Advanced Macroeconomics
Instructed by Xu & Yi

Midterm Exam I (Open-Book)
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Name: Student ID:

1. (50 points) Consider an economy depicted by a Solow growth model with a constant

returns to scale and Cobb-Douglas production function

F(Ax(t)K(1), AL(L(1) = [Ax (K ()] [AL(OLO)] ™, (1)

A (t) Ap(®)

where a € (07 1)7 Ag () =0k > 07 AL(D) =JgL > O, and M =

L(t) —
and depreciation rate of capital equals §. Prove that there exists a globally stable

0. The saving rate is s

steady state for this economy.

2. (50 points) Consider an OLG growth model with all settings identical to those in the

textbook except the life-time utility function (2.43) now becomes
Uy = CY, 021;4-7)17 (2)

with n € (0,1). The production function takes form f(k) = k“. Characterize the

dynamic equilibrium of the economy.
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