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Problem Set 2

Problem 1
Write one of the economies in sections 2.1-2.3 in sequence form and show that it is equiva-
lent to the recursive problem.

Problem 2
Show explicitly that in the economy in section 2.1, we do not need feasibility in the defini-
tion of equilibrium.

Problem 3
Write the economy in section 2.2, in two alternative ways: with a consumption tax and
investment credit instead of capital income tax.

Problem 4
Show that in the economy in section 2.3, aggregate capital is not a sufficient statistic for
capital tomorrow unless decision rules are linear.

Problem 5
Write the economy in section 2.3 with an alternative choice of state variable.

Problem 6
Show that in economy in section 3, the definition of SME is equivalent to ADE.
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