ﬁ( competitive equilibrium.

Private consumption

The inifial silvation when wome eqpalfo 1o is i diswquilibrivn. In labor woket, e 18 ttess derrind
for fabor sisee fun dewasds “for  h-1f amowdtof lobors whikt labor swpply is anly n- 1%

In qools weurktty pice is foo Wk becwwre Wap is lowtr fhem the epillion ot M price - 4

fhe'is excess sy of Onsomplion goeds 05 fim piolons 056 while wgyewte dewod for ™ conwaphion queds
{ion both hoceioid & qowrmend is €% +f. (€546 2 CR46).

Usimy ~ Biowarth b spprouch, fhe opfimal consnption bunlte of fonehold is of sl A On 1o uhew MRS,

is el fo 1110 M puind A, Contoet *s leal Of wrwwpfionis €3 with leiwe L

Cinn  wome =10, fion siminer poofit of it 8 bt Bt o W et0c AT, . Consurplion Kleiwe i 1§ & €6

Even fough both tomsumes & fim ofinie {heic viiliy® piofil, wage (:te) is mot The wearket tiewring Wome.
Mg erere] tilibrion is vot achitd since leivwt of heouthold is st than leive of firm, in olher wid,
honthelds supply foo fow labors and work fess fian whel fitW wnls while {ion devost doo Meng Inbors

This resills in housebold’s lower lewl of consumpiion, To Clear e extess, Wage shorld be inceasing ovch fhat die
bt it thar. Jupst g @5 puted vy from g0 to W Fion will hie less labors while™ hewehokls

warl fo supy were labor, svllioy in the equal awount of lakor dewmd & supply of h- L%

An intiase i cowtes the” peice oF consumpion queds fo ol fom 1740 1

Nilh loner price [evel & higher wage, ficn will oot down prodveiion wed sy s of WY congurglion yeeds.
Tiel is, agyegue supply folls fion 95 4o 4% On fhe olher bundl, houstholcs wil incware Fheit consumptive

from €10 ¥, oulling’in agqiequie dewand for conrveption ywels uf 4%+ 746,

In Fdgeworth box diagram, o rise in wye (quses fhe e fo rolule vp. fitm is willing fo

podute. o oint 3 whele We @t omhTi e fo vaminie il grofid. 1t will incente leiwe houe frow 1€ fo L
and wedvte consvegtion fron CE fo  C* For howeholds, higher tage wakts onvwer wow fiom Ito fo 16y
Consomer doces the leitwe bour fios L% fo L% beawre tn intiense in wage weane hiher  oprivnily

wsi of hhin& feivwe.. Thewtfur®, congwmer will work mowe ond incvense ils privade contuwplion

fon ¢% to cr. Conowners ophieml lewl of ulility is of point 3 whele  *. mag,c.

Affer fhe wuge atjusteent, deward is eyl fo dupply in both Inbor & qouds merketindicing fhe warked
dering cilwntion wder conpefitig  expiliorion. ‘



a5 4
fAsswme  shomgpr  subatitotion effect.




Inifil silution is when both labor koot market aw in eyuilibrion. Fien wsisines grofit of i A,
Sinilarlo consmer s wiilidy wasinination af poiat A. Piwele onsmplion is G0 with fewe Lo and verhing beur
of Wb, Eqilibriow bage is o with price Ieu|=_"1, given fhat querment spendiny is 6o & faxis to.

Suppose. qorrnvent inceans fis  speadiny Tom 6 do 61 and inoesie fax fom do o b

A imwae in qonrent speocing lews do o dowewed ghift of PoF cwe fom PP fo per by fhe

st of o rise in fus TF Consumer Chaose fo work of fhe gwme fewl, hefrhe will lower fhe tonsuephion

fo point 0. TF consomer wanls o wifigale the impact of fux by working hurder feivwe will fuall whikk toacwwplion

rise o litle fom it 0 fo point 8. In this cuce, w2 ascvme Pt Comewer i vtionsl &

Choote the optienl bundle 8. That is, aninciease in goernwent epmaj @t worier fo e

both concueption & leigwe frow Co do €1 K Loto Lo NE will shiff" fo fhe ria\l fron N§ to NS,
wiue frod Wh fo m,muﬂins in & higher priec el i‘i Gonswwghion dewand shifi 1o the

it while 99 shiffs do the right. 1

Howeitr, sinte he incvase in gprerment speling un  1aiSe fhe el of fechmoogy ol prdluetinily,

ooF sl ahith upard de fo higher suryiml piodect of labor. To delormine whw tnggen when fhe & tffecis
towbine, W0 w0 comider & Cases when dvbtibtion effecl is equalfo incore tETect and case of
shrome svbctivtion effect. Nole that we assume et the iMptiof produetivity is higher then

e chuees in qowrnment Spemding. Anineveme in lewl of hthm\u“ neang hig\tr margiml prodect
of Wbor. " MF e rolales upuerd fom  09F fo PeRL A mha incwrts, Fion's dewand R iober incvenas
o5 well. M4 shifis from wg fo m¢ with risieg ol wee fom W fo W Nith \\ight Wwep it
workef will worl 155 dw o substifefion ffeet s grice of fuling  Riswe 15 higher.

This sobgfitvlion effeet is frow point o fo . Incowe effect is from ¢ fo 0 whew higher incowe
allows worker fo ot e feisk  from Ly fo Ly Consumglion vises from 0 to T

Nih mowe ldwr hivd by fion, ugqequle sply inceases as wel caphiring by the right hift

of W to % Odpl inceoses from de fo W " The Bigler wege Wa ieiteles © lower priee fewl 4.
In fhis taw, privole conoomplion rises fom @ 6 o fhe fechevlogind improsewent. s
Thewfore, fhe * bonsehold walfare incwoses when quemeent speing can vaise lewtl of fechnology.

For fhe cage when  subsfidvtion effect & inowe offert aw eyl the amalysis is westly sinhr to
fo the tue dismmed abow , except that johor svpply & leiswe il eowsin the sume  While  conrueplion rises.



