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1 . "
Y = Eiyey1 — p (Zt — Eymiq — 1y ) + 1y (1)
T =PBEmi + Ky + & (2)
Interest rate rule
it =Ty (3)

Substitute the rule in the structural equation

1
Ye = Ly + p (Bimigr) +my (4)
T = BEme + Ky + & (5)

Write the system in the form X;,; = AX;

1
By + p (Eymee1) =Y — (6)
BE i 1= — Ky + &4 (7)

3] L] = o [+ [0 5 2

that is equal to

] =[53) [A] [a]+ [3 2) [

For the stability of the system you need to study the stability of the
characteristic matrix



1117710
A
Inverse of Ll)é} = % {g _1%] — B gﬁ}

thus
1-L£7710 14+ £ L

With two jumping variables we expect two eigenvalues greater that
1 for stability (notice that the book does the inverse problem). Use the
computer to find the solution

k=0.024
c=06.25
£=0.99

Structure of the octave file

k=0.024

s=6.25

b=0.99

A=[1+(k/(s*b)),-1/(s*b); -k/b, 1/b]

eig(A)

0.1 Exercise

Analyse the stability of the following system (using the previous para-
meter values and experimenting with ¢, and ¢y)

1. .
Y = By — p (it — Bymo — 1) + 1 (8)
T = BETi1 + Ky + & 9)
it =1t + Op (e — 7°) + ¢, (y1) (10)



