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Solutions PS4 Macro III 

1	 Two-Sided Lack of Commitment: Stationary 
Allocations 
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2 Risk Free rate Puzzle 
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1These parameters imply a standard deviation for log-output of .29 and a first-order auto-
correlation of .5, matching findings by Heaton and Lucas (1996) using the PSID. 

2Hint: Make sure you first check for perfect risk sharing. If full risk sharing is available 
take that allocation. Otherwise compute the allocation that satisfies the requirements in part 
(e), which may imply autarky or some insurance (watch out: do not compute an allocation 
with more variability than autarky!). 
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