
Econ 171       Assignment #2                   Due on 11th July. 

 

1. The stark difference in the wealth of nations around the world is mirrored in the 

equally stark differences in their per capita incomes. One would have expected 

that over time, nations would have converged to a point where these differences 

would have disappeared. But incomes have diverged dramatically in the last 200 

years. 

a. What could be the various possible causes of this divergence of incomes? What, 

according to Clark, is the explanation for this divergence? (About 150 words.) 

b. Is the explanatory factor endogenous or is it exogenous? Explain your answer 

briefly. 

2. The Harrod-Domar Growth model. 

a. What is the central equation of the simple model (without population growth) 

relating growth rate and capital-output ratio? 

b. Describe in words what that equation means? 

c. What is the central equation of the model with the rate of population growth as 

a factor? Are the variables endogenous or exogenous? 

d. Describe in words what happens to the growth rate in the following cases: 1. 

When the population growth rate decreases, 2. When the capital-labor ratio 

decreases, 3. When the depreciation rate of capital increases, 4. When the 

savings rate increases. (In all these scenarios, assume that other factors are 

held constant.)  

3. The Solow Growth model. 

a. What was missing in the Harrod-Domar growth model that the Solow model 

fixed? 

b. What is the central equation of the Solow model? 



c. Describe in words and a diagram what that equation represents. 

d. Suppose the depreciation rate decreases. Show how the diagram changes, and 

what effect it has on per capita income and per capita capital stock at the 

steady state. 

e. Suppose the savings rate goes up. Show in a diagram how the income per 

capita and capital per capita changes in the steady state. 

f. What is a principal drawback of the Solow model? 

g. What is the “Solow residual”? What generates it?  (Refer to Chap 10 of 

Clark.) 

4. The Romer (endogenous) growth model. 

a. What does the Romer model do that the Solow model does not? 

b. What is the factor that is common to the Harrod-Domar, Solow and Romer 

growth models? 

c. What are some implications of endogenous growth models which are at 

variance with Solow’s model?  

 


