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FIGURE 3.3 The impact of an increase in a on the path of A when 6< 1 

resources devoted to technological progress to increase long-run growth. To 
see why it does not, suppose there is a permanent increase in aL starting 
from a situation where A is growing at rate gA. This change is analyzed 
in Figure 3.2. aL does not enter expression (3.9) for ýA: JA(t) = ynga(t) + 
(0- 1)[#A(t)]E. Thus the rise in aL does not affect the curve showing jA 
as a function of ga. But aL does enter expression (3.7) for ga: ga(t) = Ba{ L(¢)Y 
A(t)- The increase in az therefore causes an immediate increase in ga but 
no change in ja as a function of ga. This is shown by the dotted arrow in 

Figure 3.2. 
As the phase diagram shows, the increase in the growth rate of knowl-

edge is not sustained. When ga is above gA, GA is negative. gA therefore 
returns gradually to ga and then remains there. This is shown by the solid 
arrows in the figure. Intuitively, the fact that 6 is less than 1 means that the 
contribution of additional knowledge to the production of new knowledge 
is not strong enough to be self-sustaining. 

This analysis implies that, paralleling the impact of a rise in the saving 
rate on the path of output in the Solow model, the increase in a results in 
a rise in ga followed by a gradual return to its initial level. That is, it has a 

level effect but not a growth effect on the path of A. This information is 

summarized in Figure 3.3. 

See Problem 3.1 for an analysis of how the change in a; affects the path of output. 



{ "type": "Document", "isBackSide": false }



