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• State variables are At , yt, Rt-1.

0 ,A given

• Control variables is savings, st = At + yt - ct

• Transition function At+1 = Rt.(At+yt-ct) does not 
i l t t i bl (i thi hinvolve  state variable. (in this case, we have 
xt+1=g(ct), instead of xt+1=g(xt,ct)) 
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Saving under certaintySaving under certainty
• Bellman’s equation
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• Note that    ct=At+yt–st , or   st=At+yt–ct. Hence 

1
1,t t twhere s R A 

t t yt t , t t yt t
by recalling (9), which is the same marginal 
condition as (1.4b), and suppose that the 

ti l h i h(A R ) th hoptimal choice st=h(At,yt,Rt-1) then we have
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Saving under certaintySaving under certaintySaving under certaintySaving under certainty
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The above result
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1also valid for t henceThe above result
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, . . . ,tNext by differentiating Bellman equation w r t s one has
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.12 ,tEq is the Euler equation for s
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Optimal Growth under certaintyp y
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Optimal Growth under certainty
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Optimal GrowthOptimal Growth
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Optimal GrowthOptimal Growth
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