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1. actual growth rate (g)
2. warranted growth rate (g w)

3. natural growth rate(g n)

- Theactual growth rate is defined as g=s/c
- the ratio of savings to national income  (S/Y)

- ¢ isthe actual incremental capital— output ratio, the ratio of extra capital accumulation or
investment to the flow of output (DK/DY=1/DY )

This expression for the actual growth rate (g = s/c) is by definition, true since it
expresses the accounting identity that savings equals investment.
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:Cobb—Douglas production function
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a+(1-a) =1
a 1% increase in Kand £ will lead to a 1% increase in ¥, which is what is mean by output exhibiting

constant returns to scale.
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