Economics 202A, Homework #2 Anton Cheremukhin

October 21, 2005
maxU = El {Z?il Btil'l,L(Ct, Lt)} y 0< ﬁ <1
1—

where u(C, L) = (Cw(lle)_;ﬂ 1, p >0, 0<p<l1
s.t. KtJrl Kt(l—(S)—FK O t:E, K K

Ay = A} | expley), t = 1loo, 0< A<, Ag=A

Yi=AKe[(1+9)L]"", 0O0<a<l

(@) "(~Inz)

— =Inz

lfp_l .
)1— = lim
-P p—>1

o 1—p
(b) J = E, { < Bt 1 Ki(1—6) — Kpr + ALK [(1+ g)' L )9 (1 — Lt)1*%0> } /(1—p)
FOC: 81%11 = 1 - El{ﬁ ((1 —0) + aAr K5 (1 + O L] )1 — p)
(1= ) Ko — Koo+ A K7 [(14 9)!F L] )01 (1 = Ly ) 1790200

(a) hrnu(x p) = hm

B7N0(1 = p)((1 = ) Ky — Kyyr + AR [(1+ g) Ly ")t (1 — L) =900} =
OB X By[(1 = 6) + apith)fa t] =0  Euler equation

Kit1 Cit1

g_i/]t - - . )8Lt ((Kt(l —0) — K + ALK [(1 4 9)t Lt] Dl Lt)li@) - -

[(1— a)%gpg—i —(1—¢)i#=]=0  Leasure-consumption trade-off
_ K _ Y _ _cC
(©  h=mg W =me =Gy

1+ gk =k(1-0)+y— yp = Ak L™ Ay = A} expl(ey)
Bl(L—6) + )2t — ] g,

kiy1/ 149 cep1 ct

(1 - Oz)Lt(put - (1 - 90)1uLt =0
= (CF (1= L))" = (¢f (1 = L)' %) 7 x (14 g)et=)

(d) Using the last 3 equations get rid of u; and L, :
c t 1-¢
(1 =) /(L —a)fte) = o(1- a)ﬁj{ =1 hence 1-—1L;= ﬂw((lllfa))ﬂ
e (1—¢
w — Cf(l—p) 1[2 <P((11 eoa)) 4 1]=DA=P) 5 (1 4 g)te(i=r)
(1-0)+agttt o p)-1 1—a 1-p)—1 1—a 11—

0— El{ﬁrmcﬁl p)— [z:i s«z&_(p)) + 1)) _ cf( P) [%% + 1)1}
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Linearize with respect to {k, yi, ct, Lt, A} using the following rule:
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