
Economics 21 Spring 2016 
 

Week 13: Discussion Section 
 
These questions relate to a book review entitled "Capitalism vs. Democracy" by Thomas 
Edsall that is found on Moodle.  The book being reviewed is "Capital in the Twenty-
First Century" by Thomas Piketty, which despite its 655 pages (including endnotes), 
became an immediate best seller.  However, because of its 655 pages (including 
endnotes), it also earned the distinction of the “most unread book.” 1 
 
1) Growth theory is about the long run and "Captial in the Twenty-First Century" is 
nothing if not a book about the long run.  When does the graph in Figure 1 start?   
 
2) The top line in Figure 1 is called the "pure rate of return to capital", though since it is 
the after tax return, it actually isn't the "pure" rate of return. The "pure" rate of return in 
our growth model is the marginal product of capital, MPK.  How does MPK relate to the 
coefficient α (that is, when the marginal product of capital rises, what happens to α, all 
other things remaining the same2)?  
 
3) If α increases, what happens to capital's share of GDP (all other things remaining the 
same)?  Does this support Piketty's thesis? 
 
4) As α increases, what happens to labor's share of GDP?  Is this supported by Figure 2? 
 
5) The marginal product of capital is equal to the slope of the f(k) line in our growth 
model.  If the capital/labor ratio rises, what happens to MPK?  Does this make sense?  
 
6) One special and surprising property of the Cobb-Douglas production function is that 
the share of GDP that goes to capital is independent of the marginal product of capital 
(it is completely determined by α).  For α to remain constant as MPK rises, what must be 
happening to K/Y as MPK rises?  Is the assumption that aggregate production is 
summarized by a Cobb-Douglas production function with constant α supportive of 
Piketty's thesis? Why or why not? 
 
7) The other important variable in Piketty's book is the growth rate of output, gy.  gy is 
defined by what equation in growth accounting? 
 
8) In the steady state, the growth of the capital stock, gk, is equal to the growth rate of 
labor, gn, when there is no technological change, and gn+ ga, if there is technological 
change.  Why is this?   
 
9) In the steady state, the growth rate of output is equal to ______ if there is no 
technological change, and it is equal to _____ if there is technological change?   

                                                
1 http://www.wsj.com/articles/the-summers-most-unread-book-is-1404417569 
2As you will see in question 6, "all other things" do not remain the same when the marginal 
product of capital rises. 



10) Since Piketty is looking at long periods of time (50 year intervals), we can assume 
that the economy is close to the steady state.  Given your answer in 9), what must 
Piketty be assuming in Figure 1 for gy to be falling after 1950-2012? 
 
11) In our growth model, the slope of the required investment line is equal to ga + gn + δ.  
If the economy has a savings rate and a level of K/(AN) that is below the Golden Rule 
(see Blanchard pp. 235-36 and 241), then the slope of the f(k) line is steeper than the 
required investment line (Blanchard does not show this).  Given that the U.S. economy 
is below the Golden Rule, what is the relationship between MPK and ga + gn + δ?  If we 
define the net marginal product of capital as MPK - δ (marginal product of capital minus 
depreciation), what is its relationship to ga + gn if the required investment line is flatter 
than the slope of the f(k) line?  Is this supportive of Piketty's thesis that the net return on 
capital is greater that the growth rate of the economy? 
 
12) So, in terms of growth theory, Piketty is making two points: 
 
a) The return on capital is greater than the growth rate of the economy, and therefore, 
b) Capital’s share of GDP is increasing.  
 
Does b) necessarily follow from a)?  If capital’s share of GDP is rising, what does that 
say about the value of α in our model? 


