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* S 'R‘f’ we have Studied a Stbe mode/
of the labor merket Cehpt4), amdl a olynamic
model| of the 3“0(: market (ebpf. 8),

* Now WC Gre going fo put Hhe 2 /b;c/‘(er ;

4o derive @ comp/e;‘-c dynmm'c Geneva |
Eiw'lfbn‘um mode (, (chpt 1)

¢ We will see Hat fhere are po/m%o/;{y comple
Interechons between He aaoo/; - /a or

meekets. We must Herefore SJ«J; Fhem
Simu l‘hneou;!%?,

v Tn the end, e will have a mode/ Heat
con PVCJ?UI“ how 0_“1'237"/ CMe/o;megf, iwes)‘hm,‘
Consumphon weges, and 1nterest refes
respird o ex0g€ndus d\en;es ’'n Praa/uaé'u;'/,
ahd fisce) POIO cj,

' The Key will be unders/ﬁnlv'n: how werket cless

()\Qh?es I wages arcl intferegt- refes recone) /e ﬂel;’

Co»:uhp"fon .J-‘/Ghr fu’f/ dec)s ons ,CA,
Wit the hic 9 invesTiment a/e'cis:b:; af“:‘;fafé




| Ma-l—).em#w“a ) The houseldo ol problem, can ée
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* When discussing He labor market, we

Focused on a stehe mode! Cie., there
wGs Just ewe period ),

' However, just as there are inferiempons/

Subshivhon cffects on consumphin , Mere
ave interfemporn| Subshhvhon effech on

leisure & labor Shff{’.
The 2 maoin effets are .

1) Temporarily hish woeges increase curvent
lebor Sw i (u%rk M’C), rest lober).

AMternehvely , & dechue in QV/CM R
\'“'3” inc?eues labor f"/f a

2.) Wisher inferest vetes rise He price of
c\_ul%gi_%m. (::el:h‘w ; hbre fessure) E
$ Mey I1hCréase '
%:: xn Nis ;57 e price of currest

—==) More curvent labsr :ual/:, .
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. The households current conSump/ﬁm decisiong
con alge be Jero‘cfegl viHh o So‘m,lg 3raf}. :

o Curvent cw:ump#m JC’C#\JS on : ) Current Imme,
(2) The Loterest Kete, and (3) Future (a#orkx)l'hame/
or Weal ¥,
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‘Now let's turn h fhe Lrm’s S ole, 72:;
enfer He lalor werket in orcler to bive
Jorkers, Ferms a/u must eo-%er Mhe ooo/s
merket  Since Curmnt ontpnt must be use/

b tvshet He Rdure copifal shock . Tlet /5,
| nVes Fment /tfreSChf‘s a demend For CUurvest

oentput,

: ﬂememhv\' investment adols b e flure
Copiel stoeK (_K': Cr-dIK + I) , So /'t olepentls
ow Hee Ludure W')m&) Prbdud‘ ad Cﬁpl./K /

¢ So He Brms Jemam/ )Cr current /A‘or‘ an
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* Now Jed's PW'- - all hDeH.cr angl ‘ok kr
puilibriune in bo¥h Me “fabor v goools warkels

* The labor werket o dece,oive‘/;, easy , because
'+ fooks gwst ke bekre.

¢ ﬂe Crveinl du‘#erence ’s Hav‘ hov/ /alor:u//é
is allowed fo Je;e?d on He inferest rofe, #ad
d eourlibpium In Phe Foods marKk
(5{0.‘:{’ i:hhrz\uolepc;: on e;m‘/o' nim in He /odor
warket | )



* To determine sods merket C’uf/f‘ro’um we need
Consider the intercchon behween output SM and

out Ewl- demrd
mlmq N" f.)




« Anythi Het Causes the supply of avt o
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¢ Dewend Qt Cuvven+ ow'-ru+ Cowmes ‘FVO\M 3 gources !

1) Household comsumphion
2.) Fiewnt Javestment

1) Govermenent purchases

¢ (rovd. purchases are assumesd fo b¢ eXog enus,
but both householl consumphion ¢ Firm tnvessmerf

depercl regotively on Hhe inferest rofe,
o H.mku COU\Sum’)"M Jﬂnﬁ'm’ 'S a /:'#/e )‘n’ak y/

Since Cousumfﬁ'oa Jefen/s on Current /neome
Whied tw urn Jtl’ehdf L e,m'/.“n&»\ ) .ﬂ/,
Cons um['"'bbh . We con J’,"cf' Has Simu //Mf”y

as fellows .
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¢ Aw inevese n v decreases both C¥ and TY ol s,
sutput dlewerd declines
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