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Suppose the production function is 
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saving rate = s, depreciation rate =d, population growth rate = n

(a) Express the future capital stock per worker (k’) in terms of current capital stock per worker (k) and parameters.
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(b) Suppose z=1, n = 1, d = 0.5, ( = 1, s = 0.5 and the initial capital stock per worker is k0=1. Derive the capital stock per worker in the next three periods (k1, k2, k3). What are the AGGREGATE capital, output and consumption in the next three periods? [Note: N0=10]

ANS: 
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. So, we have

k0= y0=1, k1= y1=1/2, k2= y2=1/4, k3= y3=1/8

( K0=10 k0 =10, K1=20 k1=10, K2=40 k2=10, K3=80 k3=10

( Y0=10 y0 =10, Y1=20 y1=10, Y2=40 y2=10, Y3=80 y3=10

( C0=0.5 Y0 =5, C1=0.5 Y1=5, C2=0.5 Y2=5, C3=0.5 y3=5

(c) Derive the steady state (k*,y*,c*) in terms of parameters.
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(d) Suppose z=1, n = 1, d = 0, ( = 0.5, s = 0.5. What is the steady state k*.
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(e) Suppose (=0.5. Is the steady state k* increasing in (i) s, (ii) z, (iii) n and (iv) d ?
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. So k* is increasing in s & z, but decreasing in n & d.
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