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Shooting Algorithm
Steady State Computation and Initialization Solve!

H(kt7kt+1> Ko 2, Zt+1) =0 (1)

for the terminal steady-state k' that is associated with the permanent policy vector

7', i.e. find the solution of

PR = (p+9) (1‘7’;')

where z = (g, T, Tn, Tk, Ti, Tr) - Choose the initial level of capital equal to the original
steady state, kg = k, when Z = z,. Select large time index S >> T, where T is the
time when the government policies are set at their stationary values, zr = Z’, and

the stopping parameter .Guess an initial consumption level c¢q.

Use the initial consumption level ¢y and compute k; by the use of
kl = f(ko) + (1 - 5)k'0 — Co — YJo-
Let t = 1.

Simulation Use the Euler equation

u'(cr) = Bu'(crt1) = Tc,t+1Rt+1 (2)
to solve for u/(c;y1) where
Rios = =T (1= g) 4 =T (), )
1 — 7y 1 -7
Then invert v’ and compute ¢;1. Use
kive = f(kia) + (1 = 0)kiir — ci1 — Giia (4)

to compute k;o.

1Using (4) for ¢; and ¢y 11 and together with (3) for R; 1 putting them into (2) you get the second-order

difference equation in k;y1 (1).



Step 3 Increase time ¢t = ¢t + 1 and go to Step 2 until you compute candidate values for
{ky, ¢4, Rt}le ,ie. until ¢ > S.

[ks—F'

Step 4 Stopping Rule If *—— < ¢ then go to Step 5. If
co and go to Step 1, or if kg < k’, lower ¢y and go to Step 1.

ks—k . - .
|ST| > ¢ then if kg > k’, raise

s
Step 5 Computation of Other Variables Using {k:t}tszl calculate other variables like {%, %, %}t_l .

Step 6 End



