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Capital Accumulation in the Solow Growth Model

The Motivation:

To explain economic growth and to figure out how economic policy can influence economic growth.

The Basic Idea:

At any one point in time, the output of an economy can be analyzed.  

The rate of output, GDP, depends on the labor, capital, and technology.  

The distribution of output to C, I, and G is determined by equilibrating forces on r.

Over time, the rate of output changes—usually, it increases. The change or percentage change in the rate of output over time is called economic growth.

The rate of growth of output depends on changes in capital, changes in labor, and changes in technology.

KAcc.xls, Intro sheet, click on the buttons, work through the sheets in the workbook.

Properties of the CRS Cobb-Douglas Production Function

Consumption and Investment Functions


y = (1-s)y + sy

The Equilibrium Condition:

Change in Capital Stock per worker = Investment per worker – Depreciation per worker = 0

Figuring Out the Equilibrium (Steady-state) Solution


Excel and Numerical Simulation



The EqPath sheet provides another view of the material presented in the textbook.



Walk through a few years, one at a time, to better understand the model.

Algebra
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These two solution strategies, numerical simulation and algebraic derivation, are complementary.  They each have advantages and disadvantages.
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