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Y =F(K,aL),lety = a—-i, k= a—li . Then, assuming a constant saving rate,

dk
pri sf(k) — (8 + € + n)k, where f(k) = F(k, 1),

where § is the depreciation rate, e the growth rate of a, and n is the population growth rate.
In the steady state, % =0.
Hence, sf(k) = (5 + £ + mk. (1)
- Note that the existence of a steady state requires § + € + n > 0.
Assume further that the production function is Cobb-Douglas: f(k)=k¥.

df §+e+n
Then, using (1), the steady state net interestrate r = — = Bkf~1 - § = E-(s—)
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(1-B)e 0.7 1.0
€ 1.12 1.64
B 373 .391
3 8.2 8.9
S 22.5 20.0
r 5.6 8.9
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€ 0.66
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s. 1.45
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