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Model 1: Basic

• Assumptions: 
• A Cobb-Douglas production function

• A closed economy

• 2 factors of production

• 1 good

• No savings

• Equilibrium in labor, capital and goods market





Model 2: Simple

• Assumptions: 
• A Cobb-Douglas production function

• A closed economy

• 2 factors of production

• 2 goods

• Perfect mobility of L and K between sectors

• One rent and one wage 

• No savings

• Equilibrium in labor, capital and goods market





Model 3: Open-economy

• Assumptions: 
• A Cobb-Douglas production function
• An open economy with government
• 2 factors of production
• 2 goods
• Perfect mobility of L and K between sectors
• One rent and one wage 
• No savings
• Equilibrium in labor, capital and goods market
• Government
• Trade balance 



𝒀 = 𝑨 𝑲𝜶𝑳𝟏−𝜶

𝑾𝑳𝑳 = 𝟏 − 𝜶 𝑷𝒀
𝑾𝑲𝑲 = 𝜶 𝑷𝒀

𝑹𝒆𝒗 = 𝑾𝑳𝑳 +𝑾𝑲𝑲+ 𝒄𝒖𝒔𝒕𝒐𝒎𝒔 + 𝒕𝒂𝒙𝒆𝒔
𝑷𝑪𝒊𝑪𝒊 = 𝜷𝒊𝑹𝒆𝒗
𝒀 = 𝑫 + 𝑿

𝑳𝑺 =෍𝑳𝒊

𝑲𝑺 =෍𝑲𝒊



𝑫 = 𝒂𝑫𝑪(
𝑷𝒄

𝑷
)𝝈

𝑴 = 𝒂𝑴𝑪(
𝑷𝒄

𝑷𝒎
)𝝈

𝑷𝑫𝒊 = 𝑷𝒊(𝟏 + 𝒕𝒙)
𝑷𝑪𝒊𝑪𝒊 = 𝑷𝑫𝒊𝑫𝒊 + 𝑷𝑴𝒊𝑴𝒊

𝑷𝑴 = 𝑷𝑴
𝑾𝒐𝒓𝒍𝒅(𝟏 + 𝒅𝒅)

𝑿 = 𝜸𝒊 (
𝑷𝑴
𝑾𝒐𝒓𝒍𝒅

𝑷𝒊
/(𝟏 + 𝒅𝒅𝒙))𝝈𝒙

෍𝑷𝒊 𝑿𝒊 =෍𝑷𝑴
𝑾𝒐𝒓𝒍𝒅𝑴𝒊



Thanks for your attention


