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Figure 2.2 
The slope of the saddle path. When is low, consumers do not mind large swings in consumption over time. 

Hence, they choose to consume relatively little when the capital stock is low (and the interest rate is high). The 
investment rate is high initially in this situation, and the economy approaches its steady state rapidly. In contrast
when 6 is high, consumers are strongly motivated to smooth consumption over time. Hence, they initially devote
most of their resources to consumption (the stable arm is close to the k =0 schedule) and little to investment. In 
this case, the economy approaches its steady state slowly. 

low values of k (see figure 2.2). The high levels of investment imply that the transition is 

relatively quick, and as k approaches k", households increase ê sharply. It is clear from the 
diagram that linear approximations around the steady state will not capture these dynamics 

accurately.
We show in appendix 2C (section 2.10) for the case of a Cobb-Douglas technology, 

ý = Ak", that ê/k is rising, constant, or falling in the transition from k(0) < k* depending

on whether the parameter 0 is smaller than, equal to, or larger than the capital share, a. It 

follows that the stable arm is convex, linear, or concave depending on whether 6 is smaller

than, equal to, or larger than a. (We argue later that 6 > a is the plausible case.) Ife = 
so that ê/k is constant during the transition, the policy function has the closed-form solu 
= (constant) k, where the constant turns out to be (8 + p)/0- (8 + n). 

2.6.4 Behavior of the Saving Rate 

The gross saving rate, s, equals 1-ê/fK). The Solow-Swan model, discussedir
assumed that s was constant at an arbitrary level. In the Ramsey model with 
consumers, s can follow a complicated path that includes rising and falling segi 

economy develops and approaches the steady state.
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