Lot~ Y/ LS d)

Veodagicgl Model
Nopltes W leng rup  When Pices are
HNexible  and warkets dear CSWP\&ZWW@

" Ceneral G’ctu\\\\)ﬁ U Nod e
“ e ackets
— priCe \n each wacket  adius o
wake  Seply equal hematng
Taree Yypes of warksts
\) Good S warcet
2 Lidurs madess ——lahar, caprial

2) Lipancidt marret
Thieee  dypes of agentc
D Wousehacls

D) fuens

Y) guvern mery/




Three Markets — Three agents
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The MPL and the production function
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Derivative as marginal product
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Algebra example

Suppose an economy characterized by:

= Factors market supply:
— labor supply= 1000
— Capital stock supply=1000

= Goods market supply:
— Production function: ¥ = 3K + 2L

= Goods market demand:

— Consumption function: € = 250 + 0.75(Y-T)
— Investment function: I = 1000 — 5000r
- G=1000, T = 1000




Algebra example continued

Given the exogenous variables (¥, G, T), find the
equilibrium values of the endogenous variables (r,

o)

Find r using the goods market equilibrium
condition:

Y=C+IT+G

5000 = 250 + 0.75(5000-1000) +1000
-5000r + 1000

5000 = 5250 - 5000r

-250 = -5000r sor=0.05

And I = 1000 — 5000%(0.05) = 750
C = 250 + 0.75(5000 - 1000) = 3250
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m%\m the data consistent with these results?

= = == =

S

s B variable 1970s =

) = v

. fe s % i
”. u wwu:”w 5 =
R

.-... ] .|.,M‘ '

.mWO. N

e - =

s —L

w ww T-G, S, and I are expressed as a percent of GDP

All figures are averages over the decade shown.

.'P;
-

-~ -
bl Les
e QAT e




