
Signal:	
𝑦" = 𝛼%𝑦"&% +	𝛼) 𝑟"&% − 𝑟"&%∗ +	𝜀%,"	

	
𝜋" = 𝛽%𝜋"&% +	𝛽%𝑦"&% +	𝜀),"	

	
	
	
State:	

𝑟"∗ = 𝑐𝑔" +	𝑧"	
	

𝑧" = 𝛾%𝑧"&% +	𝜀5,"	
	
	
	
	
---------------------------------------------------------------------------------------------------------------------------	
	
Data	(observable):	
	

𝑦" = 𝑜𝑢𝑡𝑝𝑢𝑡	𝑔𝑎𝑝	
𝑟" = 𝑟𝑒𝑎𝑙	𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡	𝑟𝑎𝑡𝑒	
𝜋" = 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛	𝑟𝑎𝑡𝑒	

𝑔" = 𝑡𝑟𝑒𝑛𝑑	𝑔𝑟𝑜𝑤𝑡ℎ	𝑟𝑎𝑡𝑒	𝑜𝑓	𝑝𝑜𝑡𝑒𝑛𝑡𝑖𝑎𝑙	𝑜𝑢𝑡𝑝𝑢𝑡	
	
	
	
not	observable:	

𝑟"∗ = 𝑛𝑎𝑡𝑢𝑟𝑎𝑙	𝑟𝑎𝑡𝑒	𝑜𝑓	𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡	
	
	
	
Note:	c	is	a	constant	


