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Abstract

This document provides a summary for the baseline real business cycle model presented
in the file “Baseline. RBC Model.pdf”

1 Model
Two sector economy resource constraint:
Y, =C + I

Time resource constraint:
Zt = 1 — Lt

Log Utility Function:
U(Cy, Zy) = logCy+ oplog(Zy)

Household budget constraint:
Ct + ]t = U}tLt + Tth

Capital accumulation equation:
Kigi=01-90)K+1
Cobb-Douglas production function:
Y, = ea KL
Law of motion for aggregate productivity shock:

Inesr =plneas +ue, up ~ N (O,ai)



2 First Order Conditions

Household Euler consumption equation:

1
c, = PE; (CtlH [rep1 + (1 — 5)])

Household labor supply equation:

Resource constraints and capital accumulation equations:

Y; — Ct+]t
1 = Zt +Lt
Kt-l—l - <1 —5) Kt+jt

Profit maximizing factor prices:
wy = (1—a)—
T = O—

Production Function and law of motion for aggregate shock:

arl-a
Y, = €A,th Lt

Ines;y = plneas+u, up ~ N (O,Ji)

3 Steady State Conditions

In order of FOCs:
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Generally assume that £4 = 1 (i.e. p = 0 in steady state). Can collapse the above system into

the following equations:
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4 Calibration
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Standard US calibrations on quarterly data:

4.1 Log-linearized system
In order of FOC’s:

YY, = CC,+1II,
O = Eﬁt‘i‘ZZt

€At = PEAt—1 T U

where we substituted out w; and 7.

Kt+1 == (1 - (5) Kt + ft<5
Yt = éA7t+OéKt+(1—Oé)Lt

g = 099
g = 1.75
0 = 0.02
1
a = -
3
p = 0.95
op = 1

Gy = E, <ét+1> — BrE, (1 +éa1 + (a—1) f(t-i—l +(1—-a) f/t+1>
Zt = ét — éAﬂg — Oékt —|—ait

5 Estimating the model using Dynare

5.1 Model
See “RBC2.mod”



5.2 Linearized
See “RBC_LINEARIZED2.mod”

NOTE: Both mod files should produce the same steady state but they don’t?!



