09.3 Stolper-Samuelson accounting for prices

ZERO PROFIT CONDITION

P = Z Aw,
;

dp, = Z(A,.kdwk +dA,w,) .
k

Using the usual notation X = dx / x this can be written as

A

ﬁi = dpi /pl = Z[(Aikwk /pi)(dwk /Wk)"" dAika /pi] = Zgikwk + Z aikAik .
k

k k

Then the input intensity Ay = vi / Q;, can be differentiated to obtain

A A

Aik = ‘A}z‘k - Qi'
TFP GROWTH
TﬁPz = Qi - Zeik{}ik - _Z HikAik
k k ’
EQUILIBRIUM CONDITION

P :Zgikwk_Tﬁ})i :e;w_TﬁB
k

SECOND ORDER EFFECTS
dp, = Y (Aydw, +dA,w, +dw,d4,) .
k

p;=dp,/ p, = Zeikwk + z eik;lik + Z[(Aikwk [ p(dAy | A )dw, [ wi)] .
3 3 k

b, = 0% —TFP. + A diag(6,)Ww
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DECOMPOSITION
pi(t)+ p,(g)=07(t) + 0W(g)— TFP,
where
p(t)=0(t) - TFP,
P(2)=0.4(g2)
lA’i = ﬁi(t) + ﬁi(g)
PASS-THROUGH

p(t)y=—-4 TFP,
RESIDUAL “GLOBALIZATION” EFFECT
p;(g)=p;, — p:(1)

INTERMEDIATE INPUTS

Zero profit identity: pi = giw + yzp _ TFB

p()—y, p(t)=—A TFP

Pass-Through Assumption:

FIRST-ROUND ADJUSTMENTS

ﬁi(t)_yi'{_j’ TﬁR }:—ﬂ Tﬁ'Pi,
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TECHNOLOGY EFFECT ON WAGES

-4 TﬁE = 0.W(t) - TﬁE, or equivalently

(1— M)TFP, = 0.%(t)

GLOBALIZATION EFFECT ON WAGES

P -7, D)=~ D)~ (D) ~y. P()=D,~r. p+ A TFP.

p.+A TFP=0W(g)+y,'p




