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1. Agents
2. Projects
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are indivisible
and there is no lottery.
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Alternative

Model

an infinite horizon
economy with homogeneous
output,
are two (even and odd) types of a
at
and
each
date.2
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capital
size of each type of
continuum
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output at date t and kt is gross investment
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t -1 is an even number.3 Each odd-type
agent supplies
in every odd number of date.
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where
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yt is gross
t -1, where
types have
00

the preference

=
U( Xr'lncs,0<p<l
c$ is consumption
storable between periods

where

as

(2)
at date

s and In c is natural

c. Goods are
log of
<
with the gross rate of return B
1/p.
=
of the agent who
is investing
(even type if t

Let c\ be consumption
=
of the agent who is
even, odd type if t odd) and let chtbe consumption
=
=
even
t
t
if
if
even,
(odd type
odd). The resource con
harvesting
type
can be written
as:
straint of the economy
=
c\ + ct + kt+i + zt+1 Ak? + Bzt,

(3)

zt is storage between date t -1 and date t.
can
see the first best allocation
immediately
starting from the ini
tial capital stock, which
is not very different
from the steady state level,
should satisfy the conditions:

where
We

zt+i
kt+1

=
=

0,

(4)

a(3Afc?,

=
c\ + cht (1

(5)

a(3)Afc?

(6)

(4) implies there should be no storage in the first best alloca
Equation
the rate of returns is less than the time preference
rate.
tion, because
the
rate
constant
is
to
and
(5)
gross saving
Equation
implies
ocp in
equal

74

the efficient

which

allocation,

to the model

is similar

of Brock

Kiyotaki

and Mir

man

(1972).
In the market

in contrast to the first best, each agent faces
economy,
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constraint. Following
the author, we assume that the bor
rower can borrow as
as
the debt repayment
of the next period dt+1
long
does not exceed the constant fraction X of returns from the present
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kt+1:
(7)

dt+1<XRt+1kt+1,

from
Rt+1 is the gross rate of returns on the capital investment
t to t + 1. The flow-of-fund
constraint of the agent who is investing
at date t implies

where
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=

c\ + kt+1

wt + lt + Bzt + -^-.

(8)
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in
Here, his expenditure
side (LHS) is financed by the wage
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clearing condition
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not
is
law. The com
by Walras'
independent
is defined as a set of prices (Rt, wt, rt) and quantities

the goods-market
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a function
(c\, c\, kt+1, zt+1, dt+1, lt+1) as
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satisfies the utility maximization
clearing conditions.
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is not tight, that is, X is
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of the author's
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because
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with

Conclusion

an alternative
to present
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I agree with
the author that the borrowing
model.
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tant for understanding
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the various
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the monetary

economy
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as the means
of exchange,
of short-term

and as the unit of contracts.

money

saving,
on the
subject of
in
other researchers

the researchers

Therefore,
communicate

well with
liquidity constraints must
order to have an impact on the way people understand
the economy.
include simplicity
of theory and how
Criteria for good communication
the
well
the simple theory empirically
observations.
explains
Finally,
concerning
simplicity of theory, it is important to explain the wide phe
nomena

as clearly as possible

with

the minimum

of auxiliary

number

as

sumptions.

Endnotes
1. In remark 3, the author argues that the credit rationing
if the initial wealth
is not needed
and the difference
of the investing
is converging
to zero in the limit.
agents are different
I still think it artificial
that agents who have a penny more
in
than the average
However,
less do not invest. If agents have some flexibility
in
vest, while
agents who have a penny
choosing
ligible

the size of project,
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as the agents

2. This model
3. Thus
follow

is based

or if there

is a lottery,

essentially

on Woodford

then
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would

become

neg

homogeneous.
(1990) and Kiyotaki

of date
kt is capital stock at the beginning
the author's notations
of capital investment

and Moore

(2001,2005).

is invested
at date
t,which
as closely as
possible.
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