
Problem Set 1. 
Solutions 
 
Chapter 1 problem 3 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Chapter 2 problems 6, 7 and 9 

 



 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Additional Exercises 
 
Define the production function as:   ( ) βα LAKLKF =, , where A is a measure of 
productivity, K is total capital stock of the economy and L is the total available labor in 
the economy. 
 

i) Find the marginal product of capital. 
 

( ) βαα LAKMPK 1−=  
 

ii) Find the marginal product of labor 
 

( )βαβ −= 1LAKMPL  
 
iii) Show that if α + β > 1, then the function is increasing returns to scale. 
iv) Show that if α + β < 1, then the function is decreasing returns to scale. 
v) Show that if α + β = 1, then the function is constant returns to scale. 
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If α + β > 1, then , which implies that ( ) zz >+βα ( ) zYYz >+βα : IRS 
 
If α + β < 1, then ( ) zz <+βα , which implies that ( ) zYYz <+βα : DRS 
 
If α + β = 1, then ( ) zz =+βα , which implies that ( ) zYYz =+βα : CRS 

 
 

 
 
 
 
 
 
 
 
 
 



vi) Transform the current production function that relates levels of productivity, 
capital, and labor into one that relates growth rates of productivity, capital, 
and labor. 
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