
12 Chapter 1 THE SOLOW GROWTH MODEL

f(k) 

FIGURE 1.1 An example of a production function 

The intensive-form production function, f(k), is assumed to satisfy f(0) = 

0, (k)> 0, f"(k) < 0. Since F(K, AL) equals ALf(K/AL), it follows that 

the marginal product of capital, aF(K, AL)/ÖK, equals ALf"(K/AL(1/AL), 

which is just f"(k). Thus the assumptions that f(k) is positive and f"(k) is 

negative imply that the marginal product of capital is positive, but that 

it declines as capital (per unit of elfective labor) rises. In addition, f() 

is assumed to satisfy the Inada conditions (Inada, 1964): limo f'(k)= oxo, 

lim (k) = 0. These conditions (which are stronger than needed for 

the model's central results) state that the marginal product of capital is very 

large when the capital stock is sufficiently small and that it becomes very 

small as the capital stock becomes large; their role is to ensure that the path 
of the economy does not diverge. A production function satisfying 

f") < 0, and the Inada conditions is shown in Figure 1.1. 

A specific example of a production function is the Cobb-Dougk 

F(K, AL) = K"(AL)", 0 < a < 1. 

This production function is easy to analyze, and it appear 

approximation to actual production functions. As a res 

The notation f'() denotes the first derivative of f(o), and 
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