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1. AvdaAuon TomikAg EuoTdBeiag

Ztnv nponyoupevn SLAAeén eidape OTL TO VEOKAAGOLKO UTIOSELY O OLKOVOLLKAG LeyéBuvaong Cass-
Koopmans, €xel gl (ecwrteplkn) otabepr) Looppormia, oTnV Omoia CUYKAIVEL OCUUMTWTLKA,

€ekwWVTOg oo omoloSAMote apxkd kepdhalo ava vowokuptd, K, > 0. Ze auth tnv Sudhedn,
XapaKtnpiloupe avaAUTIKA TNV TTOPELD TNG OlKovoulag yupw (O HLa avolyTr Yeltovid) anod tnv
otaBepn wopporia. H avadAuon auth ovopdleTtal «avAaAluon TOTIKAG EVOTABELAGY.

Ye oxéon pe to Awaypappa 1V.1, yapaktnpiloue tTa euotobr POVOTATLA, O £Va OVOLXTO KUKAO
ME KEVIPO TNV otabepn Loopporia (k*,C*). H apxki ouvOnkn kal n tepuatiki cuvlnkn, 6ev
xpnowuomnotovvtal. Emiong, avti tou cuvotiuato¢ twv SUo Sladoplkwy EELCWOEWV TPWTOU
BaBuou (IV.7)-(IV.8), elval MPOTIUOTEPO va XPNOLUOTIOL\COULE TNV YEVIKOTEPN Hopdn TNG
SeutepoBadulag Stadopikig e€iowong tng cuvbnkng Euler tou Baotkou MpopAnuatog, (1.34):

q)2<xt’xt+l)+6q)1(xt+l’xt+2)zo (V.1)

KoL va g€elblkelooupe TNy (V.1), ylo TNV MePMTWON TOU VEOKAAGLKOU UTIOSELYLOTOG OLKOVOULKIG
uey€buvong, pe TG ouvOnkeg Euler (IV.1) kou (IV.4), onwg xpeldletal. Itn meplmtwon Tou

VEOKAQOLKOU UTTOSELYOTOG OLKOVORLKIG peyéBuvong, X, =K, .

Av umapxel otaBepn wooppormia, X , OMwWC OTnNV TEPIMTWON TOU VEOKAAOLIKOU UTOSELYUOTOG

OLKOVOULKNAG LeyéBuvang, omou X = k™, énetal and v (V.1), ot
®,(x,x)+8®,(x,x)=0 (V.2)

Twpa, avn € Cl[int(A)] EMETAL Mo to Oewpnua tou Taylor (BAgme,..... ), OTL N aplotepn
mAeupd g (V.1) umopel va mpooeyyloBel auBaipeta, o pio avolytr yeltovid, ovtiotolya
mAnotov tou (X, X,X) He TNV aploteph TMAEUPA TNG KATWOL SLadopikig, YPAUIKAG €lowong
Seutépou Babuou:

D, (X, X)+ 3y (%, X) 4+ Py (X, X) (X — X) + Dy (X, X) (X — X) +

B, (%) 0 — X0+ By (5,X) (45— X) = O W

AMN\G, 6edopévou tng (V.2), n eflowon auth amAomoleital, otnv «opoyevn» dtadopikn e§iowon
Seutépou Babpou pe otaBepolC CUVTEAEOTEC:

by, (X’ X)(Xt+2 —X)+[62y, (X, X) + @5 <X, X)](Xt+1 — X))+, (X’ X) (x—x)=0 (V.4)

ITNV MEPUTTWON TOU VEOKANOLKOU UTIOSELYHOTOC OLKOVOULKAG HEYEBUVONG, MapaAeimovtag Tig
METOPANTEG TWV CUVAPTAOEWY, EXOULE:



@, =u'[f"+(1-5)] >0

®,=u'(-1)<0

&, =u"[f'+(1-8)]" +u' f"<0 (V.5)
D, =u"[["+(1-9)](-1)> 0

D,,=u" <0

Aocknon V.1: Bpeite T mapamdvw TPWTEG Kol SeUTEPEC HEPLKEG Tapaywyou tng P otig
TEPUTTWOELG TNG Aoknong I.5.

Acknon V.2: Bpeite T mapamdvw TPWTEG Kol SeUTEPEG HEPLKEG Tapaywyou tng P otig
TMEPUTTWOELG TNG Aoknong IV.1.

ITnv ouvéxela, Auvoupe tnv (V.5) £€tol wote n AVon va xapaktnpilel ta euotadr) povomaTia mou
ouykAivouv otnv otaBepr wopportia, X . H Stadikacio autrng tng AVong akoAouBel mapakatw
BrAuoata:

Brua 1: Opiloupe TG petaPAnTec:
Xe =X - X

l/’t = Xt+1

wote va petatpePoupe v (V.4) oto KATWOL oUOTNUO OHOYEVWV YPAUUIKWY SlodopLlkwy

eflowoswv MpwTtou Pabuov, pe otabBepolG CUVTEAEOTEC:

BPy, 0| W + By + Dy Dy ||y |_| 0
0 1[pal | 1 0 ]kl [0
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BApa 2: Bpiokoupe TI¢ LOLOTLUEG Kal Ta WBlodlaviopata TG LATPOG LD, LS|, wote
1 0

va TNV Jetacxnuatioovpe og Staywvio. OL LBLOTIHES TNG LATPAG QUTAE AmoTteAoUV TV AUon TG

«XOPAKTNPLOTIKAG e€lowang»:



_ PPy, + Py _l

LD, B |-A|=0 n
1 0
22 +ﬁ@11+¢12 }L_Fizo (V.6)
PP,

Zuvenwg ot pileg g (V.6), A, kat A,, LkavomoloUV TG OXECELS:
1

I =
B

O, +D ) ut” )

ot ay=- LRt P g ) WU g
By, u

H teleutaia aviodtnta £netal and 1o yeyovog OTL oL cuvaptroel Ukat f eival avotnpd

aU&ouoeg Kal auotnpd KolAeg. Qg ek TOUTOU, oL pileg AUTEC EXOUV TLC €ENC LOLOTNTEC:

a) A\, >0

b) AV A=A =\, = —

oA

1
c) Avxwpic anwAela TG yevikoTnTog UToBEcoupe otL A <1 = a >—>1

g8

) PPy + Py - l
OL BLOTNTEG TWV WOLOTIUWY  TNG UATPOC LD, [ | anewkoviovtal oto mopoakdTw
1 0

Slaypapua.
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Aidypappa V. 1. Ou pileg TG XOPOAKTNPLOTIKNG £§i0WONG TG YPOUULKOTIOLNUEVNG CUVORKNG
Euler
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Fotw 4y, =v € R\{0}(8nhasdn, eivar évag avBaipetog mpaypatikdg aptOpdg Stédopog tou

HNdevog) kau iy, =¢ € R\{0}. Enetaw and kataokeun, ot
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Kalt, katd cuveneLla:
v %f A 0 |lv %f
2 {W‘”} =g 2 2 [%} (V.7)

1% X+l YIRS Xt
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Brpa 3: Bpiokou e TG TIHES Twv aubaipstwy otabepwv V Koug, woTte Zt —> O OTIWG

{—> 0. Anhadn, To X, va eival evotaBég povomatt.



Opiloupe TG petoPANTEG:

Y, th+ L

Xt = l/j'[ +5Xt

> <

Npodavwg, ya va eivaL to X, EVoTaBEG HOVOTIATL , TTPETEL VAL LOXUEL OTL:

7.,X, >0, Oonogt—0.

1
AMG and tnv (V.7)kat to yeyovog ot A <1 kat — > 1, énetal otu:

Y =1, >0, V¥R

Kot
l t
X =|—|X,>0, <X, =0
pA

JUVETIWC, TIPETEL VA LOYXVEL OTL:

_ A
Xt = Xi
\%

H AUon, anod Kataokeun, TPEMEL VAL LKAWVOTIOLEL TNV YpapULIKoTolnuévn ouvenkn Euler (V.4).
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pi?

Apa, mpeneL va Exoupne — oo pe —1 A . 0AAG TO TEAEUTOLO ouVETAyETAL OTL Zt —>» 0
v

OTWG t > 0. KataAryoupe otL é =—1 kow n povadikn Avon tng (V.4) , wote —> O
t
v

OTWG {—>o , lvat n kdtwoL:

X1 = A X (v.8)
n
(kt+l - kt ): (1' i)(k* - kt) (V.9)

H teAevtaia efiowon, mou ovopadletal «guéAktog erutoayuvtne» (flexible accelerator), kavet
oAodavepo OTL, 0TO VEOKAAGLKO UTIOSELYA OLKOVOLLKNG HeyEBuvaong, Ta Bripata pe Ta onola to
kedAAalo ava VOLKOKUPLO Ttpooeyyilel Tnv otaBepn Loopporia eival avaloya Tng amootacng tng
olkovouiag amno tnv .opporia autr). O Abyog Tou EKACTOTE TETOLOU BALATOC TTPOG TNV AVTioTOLKN
anodotaon eivat otabepog kat ioog pe (1- 4). Mapatnpolpe dtL 0 AOyog auTog efaptdral anod
OAEC TIG TAPAUETPOUC TOU UTIOSELYHATOC, AANG KOL TLG TLEG TOU Kedalaiou Kol TG KATAVAAWGNC
VA VOLKOKUPLO otn otaBepr) oopporia, epooov,

) * 1) ) -2 \?
1:% gt A RAc kT [(ﬂ'l p DAk ] 48 L (v.10)
. , , (kt+1 B kt ) ; o ,
Acknon V.3: Bpeite tov Aoyo W otnv nepintwon tou unodeiypdrog tng Aoknong I.5.
"Ry

e KkaBe meplmtwon eival SU0KkOAO va XapoKTnploOupe TNV TOPEIO TOU ONUElOU TNG
OQVTOYWVLOTIKNAG LOOPPOTILOC TIOLOTIKA KOl VA LEAETAOOUE TIG EMISPACELC TIOU €XOUV OE QUTH
OAAQYEC OTIC TIOPAMETPOUC Tou uTtodeiypatog. To MPOBANUA AUTO QVIIUETWIIIETAL HE TNV
TIOOOTIKN avaluon.



2. Moootik AvaAuon

JTnv mepimtwon tou unodeiypatog pe avavopevo mAnBuouo kat oudetepn katd Harrod e€wyevn)
texvohoyikn mpoodo (Acknaon 1V.1), To onUeio TNG AVIAYWVIOTIKAG LooppoTiag, xapaktnpiletatl
amo TI¢ €LOWOELG:

Ko, =(1- Dk + ik, (V.11)

Omou:

,12% Br+1)+ a(l-a)Ac kK \/L(ﬁl+1)+ o(1-0) Ak

_- 2] -4p71 1 (V.12)
(+g, )(1+g,)] (+g, )(1+g,)]

yt = Ak« (V.13)
—_(1_ a_
¢, =(1-S)k +Ake— (L+g )(1+g, )k w.1a)
| =(L+g,)(L+g, Dk ,~(1-S)k w.15)
n=a Akt“_l (V.16)
—(1_ a
W =(1-a)Ak (v.17)
H otaBepr| Loopporia Tou mapanmavw CUCTHATOC, Xapaktnpiletal amno tnv efiowon:
1
- 104 A -«
K™= apA (V.18)
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$=[1+g,)1+9,)-1-9)] (V.19)

Mpodavwg, ov  elyape  TWEG  ywlad TG TIAPAUETPOUC  TOU umodeilypartog
(O{, ﬂ, Y, 5, A, gn , g . ) Kol kO , Ba unopouoape va UTTIOAOYICOULLE TNV TTOPELX OAWV TWV

METABANTWY TOU CNUELOU OVTAYWVLOTIKNAG LooppoTiiag Kal, (owg , MEPLOCOTEPO ONUAVTLKO Ba
UTTOPOUCOUE VO EEETACOUE TTOOOTIKA TLG ETMLOPACELG OTH TOpEia auth ou Ba eliyov aAAayEG OTIC
TIAPOAUETPOUC TOU UTIOSELYHATOG.

O YrmoAoylotkdc Kwdikag

% This program analyzes short and long run effects of a 10 percent increase in total factor
productivity in the discrete time Cass-Koopmans model.

% Two cases are examined:
% 1. A permanent 10 percent increase in total factor productivity

% 2. A temporary (one period) 10 percent increase in total factor productivity

% The program calls the function:
%

% ss_ck.m, which computes the steady-state as well as the transition matrix for the linear
approximation to the model.

clear all;

clc

% structural parameters

A=1; % Technology level

beta =0.96; % Discount factor



gamma = 2; % Relative risk aversion

gn =0.01; % Population growth rate

gz = 0.025; % Technological growth rate
delta = 0.07; % Depreciation rate of capital
alpha =0.33; % Capital share

theta = (1+gn)*(1+gz)-(1-delta);

% initial steady state (before the 10 percent increase in total factor productivity)

kssO = ((alpha*A*beta)/(theta+(1-beta)*(1-delta)))*(1/(1-alpha)); % capital stock
css0 = A*kssO”alpha - theta*kss0; % consumption

issO = theta*kss0; % investment

rssO = alpha*A*kss0”(alpha-1); % real rental cost of capital

wss0 = (1-alpha)*A*kss0”alpha; % wage

yssO = A*kssO”alpha; % output

display('Initial Steady State')

display(' k ¢ i r w vy )

display('== = = = = ==")

display([kssO css0 issO rssO wssO yss0])

display('"')
display('"')
display('l. APERMANENT INCREASE IN TOTAL FACTOR PRODUCTIVITY')
display('"')

display('"')

%short run and long run effects of a permanent change in total factor productivity



nobs=99;

param=[A beta gamma gn gz delta alpha];

x0=[kss0 kss0 css0 css0]';

paraml=param;

x01=x0;

% computes the new steady state (after a permanent ten percent increase in total factor

productivity)

param1(1) = 1.1*param(1);
x=fsolve('ss_ck',x01,optimset,param1);

kss =x(1); % capital

css = x(3); % consumption

iss = theta*kss; % investment

rss = alpha*param1(1)*kss”(alpha-1); % real rental cost of capital
wss = (1-alpha)*param1(1)*kss”*alpha; % wage

yss = param1(1)*kss”alpha; % output

display('Steady State After a Permanent 10 Percent Increase in Total Factor Productivity')

display(' k ¢ i r w vy )

display(' = = == - - )

display([kss css iss rss wss yss])

J=jacobian('ss_ck',x,param1); % transition matrix

11



MA=[J(1,1) J(1,3);

J(2,1) J(2,3)];
MB=[J(1,2) J(1,4);

1(2,2) J(2,4)];
MG=-inv(MA)*MB;
[Mvec,Meig]=eig(MG);
Meig2=diag(Meig);
[Meig3,Mord]=sort(abs(Meig2));
Meig4=Meig2(Mord);
Mlambda=diag(Meig4);
MM=Mvec(:,Mord);
Mm=inv(MM);

stab=-Mm(2,1)/Mm(2,2); % stabilizing constant

kO=kss0;
cO=css+stab*(k0-kss);
vk1=[];vk1=[vk1;k0];
vcl=[];vcl=[vcl;c0];

for i=1:nobs

k1= ((1-delta)*k0+param1(1)*k0~(alpha)-c0)/((1+gn)*(1+gz));

cl=css+stab*(ki1-kss);

c0=cl;

ko =k1;

vkl = [vk1;k0]; % capital stock
vcl = [vcl;c0]; % consumption

end

vyl = param1(1).*(vk1l.*alpha); % output

vrl = (alpha*param1(1)).*vk1l.Malpha-1); % real rental cost of capital
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vwl = ((1-alpha)* param1(1)).*vkl.*alpha; % wage

vil = -(1-delta).*vk1(1:nobs-1) + ((1+gn)*(1+gz)).*vk1(2:nobs); % investment

%short run effects of a one period change in total factor productivity.

% Total factor productivity increases by 10 percent at period t=0 and goes back to its %initial
value at period t=1

display('"')

display('"')

display('2. ATEMPORARY INCREASE IN TOTAL FACTOR PRODUCTIVITY')
display(' ')

display('"')

% the state of the system at period t=1
kss1 =vk1(2); % capital is a state variable
cssl =vcl(1);

issl =vil(1);

rssl=vrl(1);

wssl =vwl(1);

yssl =vyl(1);

x02=[kss1 kss1 css1 css1]’;

display('State of the System at Period t=1")

display(' k ¢ i r w vy ")

display('== = = = = ==')

display([kss1 css1 iss1 rss1 wss1 yss1])

% computes the new steady state (after the reduction of total factor productivity)

% Note that this steady state must be the same as the initial steady state

13



x1=fsolve('ss_ck',x02,0ptimset,param);

kss2 = x1(1); % capital

css2 =x1(3); % consumption

iss2 = theta*kss2; % investment

rss2 = alpha*param(1)*kss2”(alpha-1); % real rental cost of capital
wss2 = (1-alpha)*param(1)*kss2”alpha; % wage

yss2 = param(1)*kss2”*alpha; % output

display('Steady State After the Temporary Total Factor Productivity Increase')

display(' k ¢ i r w vy )

display([kss2 css2 iss2 rss2 wss2 yss2])

J=jacobian('ss_ck',x1,param); % transition matrix
MA=[J(1,1) J(1,3);

J(2,1) J(2,3)];
MB=[J(1,2) J(1,4);

J(2,2) )(2,4)];
MG=-inv(MA)*MB;
[Mvec,Meig]=eig(MG);
Meig2=diag(Meig);
[Meig3,Mord]=sort(abs(Meig2));
Meig4=Meig2(Mord);
Mlambda=diag(Meig4);
MM=Mvec(:,Mord);
Mm=inv(MM);

stab=-Mm(2,1)/Mm(2,2); % stabilizing constant



vk3(1:2) = vk1(1:2);
ve3(1) = vel(1);
vy3(1) = vy1(1);
vr3(1) = vrl(1);
vw3(1) = vwi1(1);

vi3(1) = vil(1);

kO=kss1;
c0=css2+stab*(k0-kss2);
vk2=[];vk2=[vk2;k0];

vc2=[];vc2=[vc2;c0];

nobsl = 49;

for i=1:nobs
k1= ((1-delta)*k0+param(1)*k0*(alpha)-c0)/((1+gn)*(1+gz));
cl=css2+stab*(k1-kss2);
c0=cl;
kO =k1;
vk2 = [vk2;k0]; % capital stock
vc2 = [ve2;c0]; % consumption
end
for s=3:nobs1
vk3(s-1) = vk2(s-2); %capital
%vk3(s) = vk2(s-2); %capital
vc3(s-1) =vc2(s-2); %consumption
vy3(s-1) = param(1).*(vk2(s-2).”alpha); %output

vr3(s-1) = (alpha*param(1)).*vk2(s-2).*alpha-1); % real rental cost of capital
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vw3(s-1) = ((1-alpha)* param(1)).*vk2(s-2).*alpha; % wage
vi3(s-1) = -(1-delta).*vk2(s-2) + ((1+gn)*(1+gz)).*vk2(s-1); % investment

end

% setting all variables to start from their steady state values
vkl1= [kssO; vk1];

vcl=[cssO; vel];

vyl= [yssO; vyl];

vrl=[rssO; vrl];

vwl= [wss0; vwil];

vil= [issO; vil];

vk3= [kssO; vk3'];
vc3= [cssO; ve3'];
vy3= [yssO; vy3'];
vr3= [rssO; vr3'];
vw3= [wss0; vw3'];

vi3= [issO; vi3'];

figure('Name','Figure 1: Responses After a Permanent 10 Percent Increase in Total Factor
Productivity','NumberTitle','off')

hold on

subplot(3,2,1);
plot(vkl);
title('Capital Stock');

grid on



subplot(3,2,2);
plot(vcl);
title('Consumption’');

grid on

subplot(3,2,3);
plot(vil);
title('Investment');

grid on

subplot(3,2,4);
plot(vyl);
title('Output’);

grid on

subplot(3,2,5);

plot(vrl);

title('Real Rental Cost of Capital');

grid on

subplot(3,2,6);
plot(vw1);
title("Wage');

grid on

hold off
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figure('Name','Figure 2: Responses After a One Period 10 Percent Increase in Total Factor
Productivity','NumberTitle','off')

hold on

subplot(3,2,1);
plot(vk3);
title('Capital Stock');

grid on

subplot(3,2,2);
plot(vc3);
title('Consumption');

grid on

subplot(3,2,3);
plot(vi3);
title('Investment');

grid on

subplot(3,2,4);
plot(vy3);
title('Output’);

grid on

subplot(3,2,5);
plot(vr3);
title('Real Rental Cost of Capital');

grid on



subplot(3,2,6);
plot(vw3);
title('Wage');

grid on

hold off

function f=ss_ck(x0,param)

% solves for the steady state and gets the transition matrix of the linear approximation to %the

first order conditions of the Cass-Koopmans model in discrete time

A = param(1); % Technology level
beta = param(2); % Discount factor

gamma = param(3); % Relative risk aversion

gn = param(4); % Population growth rate
gz = param(5); % Technological growth rate
delta = param(6); % Depreciation rate of capital

alpha = param(7); % Capital share

k1 =x0(1);
k =x0(2);
c1 =x0(3);

c =x0(4);

f(1) = (1+gn)*(1+gz)*k1-(1-delta)*k-A*k alpha+c;
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f(2) = (1+gn)*(1+gz)*c1*gamma - beta*c”(gamma)*((1-delta)+alpha*A*k1”(alpha-1));

f(3) = k1-k;
f(4) = cl-c;
f=1;

function J=jacobian(func,x0,param)

%

% A function that uses numerical derivatives to compute the Jacobian matrix of any system of

functions of several variables.

auxi=diag(max(abs(x0)*1e-8,1e-8));
n=length(x0);
for j=1:n
J(:,j)=0.5.*(feval(func,x0+auxi(:,j),param)-...
feval(func,x0-auxi(:,j),param))/auxi(j,j);

end

1. Simulations
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Figure 2: Responses After a One Period 10 Percent In
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