Chapter 8

Problems
2.
For the marginal product of capital to increase at every level of capital, the shift in the production function is equivalent to an increase in total factor productivity.

a.)
The original and new production functions are depicted in Figure 8.1.
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Figure 8.1

b.) Equilibrium in the Solow model is at the intersection of 
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.  The old and new equilibria are depicted in the bottom panel of Figure 8.1.  The new equilibrium is at a higher level of capital per worker and a higher level of output per worker.


c.) For a given savings rate, more effective capital implies more savings, and in the steady state there is more capital and more output.

3.
An increase in the depreciation rate acts in much the same way as an increase in the population growth rate.  More of current savings is required just to keep the amount of capital per worker constant.  In equilibrium, output per worker and capital per worker decrease.

4.
A destruction of capital.

a.)
The long-run equilibrium is not changed by an alteration of the initial conditions.  If the economy started in a steady state, the economy will return to the same steady state.  If the economy were initially below the steady state, the approach to the steady state will be delayed by the loss of capital.


b.)
Initially, the growth rate of the capital stock will exceed the growth rate of the labour force.  The faster growth rate in capital continues until the steady state is reached.


c.)
The rapid growth rates are consistent with the Solow model’s predictions about the likely adjustment to a loss of capital.
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