Investment under Uncertainty by Heterogeneous Firms!

1 Model Description

Firms choose investment to maximize profits net of investment costs. Investment is subject to

a quadratic adjustment cost. A firm’s problem is:
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The HJB equation is

pv(k,z) = max 2k® — 2 — 0(x/k)’k + Opv(k, 2)(z — 0k) + D.v(k, 2)p(2) + 022(2) 0.,v(k, z)

2 Algorithm

See firm.m. The algorithm is identical to that described in Section 4 of http://www.princeton.
edu/~moll/HACTproject/HACT _Numerical_Appendix.pdf (Huggett model with diffusion pro-

cess)
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