---------------

U =Inc + Blnc,,, 0<p<1l. (1
Ct+1:Rt'(f(kt)_Ct) (2)
Dividing both sides by R = f'(k.;)

c,+Rc.,,="1(k) =k’ O<a<l (3)

L=Inc, + Blnc,, +ﬁ[ f (kt)—(ct + Rflcm)] (4)
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The first —order conditions are

1
—=A 5

Ct s
=L (6)
Substituting the equation (5) into (6) yields
C .

(t:+1 ZIBRt (7)

t
This Is analogous to the Euler equation.
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L

Eq(7) and (3) gives
¢, + B¢, = f(k)=k"
Or ¢, =(1+ ) k“

(8)
(9)

In the Inf inite horizon model , eq (9) becomes

¢, =(1-p)k”

- h(kt) (10)

In steady state equilibrium,

¢ =(1-B)(K*)
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uS gl §>0, 0<f<1. (11

T '81—6” >0, 0<pB<1. (11)

Cr = R(f(k)-c) (12)

Dividing both sides by R

c,+Rc,, =f(k) =k’ (13)
¢ " . 5 G , 4

L:1_9+ﬂ1_9+/1[kt ~(c+R'c)|  (14)

@ 2/27/2014




The first —order conditions are

) (15)
peci =R (16)
Substituting the first equation into the second yields
pei=Rc (17)
or G tﬂmé (18)
t

This Is analogous to the Euler equation.
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f _ 1 (0

Eq(18) and (13) give ¢ +fBR ¢ ¢ =k/ (19)
Y% -~ l l.x N
UI G = 1 @ K, (LU)
{1+ BR? }
Let s(R,) denote the fraction of income saved. Then
1 (1-9)
R 0
= s(R,) = - ( (21)
We can rewrite (20) into [ )] k” (22)
The saving is increasing in iff X is increasing in R.

s(R,)isincreasing in R if 6)<1.

The rise in R, has both the income and a substituting effects.
(1-0)

(1-9) (1-9)
For 6=1 = R ? =[f'(kt+1)] 0 —

s(R,) :%, eq(22) becomes

1
° Ct:[—jkta — ct:(l—,B)kt“, V te[0,)
K 1+ /3




a 1 (04
kt+1 = kt _(1+,Bjkt

kt+1 :( P jkta’
1+ 5

For infinite time horizon model, [ P j:>,6’,
k™ =

1+ 5

1

k.,,=pk*, = k=pk% = (B)re >0
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kt+1
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