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S0 _V01+V = Viot— m since V=KkgVq att=0
R S a . Vo—a(l+ko)Vot RV Vo(l+ko)
VoV T (Vo ~ Vo T V2(1+ko) 1-a(l+ko)t 0
clearly, since the starting amount in the treasury is kgV then we must have kg >0
V0(1+k0) k0+a(l+k0)

Atend of firstyeart=1=>V= Vg which is > kgV if

1-a(l+ko) ~ 07 1-a(1+ko)
a(l + ko) <l=dakg<l-a=Kkqg< a~1 — 1 s0 this condition is required for the economy to have grown
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For second year - Vo (Vor\)2 Vo v odt
w0 1 bt | 1 ~ 1+b(2+ko)t Ve Vo(1+ky) v
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aso at end of second year V = en kl)VO >0ifkq —bky >Db
i.e. required conditionis kq > 770

. _ V0(1+k2) . _ k0+a(l+k0)
In third year V = T-a(lko )t — Vg withky = —1—(1+k0)

unlimited growth occurs in third year if 1 — a(l + kz) =0, l.e.a+akg >1=ky > l%,a
k(l’ﬂél:;k()’) > 1&‘1 = akq + az(l + ko) >1-a- a(l + ko) + az(l - ko)

:>ak0>l 20— ak0:>k0> 122

hence,

Unlimited growth does not occur in first year if 1 —a(1+kg) > 0 = kg < 17%

so required conditions are 122“ <kg < “g+ 1= =0
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