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1. The Optimal Allocation in a Neoclassical Growth Model. Consider the
following economic environment:

U :/ u(cy)e Pt dt,
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where the notation is the same as in class, and o € (0,1), and 4, p, and
o are all positive parameters, with p sufficiently large to keep utility
finite. Notice that ¢ = C'/L as usual.

(a) Define the optimal allocation of resources in this economy. That
is, define what an allocation is, and then define what an optimal
allocation is.

(b) Write down the Hamiltonian for this problem. What is an eco-
nomic interpretation of the Hamiltonian?

(c) Obtain the first order conditions that characterize the solution.
What economic interpretation can you give to these?

(d) Solve for the optimal allocation in steady state (i.e. when the
allocation is constant over time). What is the optimal saving
rate in steady state?



