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Chapter 6. A Real Intertemporal Model with Investment (Part 1)

Representative Consumer

1. current budget constraint : C+S57 = ... . future budget constraint : C' = w'(h—¢')+7' =T'+ (1+7)S?P
o4 "h— ¢ r_
2. life-time budget constraint : C' + e TTTTTTTTUOR + w( )+
1+7r 1+7r
3. current period optimal condition : MRS = w. future period optimal condition : MRSy o = w' . in-

tertemporal optimal condition : MRSccr=1+7r

4. current labour supply : Current labor supply increases with the real wage, given r (assuming the dominant substitution
effect).
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Chapter 5 : 3/ 1
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2 Representative firm
1. current production function : Y = zF(K, N). future production function : Y’ = 2’ F(K', N')
2. change in capital stock : K/ = (1 —-d)K + 1

3. firm’s current profit : m =Y —wN — I. firm’s future profit : 7’ =Y’ —w'N' 4+ (1 — d)K’
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4. firm’s present value of profit : V =7 + .
1+7r

5. current labour demand

an increase in z or K
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6. Investment Decision
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