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Trick 1: Log-linearizing the term X' X3 --- X7, we have
XﬁlX;tQ cee Stn ~ Xi)élXélz cee Xg"(l + 11t + Qoo + - - - anxnt)
Example:

1. Production function
AKPL? ~ AKLP (1 4 aky + Bly)
2. Real wage
Wy /P, = WPt = W/P(1+ wy — py)

Trick 2: Log-linearizing the equation X7}' X717 - - - X7+ ~—|—Y1€1Y2§2 Y Pm

mt

A =0, where A is constant, we have
(X0 XY @y A nTt) +- -+ (Y ---Yrﬁm)(ﬂlyu-i-' 4B Ynt) =0
Proof.
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Example
1. Labor supply
Qt = ’UOt(l - Nt)il
Qt — QtNt = 'UCt

th — QN(wt + TLt)
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Notice we cancel out the value on steday state.
2. Price index
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Notice the constant term 6 dissappears.



