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1 Introduction

Standard papers on non-renewable energy resources (see for instance, Das-
gupta and Heal (1974, 1979), Stiglitz (1974), Sollow (1974), Hartwick (1989),
and Smulders and Nooij (2003)) assume the same technology for both phys-
ical capital production and consumption (which implies that the energy in-
tensity of both sectors is the same), as well as the existence of reasonable
substitution possibilities between energy and physical capital. Moreover, this
literature also claims that if energy is produced by means of non-renewable
resources, physical capital accumulation could offset the constraints on pro-
duction possibilities due to non-renewable energy resources (Dasguptan and
Heal (1979)). Nevertheless, our paper argues that this explanation about
physical capital accumulation as a solution to the problem of non-renewable
energy resources is not totally satisfactory since there is empirical evidence
showing that physical capital production is relatively more energy-intensive
than consumption (Pérez-Barahona (2006)). Indeed, under this hypothe-
sis, if energy were produced by means of non-renewable energy resources,
this would limit growth through physical capital accumulation. Then, all
solution based on rising physical capital accumulation can have dubious ef-
fectiveness to solve the trade-off between economic growth and the usage of
non-renewable energy resources if one does not analyze the role of energy in
physical capital accumulation, i.e., equipment good production. Following
that idea, this paper shows that, if physical capital production is relatively
more energy-intensive than consumption, technical progress (in particular,
energy-saving technical progress) plays a central role to guarantee long-run
growth. Indeed, we establish that if the growth rate of technical progress is
high enough there is balanced growth path (BGP) with positive growth of
all the endogenous variables. Otherwise, the economy decreases at constant
rate, with all the endogenous variables converging to zero asymptotically.
This result contrasts with the claim of Stiglitz (1974) and Dasgupta and
Heal (1979). These authors argue that, even without technical progress, cap-
ital accumulation can offset the constraint on production possibilities due to
non-renewable energy resources. However, our paper shows that the econ-
omy decreases (converging to zero asymptotically) if there is no growth of
technical progress.

This paper emphasizes the role of energy-saving technical progress as a
solution to solve the trade-off between economic growth and the usage of
non-renewable energy resources, such as fossil fuels. Boucekkine and Pom-
meret (2004) point out the importance of energy-saving technologies. The
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idea of this kind of technologies is energy efficiency. According to various
studies (COM (2005)), the European Union (EU) could save at least 20% of
its present energy consumption (EUR 60 billion per year, or the present com-
bined energy consumption of Germany and Finland) by improving energy-
efficiency.

In order to illustrate the ideas previously presented, this paper builds
a general equilibrium model, based on Hartwick (1989), with three sectors:
final good, equipment good, and extraction sector, where physical capital
production is relatively more energy-intensive than consumption. In this
model, the equipment good sector produces physical capital by means of a
technology defined over two inputs: energy and investment, where the energy
is directly obtained from a given stock of a non-renewable energy resource.
This work presents the conditions under which technical progress (in particu-
lar, energy-saving technical progress) can guarantee positive long-run growth.

The paper is organized as follows. Section 2 introduces the model, with a
description of each sector. The optimal solution of this economy is presented
in Section 3, together with the interpretation of the main results of the paper.
Finally, Section 4 concludes.

2 The model

Following Hartwick (1989), let us consider an economy with three sectors
where the energy is obtained by means of non-renewable energy resources,
and the population is constant 1. The final good sector produces a non-
durable good with AK technology, where physical capital is the only input.
As usual, the final good is assigned to consumption or investment. The
equipment sector produces physical capital (equipment good) be means of
a technology defined over two inputs: energy and investment. Finally, the
extraction sector directly produces energy by extracting a non-renewable
resource from a given stock.

1See Stigliz (1974) for an analysis of the growth possibilities open to an economy with
non-renewable energy resources and an exponential growing labour force.
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2.1 Final good sector

The final good sector produces a non-durable good Y (t) by means of the
following AK technology:

Y (t) = A(t)K(t), (1)

where A(t) is the (exogenous) disembodied technical progress, and K(t) rep-
resents the equipment good, which is the only input to produce the final
good. Moreover, the final good is used either to consume, C(t), or to invest
in physical capital, I(t), verifying the budget constraint of the economy

Y (t) = C(t) + I(t). (2)

As the introduction points out, the standard literature on non-renewable
energy resources considers energy as an additional input in the production
of the final good2, assuming the same technology for both physical capital
production and consumption. Then, if energy is produced by means of non-
renewable energy resources, there is (a priori) a limit to economic growth
due to the stock restrictions of this kind of natural resources. In general, the
solution to this problem (without replacement of non-renewable resources by
renewable ones) is based on greater physical capital accumulation. However,
this literature does not study the case of having different technologies for
physical capital production and consumption, which is empirically supported
(Pérez-Barahona (2006)). Indeed, if physical capital production is relatively
more energy-intensive than consumption, non-renewable resources can limit
growth through the equipment production. In fact, the aim of this paper is
to study the effects of this hypothesis on the long-run growth of the economy.
For simplicity reasons, an AK technology is assumed, considering energy as
input for equipment production, i.e., physical capital production is relatively
more energy-intensive than consumption.

2In general,
Y (t) = F [K(t), R(t)].

Examples:
Y (t) = [α1K(t)(σ−1)/σ + α2R(t)(σ−1)/σ]σ/(σ−1) CES,

Y (t) = K(t)α1R(t)α2 Cobb–Douglas.
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2.2 Equipment good sector

The equipment good sector produces physical capital by means of a tech-
nology with two inputs. On the one hand, the equipment good sector takes
the fraction of final good devoted to equipment production, i.e., I(t). And
on the other, the equipment production needs energy, R(t), which is directly
produced by the extraction sector. The technology for equipment production
is represented by the following Cobb-Douglas function:

K(t) = [θ(t)R(t)]αI(t)1−α, with 0 < α < 0, (3)

where α is the share of non-renewable energy resource in equipment produc-
tion, and θ(t) denotes the embodied energy-saving technical progress. In this
paper, technical progress is considered as exogenous variable.

At this point, two observations are needed. First, this model considers
physical capital as an intermediate good (equipment good). Indeed, it is
assumed total depreciation of physical capital for each period. This allows
us to regard K(t) as a flow variable instead of a stock, getting an AK con-
figuration, which has no dynamical transition. However, Pérez-Barahona
(2006) eliminates this simplification assuming K(t) as a durable good (stock
variable). This entails technical difficulties3 and dynamical transition. Nev-
ertheless, both models essentially have the same behavior along the BGP.
Then, since the aim of this paper is to study the conditions under which
technical progress can sustain long-run growth, K(t) is considered here as a
flow variable for simplicity reasons.

Second, equation (3) assumes substitutability between energy and invest-
ment. However, there is a very well known debate about substitutability
vs. complementarity. Indeed, if one considers the idea of a minimum energy
requirement to use a machine, the assumption of complementarity should
be chosen (see Pérez-Barahona and Zou (2006a,b)). Nevertheless, taking
the argument of Dasgupta and Heal (1979), if I(t) is interpreted as final
good service providing a certain (minimum) energy flow, one can keep the
substitutability assumption.

3Pérez-Barahona (2006) deals with an optimal control problem with mixed constraints
and two states variables: capital accumulation and stock of non-renewable resource. He
provides a full analytical characterization of both short and long-run dynamics applying
the technique of Special Functions representation.
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2.3 Extraction sector

The energy is directly produced by extracting a non-renewable energy re-
source R(t) from a given homogeneous stock S(t). As Dasgupta and Heal
(1974), and Hartwick (1989), it is assumed costless extraction4. The evolu-
tion of this resource stock is described by the expression

R(t) = −Ṡ(t), where S(0) is given. (4)

Since one can not extract more than the available stock, the following re-
striction should be included

S(t) ≥ 0. (5)

2.4 Central planner solution

The central planner (optimal solution) maximizes the instantaneous utility
function of the representative household:

max W =

∫ ∞

0

ln[C(t)]exp(−ρt)dt, with ρ > 0,

subject to equations (1)-(5), where ρ is the time preference parameter (it is
assumed to be a positive discount factor).

3 Equilibrium

This section presents the central planner solution, providing a full analytical
characterization of the equilibrium of this economy. In the following, we
solve the optimal control problem involved by this model. Moreover, the
corresponding dynamical system is analyzed, providing the interpretation of
the results.

4According to Dasgupta and Heal (1974), the extraction cost do not introduce any great
problem if one assumes any non-convexities. Indeed, one can easily introduce extraction
cost, EC(t), by modifying the budget constraint of the economy:

Y (t) = C(t) + I(t) + EC(R, S), where ∂EC/∂R > 0 and ∂EC/∂S ≤ 0.
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3.1 Optimal control problem

We can easily rewrite the central planner problem as an optimal control
problem with mixed constraints:

max

∫ ∞

0

ln[A(t)θ(t)αR(t)αI(t)1−α − I(t)]exp(−ρt)dt

subject to:
Ṡ(t) = −R(t),

S(t) ≥ 0,

with 0 < α < 1, ρ > 0, and S(0) given,

where S(t) is the state variable, I(t) and R(t) are the control variables, and
A(t) and θ(t) are exogenous functions.

Following Sydsæter et al. (1999, pages 109-110), the Lagrangian associ-
ated with this problem is

L(•) = ln[A(t)θ(t)αR(t)αI(t)1−α − I(t)]exp(−ρt)− λ(t)R(t) + q(t)S(t),

where λ(t) and q(t) are the Lagrangian multipliers. The corresponding first
order conditions (FOC) are:

∂L
∂R(t)

= 0;
∂L

∂I(t)
= 0;

∂L
∂S(t)

= −λ̇(t);

q(t) ≥ 0(= 0 if S(t) > 0);

lim
t→∞

λ(t)S(t) = 0 (Transversality condition).

The FOC for R(t), I(t), and S(t), yield, respectively,

A(t)θ(t)αα 1
R(t)

(
R(t)
I(t)

)α

A(t)θ(t)α
(

R(t)
I(t)

)α

− 1
exp(−ρt) = λ(t) + q(t), (6)

R(t)

I(t)
= [A(t)θ(t)α(1− α)]−

1
α , (7)

q(t) = −λ̇(t). (8)
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Since the non-renewable energy resource is assumed to be essential input, it
is not optimal to completely deplete the stock S(t) in a finite t (see Hartwick
(1989)). Therefore, S(t) > 0 for all t, which implies that q(t) = 0 for all
t. Then, from equation (8), one concludes that the shadow price of the
non-renewable resource is constant for all t, i.e., λ(t) = λ.

Notice that, since λ(t) = λ for all t, the transversality condition implies
that the stock of non-renewable energy resource should be depleted asymp-
totically, i.e.,

lim
t→∞

S(t) = 0. (9)

3.2 Dynamical system

Taking the FOC, the equilibrium of this economy is characterized by the
following dynamical system:

Proposition 1. The optimal solution of this economy is a path

{R(t), I(t), K(t), Y (t), C(t), S(t)},

and a constant λ that satisfy the following conditions for all t:

1)

A(t)θ(t)αα 1
R(t)

(
R(t)
I(t)

)α

A(t)θ(t)α
(

R(t)
I(t)

)α

− 1
exp(−ρt) = λ; (10)

2) equations (1)-(4), (7) and (9);

where A(t) and θ(t) are exogenous functions.

Proposition 1 provides a dynamical system of 7 equations and 7 un-
knowns, which describes the equilibrium of this economy (optimal solution)
for all t. Notice that λ is the shadow price of the non-renewable resource.

3.3 Optimal solution

Solving the dynamical system of Proposition 1, one obtains the optimal solu-
tion paths for {R(t), I(t), K(t), Y (t), C(t), S(t)}, and the constant λ. Follow-
ing Sollow (1974), it is assumed A(t) = A · exp(γat) and θ(t) = θ · exp(γθt),
where A > 0, θ > 0, γA ≥ 0, and γθ ≥ 0. Then, Proposition 2 establishes
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the optimal solution of this economy:

Proposition 2. For a given S(0) > 0, ρ > 0, 0 < α < 1, A > 0, θ > 0,
γA ≥ 0, and γθ ≥ 0, the equilibrium of the economy in every time t is given
by

R(t) = ρS(0)exp(−ρt), (12)

S(t) = S(0)exp(−ρt), (11)

I(t) = ρS(0)θ[A(1− α)]
1
α exp

{(
1

α
γA + γθ − ρ

)
t

}
, (13)

K(t) = ρS(0)θ[A(1− α)]
1−α

α exp

{(
1− α

α
γA + γθ − ρ

)
t

}
, (14)

Y (t) = ρS(0)θA
1
α (1− α)

1−α
α exp

{(
1

α
γA + γθ − ρ

)
t

}
, (15)

C(t) = ρS(0)θ
α

1− α
[A(1− α)]

1
α exp

{(
1

α
γA + γθ − ρ

)
t

}
, (16)

and the shadow price of the stock of non-renewable resource is

λ(t) = λ =
1

ρS(0)
. (17)

Proof. The proof is provided in Appendix ¥

3.4 Interpretation of the results

As general comment, one can observe that this economy is always in the
BGP, which is defined as the situation where all the endogenous variables
grow at constant rate, i.e., x(t) = x · exp(γxt), where γx is the growth rate
of the variable x. Indeed, Proposition 2 implies that

γS = γR = −ρ, (18)

γY = γC = γI =
1

α
γA + γθ − ρ, (19)

γK =
1− α

α
γA + γθ − ρ. (20)

The reason is the following. Section 2.2 points out the implications of as-
suming physical capital as a flow variable (total depreciation). Indeed, the
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assumption of physical capital as a non-durable good implies that the econ-
omy described in this paper has an AK representation. Then, this economy
is always in the BGP, without dynamical transition. Furthermore, taking
a similar set-up to this paper, Pérez-Barahona (2006) proves that the as-
sumption of physical capital as a stock variable (durable good) adds dynam-
ical transition with essentially identical long-run behavior as the economy
with physical capital as flow variable5. Since this paper focuses on long-run
growth, one can avoid some technical difficulties assuming physical capital
as a non-durable good.

3.4.1 Extraction sector

Equation (18) implies that both the stock of non-renewable energy resource
S(t) and the extraction flow R(t) decrease at the same constant rate. The
explanation is the following. γS = γR because energy is directly produced by
extracting R(t) from the stock S(t) (see equation (4)). Moreover, the reason
why both variables decrease at constant rate is because energy is produced
by means of a non-renewable energy resource. Then, since the non-renewable
energy resource is assumed to be essential input, the stock of the resource
should be depleted asymptotically. The depletion rate is ρ, which is the
time preference parameter of the household. Indeed, the greater ρ, the less
important the future for the household. Then, if ρ rises, the non-renewable
resource is depleted faster, reducing the growth rates of the economy (see
equations (19) and (20)):

∂γi

∂ρ
< 0, for all i = Y, C, I,K,R, S. (21)

This effect is also reflected in the shadow price of the non-renewable energy
resource (see equation (17)). The greater ρ, the lower shadow price of the
resource. Then, the resource extraction increases6.

In addition, regarding to the levels, i.e., the initial values of the endoge-
nous variables, Proposition 2 implies that the greater ρ, the greater the initial
values, but with lower growth rates.

5As Pérez-Barahona (2006) observes, capital accumulation also implies that the growth
rate of the technical progress affects the levels of our endogenous variables.

6Notice that a higher endowment of non-renewable energy resource (S(0)) also reduces
the shadow price of the resource. Both ρ and S(0) increase the extraction level. However,
only ρ affects the depleting growth rate. This is because ρ represents the time preference
of the household.
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3.4.2 Final and equipment good sectors

From Proposition 2, one observes that technical progress (in particular,
energy-saving technical progress) is a key element to guarantee long-run
growth. Indeed, if there is no growth of technical progress, i.e., γA = γθ = 0,
the economy decreases due to the negative effect of ρ (see equations (19) and
(20)). Furthermore, one can establish the conditions for technical progress
to preserve positive growth:

Proposition 3. γK > 0 if and only if (1− α)γA + αγθ > αρ;

γY (= γC = γI) > 0 if and only if γA + αγθ > αρ.

Notice that, according to this model, the growth rate of physical capital
γK is lower than the growth rate of output γY (= γC = γI). Indeed, one can
easily obtain that γK = γY − γA. This is because the output incorporates
the effect of the disembodied technical progress A(t) (see equations (1) and
(3))7. Then, the condition for positive growth of all the endogenous variables
of the model is presented in the following proposition:

Proposition 4. γK > 0 and γY (= γC = γI) > 0 if and only if
(1− α)γA + αγθ > αρ.

Proposition 4 establishes that the growth rate of technical progress should
be high enough to maintain positive growth. Otherwise, the economy de-
creases at constant rate, with all the endogenous variables converging to zero
asymptotically. Moreover, from equations (19) and (20), it is clear that the
higher the growth rate of technical progress, the higher the long-run growth
rates of the economy8.

A simple quantitative evaluation can be done by applying equations (18)-
(20) and the previous condition. Taking an explicit target of GDP annual
growth rate (γY ), one can determine the minimum annual growth rate of
energy-saving technical progress (γθ) compatible with that target. The em-
pirical literature widely accepts a value for the time preference of household
(ρ) of 3%, as well as an annual growth rate of disembodied technical progress
(γA) about 1%. According to this model, for a target of γY = 2% (which is
a common target for developed countries), the annual depleting rate of the

7If γA = 0 then γK = γY (= γC = γI).
8Notice that the levels of the endogenous variables are positively affected by the levels

of technical progress (see Proposition 2).
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resource should be 3%, i.e., γS = γR = −3%. Moreover, for given values of
the share of energy resource in the production of equipment goods (α), the
second row of Table 1 provides the compatible values of the annual growth
rate of energy-saving technical progress (γθ).

Table 1

α 0.25 0.5 0.75
γθ 1% 3% 3.7%

γY with γθ = 0 1% -1% -1.7%
γK with γθ = 0 0% -2% -2.7%

The values of the second row can be compared with empirical estimations of
γθ. Azomahou et al. (2004) estimates an annual growth rate of energy-saving
technical progress for the USA around 1.9%, and 0.9% for France. According
to this exercise, problems could arise if the share of non-renewable energy
resource in equipment production (α) is high. Indeed, one can observe (see
Table 1, second row) that the higher α the higher growth rate of energy-
saving technical progress (γθ) is required. This effect can be illustrated by
the following two figures.

Figure 1
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Figure 1 represents the set of pairs (γθ, γA) that yields the same growth
rate of physical capital9, i.e., level curves. In this model, the level curves for
the growth rate of physical capital are parallel straight lines with negative

9From equation (20), for a fixed value of γK , we can easily obtain the level curve
γθ = (γK + ρ)− 1−α

α γA. Notice that γθ = ρ− 1−α
α γA is the level curve corresponding to

γK = 0.
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slope −1−α
α

, where the growth rate of physical capital (γK) increases as one
moves to the top right-hand corner of the figure. If the share of non-renewable
resources in equipment good production rises, the absolute value of the slope
decreases. Then, the level curves become flatter (bold line). Hence, for a
fixed growth rate of disembodied technical progress (γA), the growth rate of
energy-saving technical progress (γθ) should be higher in order to maintain
a target of growth rate of physical capital. The reason is unambiguous. The
greater the share of non-renewable resources in equipment good production,
the greater required growth rate of energy-saving technical progress to ensure
a target of growth rate of physical capital. Figure 2 replicates the same logic
as Figure 1, but for the case of output growth rate. Indeed, the greater the
share of non-renewable resources in equipment good production, the greater
required growth rate of energy-saving technical progress to ensure a target
of output growth rate.

Finally, Table 1 also illustrates how important is energy-saving techni-
cal progress to guarantee positive growth. Rows third and fourth provide,
respectively, the growth rate of output and physical capital, when there is
no growth of energy-saving technical progress (i.e., γθ = 0), but there is the
disembodied one (γA = 1%). When α = 0.25, the growth rate of output
is 1%. However, there is no growth of physical capital (γK = 0%). More-
over, as α increases, both the growth rate of output and physical capital are
negative. Nevertheless, as the second row illustrates, the economy can main-
tain a growth rate target (in this case, γY = 2%) opting for energy-saving
technologies.

3.4.3 Energy efficiency

The previous section points out the role of technical progress to guarantee
long-run growth. The mechanism behind that is energy efficiency: technical
progress allows for a BGP with positive growth because it reduces energy
intensity. Let us define energy intensity as the quantity of energy per unit
of output, i.e., the ratio R(t)/Y (t) 10. Taking equations (12) and (15), one
easily obtains the following proposition:

10There are two alternative definitions of energy intensity: R(t)
K(t) and R(t)

I(t) .
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Proposition 5. For a given ρ > 0, 0 < α < 1, A > 0, θ > 0, γA ≥ 0,
and γθ ≥ 0, the energy intensity of the economy in every time t is given by:

R(t)

Y (t)
=

1

θA
1
α (1− α)

1−α
α

exp

{
−

(
1

α
γA + γθ

)
t

}
. (22)

From this proposition, we can conclude that the energy intensity decreases
at the constant rate11

γR(t)
Y (t)

= −
(

1

α
γA + γθ

)
. (23)

Then, technical progress decreases energy intensity, which is consistent with
empirical works, such as Azomahou et al. (2004). Indeed, the greater the
growth rate of technical progress, the lower the growth rate of energy inten-
sity. Furthermore, if technical progress does not grow, the energy intensity
is constant and the economy does not overcome the growth limit problem of
non-renewable energy resources (indeed, in this case, output decreases at the
rate ρ).

4 Concluding remarks

This paper studied the possibilities of technical progress to deal with the
growth limit problem imposed by the usage of non-renewable energy re-
sources, when physical capital production is relatively more energy-intensive
than consumption. In order to illustrate the problem, we considered a gen-
eral equilibrium model with three sectors: final good, equipment good, and
extraction sector. In this model, the equipment good sector produces phys-
ical capital by means of a technology defined over two inputs: energy and
investment, where the energy is directly obtained from a given stock of a non-
renewable energy resource. This work presented the conditions under which
technical progress (in particular, energy-saving technical progress) guaran-
tees positive long-run growth. Indeed, Proposition 4 established that the
growth rate of technical progress should be high enough to maintain a pos-
itive growth of all the endogenous variables. Otherwise, the economy de-
creases at constant rate, with all the endogenous variables converging to zero

11Notice that, following the alternative definitions, energy intensity decreases at constant
rate too. Indeed,

γ R(t)
K(t)

= − (
1−α

α γA + γθ

)
; γR(t)

I(t)
= − (

1
αγA + γθ

)
.
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asymptotically. The mechanism behind that was energy efficiency (Proposi-
tion 5): technical progress reduces energy intensity, allowing for a BGP with
positive growth. The optimal solution (central planner solution) was consid-
ered. However, one can easily obtain the same results for the decentralized
economy, which is a typical outcome when no externality is considered in the
economy.

This paper entails several limitations. The main one is pointed out in Sec-
tion 2.2. This model considers physical capital as a non-durable good, i.e.,
flow variable. However, physical capital is usually considered as a durable
good, i.e., stock variable. The assumption of physical capital as a flow vari-
able allow us to deal with an optimal control problem with only one state
variable (the stock of non-renewable energy resources) instead of two state
variables (the previous one, and the stock of physical capital). Indeed, this
model has AK representation, which has no dynamical transition (see Propo-
sition 2). The simplification of physical capital as a flow variable is equivalent
to consider physical capital as a stock variable, with total depreciation for
each period. However, this is not a very realistic assumption because one
important characteristic of physical capital is its partial depreciation, i.e.,
physical capital is a durable good. Then, one should examine the consis-
tency of the results presented in this paper considering energy as an input
for physical capital accumulation, i.e., physical capital as a stock variable.
As Section 2.2 also observes, this kind of analysis is done in Pérez-Barahona
(2006), where physical capital is a durable good. This paper entails technical
difficulties and dynamical transition. However, the behavior of this model
along the BGP is essentially identical to our model with physical capital as a
non-durable good. If one focuses on the behavior along the BGP, the simpli-
fication of physical capital as a non-durable good provides a simpler set-up,
without dynamical transition.

Two possible extensions of the model could be done. First, the quanti-
tative evaluation presented in Section 3.4.2 points out the convenience for
an accurate estimate of the share of energy resources in the equipment good
sector (α). As Table 1 notices, the share of energy resources in the equipment
good production has important role to determine the growth rate of tech-
nical progress to guarantee a target of long-run growth. Since the standard
literature on non-renewable energy resources assumes the same technology
for both physical capital production and consumption, there are only esti-
mations of this share for final good production. Finally, as second exten-
sion, one should observe that technical progress is assumed to be exogenous
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variable. However, technical progress (in particular energy-saving technical
progress) is a variable decided endogenously by the economy. Due to the
tractability of the set-up considered in this paper, one can incorporate en-
dogenous technical progress by adding a R&D sector for the energy-saving
technical progress. Following Aghion and Howitt (1992) and Grossman and
Helpman (1991a,b), one can model energy-saving technical progress with im-
provements in the “quality” of investment goods. Doing that, one can study
the capacity of different policies (such as fossil fuel taxes or R&D subsidies)
to induce greater investment in energy-saving technologies, and their effects
on the short and long-run growth of the economy.
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Appendix

The strategy to solve the dynamical system of Proposition 1 is the following:

Step 1: Replacing equation (7) into equation (10), it yields R(t).

Step 2: Replacing R(t) into equation (4), S(t) is obtained by solving a linear
first-order differential equation.

Step 3: Knowing S(t), the shadow price of the non-renewable resource λ is
determined by equation (9).

Step 4: Taking R(t) into equation (7), one obtains I(t).

Step 5: Applying R(t) and I(t) into equation (3), K(t) is determined.

Step 4: Taking K(t) into the final good technology (equation(1)), the output
Y (t) is easily obtained.

Step 6: Since Y (t) and I(t) have been determined, one gets C(t) from the
budget constraint of the economy (equation (2)).
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In the following, we apply the previous strategy to calculate the equilibrium.

Step 1 yields

R(t) =
1

λ
exp(−ρt). (A.1)

The linear first-order differential equation involved in Step 2 is

R(t) = −Ṡ(t), where S(0) is given.

The solution of this equation is given by the following expression:

S(t) = S(0)−
∫ t

0

R(τ)dτ.

Solving the integral, one easily obtains

S(t) = S(0) +
1

λ

1

ρ
(exp(−ρt)− 1). (A.2)

Taking the preceding expression for S(t) into the equation (9), it yields equa-
tion (17) of Proposition 2

λ =
1

ρS(0)
.

Replacing equation (17) into equations (A.1) and (A.2), one gets, respec-
tively, the equations (12) and (13) of Proposition 2. Following Step 4 - 6,
one can easily complete the proof ¥

18



Environmental Economics & Management Memoranda

61. Thierry BRECHET and Stéphane LAMBRECHT. Family altruism with a renewable resource and population growth.
October 2006. (also available as CORE DP 2006/35)

60. Thierry BRECHET, François GERARD and Henry TULKENS. Climate Coalitions: a theoretical and computational
appraisal. February 2007. (also available as CORE DP 2007/3).

59. Thierry BRECHET. L'environnement dans tous ses états. Regards Economiques, n° 50, 26-32, Avril 2007.

58. Thierry BRECHET and Susana PERALTA. The race for polluting permits. March 2007. (also available as CORE
DP 2007/27).

57. Giorgia OGGIONI, Ina RUMIANTSEVA and Yves SMEERS. Introduction of CO2 emission certificates in a
simplified model of the Benelux electricity network with small and industrial consumers. Reprint from Proceedings
of the International Conference on Clean Electrical Power, Capri, Italy, May 21-23, 2007.

56. Agustin PEREZ-BARAHONA. The problem of non-renewable energy resource in the production of physical capital.
January 2007. (also available as CORE DP 2007/8).

55. Thierry BRECHET, Benoît LUSSIS. The contribution of the clean development mechanism to national climate
policies. Journal of Policy Modelling, 28(9), 981-994, December 2006.

54. Ingmar SCHUMACHER. Endogenous discounting via wealth, twin-peaks and the role of technology. November
2006. (also available as CORE DP 2006/104).

53. Ingmar SCHUMACHER. On optimality, endogenous discounting and wealth accumulation. October 2006. (also
available as CORE DP 2006/103).

52. Jakub GROWIEC, Ingmar SCHUMACHER. On technical change in the elasticities of research inputs. November
2006. (also available as CORE DP 2006/63).

51. Maria Eugenia SANIN. Market Design in Wholesale Electricity Markets. October 2006 (also available as CORE DP
2006/100)

50. Luisito BERTINELLI, Eric STROBL and Benteng ZOU. Polluting technologies and sustainable economic
development. June 2006. (also available as CORE DP 2006/52).

49. Marc GERMAIN, Alphonse MAGNUS. Prices versus quantities: Stock pollution control with repeated choice of the
instrument. October 2005. Journal of Computational and Applied Mathematics, 197 (2006) 437-445.

48. Agustin PEREZ-BARAHONA. Capital accumulation and exhaustible energy resources: a special functions case.
September 2006. (also available as CORE DP 2007/9).

47. Philippe TULKENS, Henry TULKENS. The White House and the Kyoto Protocol: Double standards on
uncertainties and their consequences. May 2006. (also TERI School of Advanced Studies WP Series #1).

46. Thierry BRECHET, Pierre-André JOUVET. Environmental innovation and the cost of pollution abatement. January
2006. (also available as CORE DP 2006/40).

45. Fabien PRIEUR. The implication of irreversible pollution on the relation between growth and the environment: The
degenerate Kuznets curve. February 2006.

44. Thierry BRECHET, Marc GERMAIN, Philippe MONTFORT. Allocation des efforts de dépollution dans des
économies avec spécialisation internationale. Revue Economique, 57(2), Mars 2006.

43. Ingmar SCHUMACHER and Benteng ZOU. Habit in Pollution, A Challenge for Intergenerational Equity. March
2006.

42. Jean-Charles HOURCADE, P.R. SHUKLA and Sandrine MATHY. Cutting the Climate-Development Gordian Knot
– Economic options in a politically constrained world. September 2005.

41. Urs LUTERBACHER. Climate Change, the Kyoto Protocol, and Transatlantic Relations. November 2005.

40. Parkash CHANDER and Henry TULKENS. Cooperation, Stability and Self-Enforcement in International
Environmental Agreements: A Conceptual Discussion. July 2005.

39. Paul-Marie BOULANGER et Thierry BRECHET. Le Mécanisme pour un Développement Propre tiendra-t-il ses
promesses ? Reflets et Perspectives de la Vie Economique, Tome XLIV – 2005 – N° 3, 5-27.



38. Paul-Marie BOULANGER and Thierry BRECHET. Models for policy-making in sustainable development: The state
of the art and perspectives for research. Ecological Economics, 55, 337-350, 2005.

37. Johan EYCKMANS an Henry TULKENS. Optimal and Stable International Climate Agreements. October 2005.
Reprint from "Economic Aspects of Climate Change Policy : A European and Belgian Perspective", a joint product
of CES-K.U.Leuven and CORE-UCL, edited by Bert Willems, Johan Eyckmans and Stef Proost, published by
ACCO, 3000 Leuven (Belgium)

36. Thierry BRECHET and Benoît LUSSIS. The Clean Development Mechanism in Belgian Climate Policy. October
2005. Reprint from "Economic Aspects of Climate Change Policy : A European and Belgian Perspective", a joint
product of CES-K.U.Leuven and CORE-UCL, edited by Bert Willems, Johan Eyckmans and Stef Proost, published
by ACCO, 3000 Leuven (Belgium)

35. Vincent VAN STEENBERGHE. The impact of banking on permits prices and compliance costs. October 2005.
Reprint from "Economic Aspects of Climate Change Policy : A European and Belgian Perspective", a joint product
of CES-K.U.Leuven and CORE-UCL, edited by Bert Willems, Johan Eyckmans and Stef Proost, published by
ACCO, 3000 Leuven (Belgium)

34. Johan EYCKMANS, Denise VAN REGEMORTER and Vincent VAN STEENBERGHE. Kyoto-permit prices and
compliance costs: an analysis with MacGEM. October 2005. Reprint from "Economic Aspects of Climate Change
Policy : A European and Belgian Perspective", a joint product of CES-K.U.Leuven and CORE-UCL, edited by Bert
Willems, Johan Eyckmans and Stef Proost, published by ACCO, 3000 Leuven (Belgium)

33. Johan EYCKMANS, Bert WILLEMS and Jean-Pascal VAN YPERSELE. Climate Change: Challenges for the
World. October 2005. Reprint from "Economic Aspects of Climate Change Policy : A European and Belgian
Perspective", a joint product of CES-K.U.Leuven and CORE-UCL, edited by Bert Willems, Johan Eyckmans and
Stef Proost, published by ACCO, 3000 Leuven (Belgium)

32. Marc GERMAIN, Stef PROOST and Bert SAVEYN. The Belgian Burden Sharing. October 2005. Reprint from
"Economic Aspects of Climate Change Policy : A European and Belgian Perspective", a joint product of CES-
K.U.Leuven and CORE-UCL, edited by Bert Willems, Johan Eyckmans and Stef Proost, published by ACCO, 3000
Leuven (Belgium)

31. Ingmar SCHUMACHER. Reviewing Social Discounting within Intergenerational Moral Intuition. June 2005.

30. Stéphane LAMBRECHT. The effects of a demographic shock in an OLG economy with pay-as-you-go pensions
and property rights on the environment: the case of selfish households. January 2005.

29. Stéphane LAMBRECHT. Maintaining environmental quality for overlapping generations: Some Reflections on the
US Sky Trust Initiative. May 2005.

28. Thierry BRECHET, Benoît LUSSIS. The contribution of the Clean Development Mechanism to national climate
policies. April 2005.

27. Thierry BRECHET, Stéphane LAMBRECHT, Fabien PRIEUR. Intergenerational transfers of pollution rights and
growth. May 2005 (also availabe as CORE DP 2005/42).

26. Maryse LABRIET, Richard LOULOU. From non-cooperative CO2 abatement strategies to the optimal world
cooperation: Results from the integrated MARKAL model. April 2005.

25. Marc GERMAIN, Vincent VAN STEENBERGHE, Alphonse MAGNUS. Optimal Policy with Tradable and Bankable
Pollution Permits : Taking the Market Microstructure into Account.Journal of Public Economy Theory, 6(5), 2004,
737-757.

24. Marc GERMAIN, Stefano LOVO, Vincent VAN STEENBEGHE. De l'impact de la microstructure d'un marché de
permis de polluer sur la politique environnementale. Annales d'Economie et de Statistique, n° 74 – 2004, 177-208.

23. Marc GERMAIN, Alphonse MAGNUS, Vincent VAN STEENBERGHE. Should developing countries participate in
the Clean Development Mechanism under the Kyoto Protocol ? The low-hanging fruits and baseline issues.
December 2004.

22. Thierry BRECHET et Paul-Marie BOULANGER. Le Mécanisme pour un Développement Propre, ou comment faire
d'une pierre deux coups. Regards Economiques, Ires n° 27, janvier 2005.

21. Sergio CURRARINI & Henry TULKENS. Stable international agreements on transfrontier pollution with ratification
constraints. In C. Carrarro and V. Fragnelli (eds.), Game Practice and the Environment. Cheltenham, Edward Elgar
Publishing, 2004, 9-36. (also available as CORE Reprint 1715).

20. Agustin PEREZ-BARAHONA & Benteng ZOU. A comparative study of energy saving technical progress in a
vintage capital model. December 2004.



19. Agustin PEREZ-BARAHONA & Benteng ZOU. Energy saving technological progress in a vintage capital model.
December 2004.

18. Matthieu GLACHANT. Voluntary agreements under endogenous legislative threats and imperfect enforcement.
November 2004.

17. Thierry BRECHET, Stéphane LAMBRECHT. Puzzling over sustainability: an equilibrium analysis. November 2004.

16. Vincent VAN STEENBERGHE. Core-stable and equitable allocations of greenhouse gas emission permits.
October 2004. (also available as CORE DP 2004/75)

15. Pierre-André JOUVET Philippe MICHEL, Pierre PESTIEAU. Public and private environmental spending. A political
economy approach. September 2004. (also available as CORE DP 2004/68).

14. Thierry BRECHET, Marc GERMAIN, Vincent VAN STEENBERGHE. The clean development mechanism under the
Kyoto protocol and the 'low-hanging fruits' issue. July 2004. (also available as CORE DP 2004/81).

13. Thierry BRECHET, Philippe MICHEL. Environmental performance and equilibrium. July 2004. (also available as
CORE DP 2004/72).

12. Luisito BERTINELLI, Eric STROBL. The Environmental Kuznets Curve semi-parametrically revisited. July 2004.
(also available as CORE DP 2004/51).

11. Axel GOSSERIES, Vincent VAN STEENBERGHE. Pourquoi des marchés de permis de polluer ? Les enjeux
économiques et éthiques de Kyoto. April 2004. (also available as IRES discussion paper n° 2004-21).

10. Vincent VAN STEENBERGHE. CO2 Abatement costs and permits price : Exploring the impact of banking and the
role of future commitments. December 2003. (also available as CORE DP 2003/98).

9. Katheline SCHUBERT. Eléments sur l'actualisation et l'environnement. March 2004.

8. Marc GERMAIN. Modélisations de marchés de permis de pollution. July 2003.

7. Marc GERMAIN. Le Mécanisme de Développement Propre : Impacts du principe d'additionalité et du choix de la
baseline. January 2003.

6. Thierry BRECHET et Marc GERMAIN. Les affres de la modélisation. May 2002.

5. Marc GERMAIN and Vincent VAN STEENBERGHE. Constraining equitable allocations of tradable CO2 emission
quotas by acceptability, Environmental and Resource Economics, (26) 3, 2003.

4. Marc GERMAIN, Philippe TOINT, Henry TULKENS and Aart DE ZEEUW.  Transfers to sustain dynamic core-
theoretic cooperation in international stock pollutant control, Journal of Economic Dynamics & Control, (28) 1,
2003.

3. Thierry BRECHET, Marc GERMAIN et Philippe MONTFORT. Spécialisation internationale et partage de la charge
en matière de réduction de la pollution. (also available as IRES discussion paper n°2003-19).

2. Olivier GODARD. Le risque climatique planétaire et la question de l’équité internationale dans l’attribution de
quotas d’émission échangeable. May 2003.

1. Thierry BRECHET. Entreprise et environnement : des défis complémentaires ? March 2002. Revue Louvain.



Environmental Economics & Management Memorandum

Chair Lhoist Berghmans in Environmental Economics and Management
Center for Operations Research & Econometrics (CORE)
Université catholique de Louvain (UCL)
Voie du Roman Pays 34
B-1348 Louvain-la-Neuve, Belgium

Hard copies are available upon request : env@core.ucl.ac.be
Papers are available in pdf format on line : www.core.ucl.ac.be/chlhoist


