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Y = Z + C + R = Φ(A,K , L)

λΦ(A,K , L) = Φ(A, λK , λL)

CRS in conventional factors, IRS in all factors

·
K = Z − µK

·
A = R − ρA

·
L = nL, special case: L = 1,

·
L = 0

Special Case #1: Y = AF (K , L)

homogeneous of degree 2 y = Af (k)
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Close model:

R financed by tax on output at rate τ

C = (1− s)(Disposable Income) = (1− s)(1− τ)Y

Z = s(1− τ)Y

R + C + Z = τY + (1− s)(1− τ)Y + s(1− τ)Y = Y
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Dynamics:

·
A = τAf (k)− ρA

·
A = 0⇒ f (k) = ρ/τ

Define k∗ by f (k∗) = ρ/τ

·
k = s(1− τ)Af (k)− µk

·
k = 0⇒ A = µk

s(1−τ)f (k)

( dAdk ) ·k=0
> 0 since Average Production Capital f (k)

k is decreasing in k
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NOT planning problem

History matters!

Saddlepoint means:

(A∗, k∗) razor’s edge

Poor countries tend to decay. Need big push.

Rich countries grow at increasing rate.

Extreme version of morphogenesis.
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