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Firm profit maximisation:

MPr =
[TR—TC] =
PY — (wL+rK)] =

Profit maximisation condition:

MRy

= MCx
(VIMPx = r
Equilibrium capital:
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Production function:

y = Ak*
Equilibrium capital:

aAKL =

Equilibrium interest rate:
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Equilibrium:
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countries:
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Lucas answer (human capital):

y = Ahk*
Balassa-Samuelson ‘answer’:
A o -
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Productivity:

A = Technology - Efficiency
Overheating theory:

It does, and it is not always good!

«0O0)>» «Fr «Z» « > Q>



Non tradable sector:

Labour market equilibrium:

Two countries (A and B) and two sectors (T and NT)

MPLpe g = MPLy g [= 1]

Pnt,A * MPLnt,A
Units of output

= wa = pt - MPLt 4

Marginal product
of labor in Sector 1

Marginal product
of labor in Sector 2

Labor allocated

L
Labor allocated
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Lucas (1990)
Open economy Balassa-Samuelson Effect
Productivity and Efficiency

Balassa-Samuelson (or Penn) Effect

Two countries (A and B) and two sectors (T and NT).
Non tradable sector:

MPL,ta = MPLp; g [= 1]
Labour market equilibrium:

Pt A MPLyt o = wa = pr - MPL; A
Pnt,A = wa = pt- MPL; a

Assume country A more productive:

MPL; o > MPL; g
Pnt,A > Pnt,B
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Productivity:
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A = Technology - Efficiency



Lucas (1990)
Open economy Balassa-Samuelson Effect
Productivity and Efficiency

Sources of inefficiency

Idle resources and unproductive activities

e unemployment, overeducation, ‘krysha’, and rent-seeking

Misallocation of factors (among sectors and firms)

Production and technological blocking (Luddites)

Missing markets

e e.g. financial

@ Institutional inefficiencies

Growth Productivity: Efficiency and Technology Open Economy and Cap



	Open economy
	Lucas (1990)
	Balassa-Samuelson Effect
	Productivity and Efficiency


