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FIGURE 2.3 The dynamics of c and k 

assumed to hold so that lifetime utility does not diverge (see [2.3]). Thus k* 
is to the left of the peak of the k =0 curve. 

The Initial Value of c 

Figure 2.3 shows how c and k must evolve over time to satisfy households 
intertemporal optimization condition (equation [2.25]) and the equation
relating the change in k to output and consumption (equation |2.26|) given 
initial values of c and k. The initial value of k is determined by the assump 
tion that the initial capital stock is an exogenous parameter of the model. 
But the initial value of c must be determined 

This issue is addressed in Figure 2.4. For concreteness, k(0) is assumed 
to be less than k*. The figure shows the trajectory of c and k for various 

assumptions concerning the initial level of c. That is, for a given assumption 
about c(0), we ask what the dynamics of c and k would be if equations (225) 
and (2.26) held at every point in time. If c(0) is above the k = 0 cur 
point like A, then � is positive and k negative; thus the economy mo 
tinually up and to the left in the diagram. If c(0) is such that k is initi 
Point B), the economy begins by moving directly up in (k, 
after � is positive and k negative, and so the economy again
to the left. if the economy begins slightly below the k = 0 
k is initially positive but small (since k is a continuous fu 
� is again positive. Thus in this case the economy initially 
slightly to the right; after it crosses the k = 0 locus, howe 
negative and once again the economy is on a path of rising 
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