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ABSTRACT

Since it was proposed, as the foundation of new classical macroeconomics, the Real
business cycle model (RBC) model becomes a standard research method of studying
economic cycle problem, in foreign the RBC theory has achieved comparatively deep
development and widely used, but there is not many paper to study the developing
country economy. However, in recent years, by comparing the simulation results near
the steady-state levels of the economy, some scholars abroad found that there is a
certain degree of error in such linear approximate response function of in the model
when the variables deviate from the steady-state level, Based on this, comparing the
log-linear method and most standard value function iteration method, we obtained the
same results. And we further found that when the deviation is high, that is, a larger
economic impact in the case, or when assumed economy is still in the initial
accumulation of capital stage, not yet touched on steady state levels, the paths return
to the steady-state growth obtained by two methods are different.

As doing research in this regard, the domestic scholars usually chose the data from
1952 or 1978, we believe that the rapid growth during the economy is largely due to
the primitive accumulation, and which is also accompanied by considerable volatility
deviation from the steady-state levels of economic growth, we believe that domestic
scholars’ results that commonly used method of log-linear simulation are questionable
or even wrong. By firstly use the value function iteration in the empirical application,
we demonstrated the simulation bias, and found that the overtop level of investment
rate proposed by log-linear method is actually adapt to the rapid growth and volatility
of China's current stage, that log-linear method in the face of such economic tend to

underestimate the level of investment rates.

Key words: Value Function Iteration; Log-linearie; Real Business Cycle; Dynamic

Stochastic General Equilibrium Model
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