ped

expgenous proguctivity ingreases or through modernizatien of the
capita] stock. [t is important rto note though that if producivity is
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cefines &5 InE OLIFNT FEr wanker, then T ozan Be nsrsaseq Ty ral
the capitai stock per umit of output. In fact, . in TIM, as in most
applied macra mogels, productivity is genEra11y thought of as taking
the form ¢f Harrod-neutral tagchnical change rather than Hicks-newtrsl

A5 & reiull, the invesIment equations A.n Ti¥ are specifieg in such. &
way as to yiald stable ;;pital—uutput rat;;s and the employment
equations 'are specified in such.2 way as io yield & rising Qutput per
werker, The data supports this approach in that at the most detailed
levels of data availaple, the output per worker is in almost avery
case rising whersas capftal-dutput ratios are censtant or varying in

erratic ways due to teéchnological shocks to the fndustries.

1.2.1.4 Investment And Labour Oemand - As was noI2d ebove, IRE
investment and employment eguatfons are specitied in such 2 way thet &

--'?-“
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Harrog-neutral view oFf productivity improvements is imposed 1in
Tris is done with the following simmiified functional forms:

I=F{bL*{Y¥<=10))

K=k<a1>+1

E=f{Y/&®3],b2*t) » - =

where Izrea)l fnvestmant

Y=rez1 gross domestic product

K=rez] capital st0ck

E=amployment

t=time

bi.pZ=econometrically détermined coefiicients
w*zi=the power Lo whith Y,k must be raised

when the Cobb- Dnuglas ‘production
function is inverted.

The first equztion is a simplifiad veérsion of the standerc Jorgenscn

nec-glassiczl  investment eguatien in which the price effecis ang
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