Wedge
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