
18 Chapter 1 THE SOLOW GROWTH MODEL 

FIGURE 1.3 The phase diagram for k in the Solow model 

Thus the Solow model implies that, regardless of its starting point, the 

economy converges to a balanced growth path-a situation where each 
variable of the model is growing at a constant rate. On the balanced growth 

path, the growth rate of output per worker is determined solely by the rate 

of technological progress.

1.4 The Impact of a Change in the Saving 

Rate 
The parameter of the Solow model that policy is most likely to affect is the 
saving rate. The division of the government's purchases between consump- 

tion and investment goods, the 
borrowing, and its tax tre 

onues between taxes and 
ent are all likely to 
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