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Proof of Proposition 3

This section is largely based on Thomas (2007, working paper version). The common part
of the equilibrium conditions between EB and RTM is used so that the correct L(Q) approxi-
mation has the same form between EB and RTM.
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Household utility The period-by-period household utility U, = % — Ky iS approx-

imated as up to second order:
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where O* includes terms in third order or more. Note that we used *=2% ~ 1, + 27 where

Ty = log(x/x).
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Resource constraint The resource constraint is approximated as
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where t.i.p. stands for terms irrelevant to policies. When the steady state is efficient,

ayc™® = knh'™® holds. By substituting them into equation (1), we have
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The second term of equation (2) includes linear terms, which is got rid of by using second

order approximation of the equilibrium conditions as follows.
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The Beveridge curve n; = (1—p)n,_ +mu; vtlff

is approximated as (note that pn = m)
A A X 1.
<nt + 2”?) = (1-p) (nt—l + 271?_1)
N A R
+p (fut + (1 =80+ 5 [€a + (1~ 5)”t]2> +0°.
Also, uy =1 — (1 — p)ny_1 is approximated as (note that p = pn/u)
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By rearranging these equations, we have
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Assuming that the initial values are in the steady state, n_; = 0,
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When the steady state is efficient, [1 — (1 — p)(1 —&p)] = (1Cf)q (5 - % — b) holds.

Then, the linear terms in equation (3) is propotional to those in equation (2) (note that

pla=v/n),
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Then, the second term of equation (2) can be written by quadratic terms only:
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Finally, by substituting it into equation (2) and arranging the terms, we have
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