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Euler equations

¥, = Bl [$ey +9]
¢, = ;BLT+1(Pt+1

i = 1+t (qu) —1]
Py = La+A(1—-p) [0 (qg+1) — 1]

Ineq.: qi =q(¢p,M:) and ¢ =q(Pp,M:+ (¢, +)A)

where g (x) = min{z"!(x),§} and z(q) given by bargaining
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Comments

@ Introduction promises a theory of differential liquidity

o The theory is: Every agent can instantaneously produce a
worthless equity share at zero cost, so the 1 — p fraction of
“uninformed” sellers do not accept shares.

o Question: When is a story the same as a theory?

@ Proposition 1 (characterization of equilibrium) and
Proposition 2 (effects of liquidity on equity price and return)

e Comment: maybe these liquidity considerations could give us a
new angle on the stock-return/inflation puzzle?
e.g., Fama and Schwert (1977)
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e Endogenous p is both interesting, and new in this literature

Maybe the whole paper should be about that...

o Elaborate on the idea that what looks like a cash-in-advance
constraint is not policy-invariant

e As you mention, some people have done this in CIA
models...could you get something new or different?
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