
Stochastic Growth Model

� TheStochasticGrowth Modelhasbeenoneof theworkhorsesof theadvance-
mentof numericalmethodsin economics.It is alwaysdifficult to compare
techniquesandmethodologiesandfinding a non-trivial problemthat canbe
usedto compareresultsis important.
� However, we have to realizethe generalityof the techniqueswe areusing.

This veryshortpresentationswill try to helpyouunderstandtheMatlabcode
thatusesValueFunctionIteration,andthenPolicy FunctionIterationto solve
theproblem.
� Theproblemis thatof

max
ct � kt � 1 E0

∞

∑
t � 0

βt lnct (1)

subjectto

ct
�

it � ztAkα
t (2)

kt � 1 �
�
1 � δ 	 kt

�
it (3)

and zt is a Markov chainof the technologyshockto capital. Whereδ is a
depreciationrate,it is currentperiodinvestment,andα 
�� 0 
 1� .
� Youcanseethattheproblemin itself is simple,andagoodtestfor ourmeth-

ods.Wewill find asexpectedthatpolicy functioniterationis amazinglyfaster
thanvaluefunctioniteration,andthey give thesameresults.
� You can find broaderdiscussionsof this model and methodsto solve it in

Santos(1999)chapterin theHandbookof Macroeconomics.
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