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FIGURE 2.4 The behavior of c and k for various initial values of c 

Point D shows a case of very low initial consumption. Here �and k are 
both initially positive. From (2.25), é is proportional to c; when c is small, 
c is therefore small. Thus c remains low, and so the economy eventually 
crosses the d = 0 line. After this point, é becomes negative, and k remains 
positive. Thus the economy moves down and to the right. 

é and k are continuous functions of c and k. Thus there is some critical 
point between Points C and D-Point F in the diagram-such that at that 
level of initial c, the economy converges to the stable point, Point E. For 
any level of consumption above this critical level, the k = 0 curve is crossed 

before the � = 0 line is reached, and so the economy ends up on a path 
of perpetually rising consumption and falling capital. And if consumption 
is less than the critical level, the  = 0 locus is reached first, and so the 

economy embarks on a path of falling consumption and rising capital. But 
if consumption is just equal to the critical level, the economy converges to 
the point where both c and k are constant. 

All these various trajectories satisfy equations (2.25) and (2.26). Does this 
mean that they are all possible? The answer is no, because we have not yet 
imposed the requirements that households satisfy their budget constraint 
and that the economy's capital stock can never be negative. These condi-
tions determine which of the trajectories in fact describes the behavior of 
the economy.

If the economy starts at some point above F, c is high and rising. As a 
result, the equation of motion for k, (2.26), implies that k eventually reaches
zero. For (2.25) and (2.26) to continue to be satisfied, c must continue to 
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