HOMEWORK 7

THE PROBLEM BELOW IS DUE FOR HOMEWORK ON TUESDAY, DEC. 7.

Note:  I will accept no homework after I collect it at the beginning of class on Tuesday, Dec. 7 because we will go over this homework problem during that class.
1.
Suppose that the nations of Obama-land and Singh-land both have the following production function: Yt/N = 200√(Kt/N).  They also both have a savings rate of .30 and a depreciation rate (δ) of .10. Assume that there is no population growth and no technological change in either country. This means that Obama-land and Singh-land are moving toward the same steady state.

a.
(i.)  Figure out the steady state levels of capital per worker (K/N) and output per worker (Y/N) for Obama-land and Singh-land.  SHOW WORK.




(10 points)
(ii) Draw the basic Solow diagram, label all curves, and mark the numerical values of steady state K/N and Y/N that you just found in the appropriate places in the diagram.
(5 points)

b. Suppose that Obama-land’s Y/N is currently $40,000 and Singh-land’s Y/N us currently $5,000.  As the two countries move toward the steady state, what will be the relationship among investment per worker, depreciation per worker, and the change in the capital stock per worker?  No calculations are necessary; just explain intuitively.



(5 points)

c. How will the two counties’ growth rates compare as they move toward the steady state (starting from current levels in part b)?  Will Obama-land’s growth rate be higher, lower, or the same as Singh-land’s growth rate over the entire period during which the two countries move toward the steady state?  No calculations are necessary; just explain intuitively.



(5 points)

d. Once both countries are in the steady state, how will their growth rates compare?  Explain your reasoning. 
(5 points)

