Tornell-Velasco

Maxj:( G‘i 7 )ci§ﬁ>e—5tdt

ST:
k = ak — Zit — (ﬂ — 1)ﬂkt
fit = rfit + zit — Cit

Ok < ziy < Ok
aﬁr < 0 < ﬁ:& <0

H = ( Gg 1 )Cigﬁ> + Alak — zit — (N — 1) Bke]

+ ¢[rfit + zit — Cit] + pu[zit — Oki] — T[ Ok — zit]



H= (=2 )ci§ﬁ> + Afak =z — (N — 1) Bk¢]
+ ¢[rfit + zit — Cit] + p[zit — Oki] — [ Okt — Zit]

FOC.:

=AMo-a-(n-1)B)+pl -1o
o= p(6-r)

i @e‘&ltkt =0
ime i = 0
Solving:

o(t) = ¢(0)e™

Cit = Cijpe (o)t



Conjecture:
Zit = PKq
ki = (a— BNk
ki = koe@Pmt

fio = rfic + Bkoe@ At _ ¢;geo(r-olt

fio = Ifio + Pko — Cio



R . Cio re (a—pnjt
i (qko r(1-0) +060] )e fhoe
Cio o(r-o)t
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Ci o(r-o)t
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But also, plugging fi; in original diff. eq.

- N
. C rt
fo=r< <ko [r(1-0)+30] )e >
=
| _ qk g@-pnt 4 ( C )eg(r_a)t
_ 0 [r(1—0)+60] )

+ ﬂkoe(a—ﬁn)t _ CIOeG(r—a)t
Equating coefficients:

(a—ﬁn)zr—ﬁ; q= P

q r—a+ fn
Or—0)=r—-[r(l—o)+dc] =06(r—9)




Interior solution:
u=mu=0 o= A
At = Age@- MDAt = @t

r=a-(n-1)p

B = g:i; q=1: r=a-pn-1)
NOTE:
g—gz—(n—l)<0

higher r, less appropriation in equilibrium.
Sable?
higher a, higher f
returns are being equated.
Corner:

ZZth or Zzgkt



Transversality:

Let

At = Gt
L
q T )d ¢

=(@6-a-("-1)B)+ub -0 —(6-r)
=0 if pu=77=0((nterior) : g=1
Itiro?e_ét/ltkt = Itir;rge‘&qbtqtkt
— | —ot (o-r)t (a—pn)t
ItLroge Ppoegikoe'* "

(usingr = a— (n—1)B from interiority)
— i —ot (0—a+(n-1)B+a—pLn)t
lime*"goakoe

— l[im¢oqkoe—(ﬂ)t — |tim¢0qkoe_(%)t



More generally
Itime‘5%tkt = Itime‘5t¢tqtkt
— |i —ot (0—r+a—pn)
lime *'gockoe
Soa-pn<r; =L <p

N
SO a>r

f = 0 or 6 means ¢, can also be consant if

g=r-a-(n-1)0 +uf : now pick u



Second Transversality:

kO _ C )ert
limgoe®-te-t G

t—>o0
_ (a—pnjt C o(r-o)t
Qo™ + ( T(10)+30] >e

- _ C _ (a-pr-nt
¢°<qk0 [r(1-0) + 0] ) Ghoe

C (o(r—o0)-r)t
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. : a—1Tr a—1r
S r(l-o0)+60 >0; A <Q<n_1<9

0= (qko_ [r(1—§)+56]>




