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Solow model basics

Cobb-Douglas Production Function

Yt = AK α
t L

1�α
t

Fundamental Law of Motion

∆Kt = s � Yt � δ �Kt

when Lt = Lt�1 = L̄ and xt =
Xt
Lt

∆kt = s � Akα
t � δ � kt

Steady state

∆Kt = 0
�
=

∆Kt
Kt

= gK =
K̇
K

�
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Steady State

Assuming Lt = L̄

∆Kt = 0
Lt=L̄=) ∆kt =

∆kt
kt

= gk = 0

From the production function:

∆Kt = 0
Yt=AK α

t L
1�α
t=)

Lt=L̄
∆Yt =

∆Yt
Yt

= gY = 0

∆yt =
∆yt
yt

=
ẏ
y
= gy = 0
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Solow Diagram 2

Growth



Growth and Development in CEE
Solow Model
Steady State
Savings Rate

Solow Steady State

∆kt = s � Akα
t � δ � kt

and
∆kt
kt

= 0

gives
s � Akα�1

t = δ

k� =
�
s � A

δ

� 1
1�α

y � = A �
�
s � A

δ

� α
1�α
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Solow Diagram: Reform (Di¤erent Savings Rate)
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Di¤erent Savings Rate and Level E¤ect

k� =
�
s � A

δ

� 1
1�α

and k�� =
�
s 0 � A

δ

� 1
1�α

y � = A �
�
s � A

δ

� α
1�α

and y �� = A �
�
s 0 � A

δ

� α
1�α
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Increased Savings Rate and Holodomor
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�Golden Rule�Savings Rate

max
s
c = y � sy

s.t.

y = Akα

k =

�
s � A

δ

� 1
1�α
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Solow Model Predictions

Countries will eventually end up in their steady states

Countries will grow at di¤erent rates if they are at di¤erent
distance from the steady state level

in case they have the same steady state
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Stability, Multiple Equlibria and Poverty trap
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