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Chapter 2 
p.68: 𝑢𝑢𝑙𝑙𝑢𝑢𝑐𝑐 in line 11 should be 𝑢𝑢𝑙𝑙 𝑢𝑢𝑐𝑐⁄  
p.78: “An annual rate of 5.54 percent would imply a quarterly value of 1.38 for 1 + 𝜃𝜃𝑠𝑠𝑠𝑠, so we 
set 1 + 𝜃𝜃𝑠𝑠𝑠𝑠 = 1.0138 to match M1.” 
should be  
“An annual rate of 5.54 percent would imply a quarterly value of 1.38% for 𝜃𝜃𝑠𝑠𝑠𝑠, so we set 1 +
𝜃𝜃𝑠𝑠𝑠𝑠 = 1.0138 to match M1.” 
p.79: The average for the 3-month Treasury bill rate over this period was 5.64.  
5.64 should be 5.64%. 
𝑏𝑏 = (1− 0.0056) (1.85 × 0.056) ≈ 9⁄  in line 11 should be 𝑏𝑏 =
(1− 0.056) (1.85 × 0.056) ≈ 9⁄  
 
Chapter 3 

p.114: 𝐸𝐸𝑡𝑡 ∑ 𝛽𝛽𝑖𝑖𝑢𝑢(𝑐𝑐𝑡𝑡+𝑖𝑖 , 1 − 𝑛𝑛𝑡𝑡+𝑖𝑖)∞
𝑖𝑖=0 = 𝐸𝐸0 ∑ 𝛽𝛽𝑖𝑖[𝑐𝑐𝑡𝑡+𝑖𝑖

1−Φ

1−Φ
+ Ψ (1−𝑛𝑛𝑡𝑡+𝑖𝑖)1−𝜂𝜂

1−𝜂𝜂
]∞

𝑖𝑖=0      (3.34) 

should be 𝐸𝐸𝑡𝑡 ∑ 𝛽𝛽𝑖𝑖𝑢𝑢(𝑐𝑐𝑡𝑡+𝑖𝑖 , 1 − 𝑛𝑛𝑡𝑡+𝑖𝑖)∞
𝑖𝑖=0 = 𝐸𝐸𝑡𝑡 ∑ 𝛽𝛽𝑖𝑖[𝑐𝑐𝑡𝑡+𝑖𝑖

1−Φ

1−Φ
+ Ψ (1−𝑛𝑛𝑡𝑡+𝑖𝑖)1−𝜂𝜂

1−𝜂𝜂
]∞

𝑖𝑖=0  

p.117: 𝑘𝑘�𝑡𝑡 = (1 − 𝛿𝛿)𝑘𝑘𝑡𝑡−1 + 𝛿𝛿𝑥𝑥�𝑡𝑡     (3.46) 
should be 𝑘𝑘�𝑡𝑡 = (1− 𝛿𝛿)𝑘𝑘�𝑡𝑡−1 + 𝛿𝛿𝑥𝑥�𝑡𝑡  (3.46) 
 
Chapter 6 
p.239: 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑣𝑣 > 𝑣̅𝑣 − 𝑚𝑚) in last line should be 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃(𝑣𝑣 > 𝑣̅𝑣 − ∆𝑚𝑚) 
p.253: “Since 𝜕𝜕𝜕𝜕 𝜕𝜕𝑚𝑚⁄ = 1, a contract of the form 𝑡𝑡0 − 𝑎𝑎𝑎𝑎𝑎𝑎…” should be “Since 𝜕𝜕𝜕𝜕 𝜕𝜕𝑚𝑚⁄ = 1, a 
contract of the form 𝑡𝑡0 − 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎…” 
Section 6.3.5 does not distinguish between V and EV 

p.260: Equation (6.21) 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆𝐸𝐸𝑡𝑡(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
𝐸𝐸𝑡𝑡(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 + 1

2
ℎ𝐸𝐸𝑡𝑡(𝜋𝜋𝑡𝑡 − 𝜋𝜋𝑇𝑇)2 should 

be 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 + 1

2
ℎ(𝜋𝜋𝑡𝑡 − 𝜋𝜋𝑇𝑇)2 

p.260: Equation 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆𝜆𝜆[𝑎𝑎(𝛥𝛥𝑚𝑚 + 𝑣𝑣 − 𝜋𝜋𝑒𝑒) + 𝑒𝑒 − 𝑘𝑘]2 + 1

2
𝐸𝐸(∆𝑚𝑚 + 𝑣𝑣 − 𝜋𝜋∗)2 + 1

2
ℎ𝐸𝐸(∆𝑚𝑚 +

𝑣𝑣 − 𝜋𝜋𝑇𝑇)2 should be 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆[𝑎𝑎(𝛥𝛥𝑚𝑚 + 𝑣𝑣 − 𝜋𝜋𝑒𝑒) + 𝑒𝑒 − 𝑘𝑘]2 + 1

2
(∆𝑚𝑚 + 𝑣𝑣 − 𝜋𝜋∗)2 + 1

2
ℎ(∆𝑚𝑚 +

𝑣𝑣 − 𝜋𝜋𝑇𝑇)2 

p.261: Equation (6.27) 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
(1 + ℎ)𝐸𝐸(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 should be 𝑉𝑉𝑐𝑐𝑐𝑐 =

1
2
𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
(1 + ℎ)(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 



p.262: Equation 𝑉𝑉𝑐𝑐𝑐𝑐 = 1
2
𝜆𝜆𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
𝐻𝐻𝐻𝐻(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗ + 𝜋𝜋∗ − 𝜋𝜋𝑇𝑇)2 = 1

2
𝜆𝜆𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 −

𝑘𝑘)2 + 1
2
𝐻𝐻𝐻𝐻(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 + 𝐷𝐷𝐷𝐷(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗) + 𝐶𝐶 should be 𝑉𝑉𝑐𝑐𝑐𝑐 = 1

2
𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
𝐻𝐻(𝜋𝜋𝑡𝑡 −

𝜋𝜋∗ + 𝜋𝜋∗ − 𝜋𝜋𝑇𝑇)2 = 1
2
𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
𝐻𝐻(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 + 𝐷𝐷(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗) + 𝐶𝐶 

p.262: 𝑉𝑉𝑐𝑐𝑐𝑐 = 𝑉𝑉 + 1
2
ℎ𝐸𝐸(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 + 𝐷𝐷𝐷𝐷(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗) + 𝐶𝐶 should be 𝑉𝑉𝑐𝑐𝑐𝑐 = 𝑉𝑉 + 1

2
ℎ(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 +

𝐷𝐷(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗) + 𝐶𝐶 
 

p.263: Equation 𝑉𝑉 = 1
2
𝜆𝜆𝐸𝐸𝑡𝑡(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 + 1

2
𝐸𝐸𝑡𝑡(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 should be 𝑉𝑉 = 1

2
𝜆𝜆(𝑦𝑦𝑡𝑡 − 𝑦𝑦𝑛𝑛 − 𝑘𝑘)2 +

1
2

(𝜋𝜋𝑡𝑡 − 𝜋𝜋∗)2 

p.263: Equation 𝑉𝑉(𝛥𝛥𝑚𝑚𝑇𝑇) = 1
2

[𝜆𝜆𝑘𝑘2 + 𝜆𝜆𝜎𝜎𝑒𝑒2 + (1 + 𝑎𝑎2𝜆𝜆)𝜎𝜎𝑣𝑣2] should be 𝐸𝐸𝐸𝐸(𝛥𝛥𝑚𝑚𝑇𝑇) = 1
2

[𝜆𝜆𝑘𝑘2 +

𝜆𝜆𝜎𝜎𝑒𝑒2 + (1 + 𝑎𝑎2𝜆𝜆)𝜎𝜎𝑣𝑣2] 

p.263: Equation 𝑉𝑉𝑑𝑑 = 1
2
𝜆𝜆(1 + 𝑎𝑎2𝜆𝜆)𝑘𝑘2 + 1

2
[� 𝜆𝜆
1+𝑎𝑎2𝜆𝜆

� 𝜎𝜎𝑒𝑒2 + (1 + 𝑎𝑎2𝜆𝜆)𝜎𝜎𝑣𝑣2]  should be 𝐸𝐸𝑉𝑉𝑑𝑑 =

1
2
𝜆𝜆(1 + 𝑎𝑎2𝜆𝜆)𝑘𝑘2 + 1

2
[� 𝜆𝜆
1+𝑎𝑎2𝜆𝜆

� 𝜎𝜎𝑒𝑒2 + (1 + 𝑎𝑎2𝜆𝜆)𝜎𝜎𝑣𝑣2] 

p.263: Equation 𝑉𝑉(𝛥𝛥𝑚𝑚𝑇𝑇)− 𝑉𝑉𝑑𝑑 = −1
2

(𝑎𝑎𝑎𝑎𝑎𝑎)2 + 1
2

( 𝑎𝑎2𝜆𝜆2

1+𝑎𝑎2𝜆𝜆
)𝜎𝜎𝑒𝑒2  should be 𝐸𝐸𝐸𝐸(𝛥𝛥𝑚𝑚𝑇𝑇)− 𝐸𝐸𝑉𝑉𝑑𝑑 =

−1
2

(𝑎𝑎𝑎𝑎𝑎𝑎)2 + 1
2

( 𝑎𝑎2𝜆𝜆2

1+𝑎𝑎2𝜆𝜆
)𝜎𝜎𝑒𝑒2 

p.264: Equation 𝑉𝑉(𝑔𝑔∗) = 1
2
𝜆𝜆𝑘𝑘2 + 1

2
[ 1+𝜆𝜆

(1+𝑎𝑎)2
]𝜎𝜎𝑒𝑒2 should be 𝐸𝐸𝐸𝐸(𝑔𝑔∗) = 1

2
𝜆𝜆𝑘𝑘2 + 1

2
[ 1+𝜆𝜆

(1+𝑎𝑎)2
]𝜎𝜎𝑒𝑒2 

 
Chapter 9 
p.447: 𝜋𝜋𝑡𝑡𝑅𝑅 = 𝜋𝜋𝑡𝑡𝐻𝐻 − 𝜋𝜋𝑡𝑡𝑅𝑅 = 𝑠𝑠𝑡𝑡 − 𝑠𝑠𝑡𝑡−1 should be 𝜋𝜋𝑡𝑡𝑅𝑅 = 𝜋𝜋𝑡𝑡𝐹𝐹 − 𝜋𝜋𝑡𝑡𝐻𝐻 = 𝑠𝑠𝑡𝑡 − 𝑠𝑠𝑡𝑡−1. 
 
Chapter 10 
p.464: 𝐸𝐸𝑡𝑡𝑃𝑃𝑛𝑛−1,𝑡𝑡+1 𝑃𝑃𝑛𝑛,𝑡𝑡⁄ = 𝐸𝐸𝑡𝑡(1 + 𝑖𝑖𝑛𝑛,𝑡𝑡)𝑛𝑛 (1 + 𝑖𝑖𝑛𝑛−1,𝑡𝑡)𝑛𝑛−1⁄  in last line should be 
𝐸𝐸𝑡𝑡𝑃𝑃𝑛𝑛−1,𝑡𝑡+1 𝑃𝑃𝑛𝑛,𝑡𝑡⁄ = 𝐸𝐸𝑡𝑡(1 + 𝑖𝑖𝑛𝑛,𝑡𝑡)𝑛𝑛 (1 + 𝑖𝑖𝑛𝑛−1,𝑡𝑡+1)𝑛𝑛−1⁄  
 
 


