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Calculate the Steady-State Production Trajectory for Iranian Economy
(An Approach of endogenous Growth Model
With CES Production Function)
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Abstract

The Cobb Douglas production function was used in most economic growth
models as production technology (Which has elasticity of substitution equal one).
In this research, the Ramsy growth model is extended with CES production
function (production function with constant elasticity of substitution, not one).
After solving the optimal control problem, the optimal trajectory of economic
variables (production and capital) is calculated in steady state for Iranian
economy. The results show that production and capital are significantly lower than
the steady state level. One of the innovations of this paper is to investigate the
effect of elasticity of substitution on optimal trajectory of economic variables as
well as economic growth in steady state. The results indicate the elasticity of
substitution will have a negative impact on the growth in steady state. Theoretical
results of the research show that assuming elasticity of substitution equal one, the
technology growth rate is not significant effect on the economic growth rate in the
long run. But given elasticity of substitution below one, the steady growth rate of
production will depend on technology and population growth rates. Therefore,
specifically considering the CES production function rather than the Cob Douglas
in the growth model would have quite different results. Also in this research was
calculated the economic growth rate for Iranian economies equal 6.9 percent.
Other results show that the production realized for Iran had not been in steady
state trajectory and Iranian economy is in deep recession in 2018.we show that the
reason of this recession is decreasing of investment.

Keywords: CES Production Function, Growth models, Genetic Algorithm,
Constant Elasticity of Substitution.
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