Answer Keys for Homework 2
2. Life-cycle budgets

a) Cy: Consumption when young, Cq+1 Consumption when old and Ay Savings;

Cyt + A1 =Wy
Cotr1 = Wotsr + (14 rer ) Ape;

A1 =Wy - Cy;
Cots1 = Worsr + (1+ reer ) (Wye- Cy);

Life-time budget constraint

o) T )

b) Plot Cot+1 =Wors1 + (14 s ) Wye - (14 g ) Cy
If Cy: > W, then the young agent is a net borrower;

w
Cotx1 =0, Cyt :Wyt 4o+l >Wyt;

1+ r)

If Cy: < Wy, then the young agent is a net saver;

Cyt =0 < Wyt ; Cotrr =Woter + (14 rer ) Wy ;

c) Wy=10, Wo+1=5, rw1 =1 and Cy; = Cota;
Cyt = Cots1;
Wyt - A1 = Worer + (1+ reer ) A

Wyt - Wors1 = Az + (14 ra1 ) A

=Wyt Wi - 10-5
2+r 2+1

+1

-2,
3 1

Kes1 = N Awg = 50(5/3) = 250/3;



d)

€)
f)

9)

B Bequest;

Agent t-1;
Cyr1 + At = Wyeg;
Cot +Bt =Wyt + (1+11)Ar+ (1+ 11) Bra;

Agent t;
Cyt + A1 = Wyt;
Cot+1 + Bra1 = Worer + (1+ ree1 ) Awer + (1+ rer ) By

Agent t+1;
Cyt+1 + A = Wyt+1;
C0t+2 + Bt+2 = Wo+2t + ( 1+ I"t+2 ) At+2 + (1+ I"t+2 ) Bt+1;

Life-time budget constraint, agent t;

Cot +1 + Bt+l
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W
:B W ot+l .
t + yt +(1+rt+l)1

Stock of Capital

Ki+1 = N At+1 + N By

Chapter 2, page 39;
B Bequest;

Agent t-1;

Cyt-l + Ayt = Wyt-l;

Cmt +Amt+1 + Bt =Wy + (14 1¢) A+ (1+ 1) By
Cotv1 = Wots1 + (14 re1 ) Amee;

Agent t;

Cyt + Ayt+1 = Wyt;

Citr1 + Amtr2 + B = Wit + (14 Feer ) Aprer + (14 Mt ) Bra;
Cot+2 = Wors2 + (14 12 ) Ameeo;

Agent t+1;

Cyt+1 + Ayt+2 = Wyt+1;

Cmt+2 + Amrz + Bag = Wpao + ( 1+ 1o ) Ayt+2 + (1+ lt+2 ) Bi+2;
Cot+3 = Wores + ( 1+ ez ) Ampas;



Life-time budget constraint, agent t;

mt+1 ot+2 t+2 —
- BtJrl + W

C + Wmt +1 Wot +2
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Stock of Capital

Ki+1 =N (Ayt+1 + Ant+1 + Bre1);



