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Transitional Dynamics 
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Application of the Multiplier Accelerator Model
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Consumption function  C =   1.407*G + 0.1767*X + 0.2128*M4 + 8.059e+004 
(SE)     (0.212)   (0.154)    (0.0266)    (1.63e+004) 

 
Investment function: I =   0.0684*G + 0.2681*X + 0.02907*M4 + 4.292e+004 

(SE)     (0.182)    (0.132)    (0.0229)     (1.4e+004) 
 

Tax  Reveneu:  T = + 0.9521*G - 0.08909*X + 0.3204*M4 - 7.533e+004 
(SE)     (0.159)    (0.116)     (0.02)      (1.23e+004) 

 
Import function:   M =  - 0.4738*G + 1.003*X + 0.06508*M4 + 4.34e+004 

(SE)     (0.157)    (0.114)   (0.0198)     (1.21e+004) 
 

Interest rate:  i =   0.0001148*G + 6.273e-005*X - 2.384e-005*M4 - 7.408 
(SE)     (4.93e-005)   (3.58e-005)    (6.2e-006)      (3.79) 

log-likelihood    -1798.42246  -T/2log|Omega|    -1500.44537
no. of observations        42  no. of parameters          20

3SLS Estimation of Reduced form of a Keynesian Model 
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Neo-classical Synthesis of the Keynesian Model:
Comparative Static Analysis
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Noeclassical model for the long run
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C is control, K is state variable, θ  is co-state variable. 
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Optimality and Boundary Conditions

First order conditions 
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Characterisation of the Balanced Growth Path

 
Capital stock, consumption and the shadow price of capital remain constant in the 

balanced growth path cg
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Since the RHS is constant , therefore LHS also should be constant 0=
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is not growing output is not growing 0=
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Transitional Dynamics-1
In ( )tt K,θ space the transition dynamics of the shadowprice tθ relative to the steady 
state capital stock is that 
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Transitional Dynamics-2
'* KKK >> .
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Transitional Dynamics-2
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Saddle Point Solution

Putting all these things together the convergence to the steady state can be summarised in
the following diagram.

                                     0=K&

                                                          0=θ&

                             θ                        I       II

                                             IV

                                                                                  III

                                                        *K         'K                                   K
Convergence to the steady state lies in region I and III as shown by the double arrow red
line.


