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I (4,5 values)
Describe briefly 3 of the following concepts:
1. The Solow residual.
2. The Washington consensus.
3. Absolute versus conditional convergence.
4. Pure public good versus congestion. 
5. Perfect technological diffusion 

II (7,5 values)
In Newland, the production function is given by: 
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 describes the technology and N is the (constant) number of workers. In this economy, 25% of income is saved the capital depreciation rate is 1%. 
1. Describe the main equations of the model and deduce the fundamental dynamic equation for the K/L ratio, where L is labour in efficiency units.

2. Find out the equilibrium values of K/L, Y/L and K/Y. Discuss, with the help of a graph the stability of this equilibrium. 
3. Describe the time-paths of per capita income (Y/N), the wage rate, the interest rate and the factor income shares in GDP in the steady state.  Are these findings in accordance to the real world facts? 
4. Admit that a war reduces the stock of capital in this economy. Describe the subsequent evolution of per capita’s income (Y/N) and calculate its growth’s rate in the long run. How did the growth rate of per capita income and the interest rate evolved during the transition from one steady state to the other? Explain. 
5. In Poorland, the per capita income is only one tenth of that in Newland. Assuming that the only difference between the two economies was the saving rate and that both economies were in the respective steady states, what should be the saving rate and the interest rate in Poorland? Discuss.  
II (7,5 values)

II (7,5 values)

III (6 values)

Consider an economy, where the production function is given by Y=0,2K, the population grows at 1% per year, capital depreciates at 4%. 

3.1. Assume for the moment that the saving rate is constant and equal to 30%. 

1. Describe the main equations of this model and find out the growth rate of per capita income in this economy. Discuss, with the help of a graph the dynamic properties of this model. 
2. Consider now that the government imposes a tax on production, , which proceedings are used to finance unproductive government consumption. 

a. Describe the main income identities of this economy and place them in a flow income chart.
b. Find out the growth rate of per capita income in this economy when: =0%; and =20%. Explain. 

3.2. Now assume that the saving rate is endogenous, so as to satisfy the following inter-temporal consumption rule: 
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c. Explain this equation.
d. Compute again the growth rates of per capita income when =0%; and =20%.
3.3. Explain the differences between the results obtained in b and d. 

III (6 values)

III (6 values)

IV (2 values) 
Choose and comment one of the following sentences:
1. “In the Solow model, technological progress has to be exogenous” 

2. “Governments fail, too” 
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