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Answer Any Five Questions. All Questions Carry Equal Marks. 

1. What do you understand by transversality condition in the context of economic planning? 
How did Ramsey ensure it by introducing the notion of bliss in his model? Explain the use 
of Calculas of V ariatins in this connection in the context of both Planning and Capital 
Theory with special reference to Euler's conditions and Legender's condition. Try to 
interpret your result; physically. 

2. Consider an infinite time horizon planning model characterized by constant average and 
·· marginal productivity of capital for an underdeveloped country and constant elasticity of 

utility with respect to surplus consumption along with the absence of time preference. What 
are the disadvantages, if any, of such a model? 

3. How would you attempt for a solution of .the problem encountered by the planning model 
specified in Question no. 2 and interpret your solution? In this context, bring out the 
advantages and disadvantages of the infinite and finite time horizon models. 

4. In the context of a finite time horizon model with Tinbergon type of production and utility 
functions, how would you prove that along the optimum path consumption would grow at a 
constant relative rate? Identify this rate and obtain the optimum capital path. Show that the 
coefficients of this capital path may be expressed as: 

M= (RKo)/ (l+R) and N'= Ko/ (l+R) 

where, Ko is the initial stock of capital. In this relationship, how would you express R in 
terms of the b (constant average and marginal productivity of capital), v (constant elasticity 
of marginal utility with respect to consumption), and g (constant average growth rate of 
capital). Let the values of different parameters be as follows: 

b = 0.33, v = 0.6, g= 0.15, Ko ... lOO. 

Find out the values ofR forT =20 and 30 respectively. 

5. · (a). If marginal utility function is log-convex then show that consumption· would not only 
grow, but it would grow at an increasing absolute rate. 

(b). Evaluate the propensity to save and its rate of change over time in the context of 
Chakraborty's model. · · 
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· 6. How would you distribute the total investible resources betwee1i the two sectors of an 
economy producing consumption goods and capital goods following either a consistency 
approach or an optimizing technique of Turnpike or Ramsey type? 

7. Consider a finite time horizon model of optimum savings in which total utility in a society at 
any point of time is assumed to be a function of per capita consumption at the same point of 
time. How would you solve such a planning model characterized by an excess supply of 
labour and constant average productivity of capital? If necessary, beyond a certain stage you 
can also assume constant elasticity of marginal utility with respect to surplus consumption. 

8. Critically examine the Mahalanobis Four-Sector Model bringing out clearly the underlying 
assumptions. Do you think that this planning model is logically incomplete? If so, in what 
sense and how could you make the system consistent? 
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