1. Endogenous growth in Ramsey model.

1) Household utility maximization problem:
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2) Firms maximize their profits and are competitive (we assume 
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3) Capital balance:
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4) Good balance:
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We solve the household problem:
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Substituting 
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 in the last equation gives us the economy expansion paths (the second equation is the good balance):
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Steady states that may appear in the economy depending on 
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In areas 
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we have exactly the model we learned in the third module and so the curves will be the same. To link these two areas remind that 
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 may be not. When the economy passes the line 
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 from left to right the marginal productivity increases and 
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 by the same value. We see that consumption is discontinuous at line 
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It is intuitively clear that 
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