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The model assumes that a constant fraction of output, s, is
L invested. Defining k as the stock of capital per effective unit of
labor, £ = K/AL, and y as the level of output per effective unit of

= labor, y = Y/AL, the evolution of & is governed by
'@ k(t) = sy(®) - (n + g + Bk (D)
W = sk(t)* — (n + g + d)k(2),

P where b is the rate of depreciation. Equation (4) implies that %
converges to a steady-state value k* defined by sk** = (n + g + 8)k*,
or

(5) k* =[s/(n + g + V-«

The steady-state capital-labor ratio is related positively to the rate
of saving and negatively to the rate of population growth.

The central predictions of the Solow model concern the impact
of saving and population growth on real income. Substituting (5)
into the production function and taking logs, we find that steady-

state income per capita is
Y(@)
(6) Inly—; o lnA(0)+gt+ ln(s)——-ln(n +g+8).
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