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1. In the endogenous growth model, suppose that there are three possible uses of time. Let u denote the fraction
of time spendt working. Let s denote the fraction of time spent neither working nor accumulating
human capital (call this unemployment), and 1− u− s the fraction of time spent accumulating human
capital.

(a) Define the consumer’s budget constraint, the law of motion of human capital, the firm’s production
function and the firm’s profit function. (Fill in the blanks in the table below)

Consumers Firm
C = ..............

Hs′ = (............)

Y = ..............

π = .................

b = efficiency of human The demand curve is
capital accumulation infinitely elastic at w = z

technology

(b) Define equilibrium consumption and growth of capital accumulation. (Fill in the blanks below.)
The market clears at w = ........... where uHd = ...............

Equilibrium consumption and growth of human capital accumulation: (Define H ′ ,
H ′

H
and

H ′

H
− 1.)

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

......................................................................................................................................................................

(c) From question (b), draw two diagrams; one to show equilibrium in the labour market and the other to
show growth of human capital.

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

......................................................................................................................................................................
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2. In the endogenous growth model, the competitive equilibrium is given by

Y = C = zuH

H ′ = b(1− u)H

where Y = output; C = consumption, z = total factor productivity; H and H ′ = levels of current nd future
human capital, respectively; b = the efficiency of human capital accumulation technology; and u - time
allocated to producing output.

What is the most important source of economic growth in the model? What are the growth rates of consump-
tion, output and human capital? Explain why economic growth is unbound in the model as well as compare
the source of growth with Solow model. (If the space provided is not enough, please attach a separate paper.)

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

.......................................................................................................................................................................

2



3. From Question 2, suppose the government implement a policy to reduce u, time allocated to work, how this
affects consumption path and output path. Will the economy gain from the policy? Discuss.
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