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Model
I Households, Nt = (1 + gn)

t

max E
∞∑

t=0

βtU(ct ,1− lt)Nt , U(c, l) =
(c(1− l)ψ)1−σ

1− σ

s.t. ct + (1 + τxt)xt = rtkt + (1− τlt)wt lt + Tt

Nt+1kt+1 = Nt [(1− δ)kt + xt ], ct , xt ≥ 0

I Firm, Zt = zt(1 + gz)
t

max F (Kt ,ZtLt)− rtKt − wtLt , F (K ,ZL) = K θ(ZL)1−θ

I Government

Gt + NtTt = Nt(τltwt lt + τxtxt)

I Markets clear

Nt(ct + xt) + Gt = F (Kt ,ZtLt)

Ntkt = Kt

Nt lt = Lt



Goal: Estimate 30 parameters of AR(1) process for wedges
st = {zt , τlt , τxt ,gt}

st+1 = P0 + Pst + εt+1

using MLE given the quarterly data on yt , lt , xt ,gt from 1947:I to
2009:IV.
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Data and Predictions of a Model with Efficiency, Labor, Investment or Government Wedge
Labor
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Data and Predictions of a Model with all but Investment, Efficiency, Labor or Government Wedge
Labor
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