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No.119 #RH %7E:Discussion paper series no.118 ~Df#HIE (7 B)
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No.123 Koji Yokota: Production Theory with Convex Labor Friction:
Foundation of an Optimal Non—market—clearing Economy (12 A)

BEEL - A production theory with labor friction is studied in which a firm employs multiple
workers facing convex search friction which possesses characteristics of robustness
against any small perturbations on the functional form of friction. Convex search
function makes the path outside of unbounded steady state possess greater significance
than mere transition, since any level of output can be supported as a steady state
equilibrium depending on the state of expectation and the unbounded steady state is
only one of those continuously many equilibria. Moreover, its market outcome is
that---even though vacancy cost can be infinitesimally small for a given amount of job
posting---a variant of effective demand principle must be effective. The result comes
from the fact that the marginal profit value of labor is always strictly positive, which
results in persistent excess demand in the labor market and excess supply in the goods
market, whereas the existence of search friction prohibits immediate adjustment of
employment according to optimality to make further hiring depend on coordination of
expectation. It raises non-market-clearing equilibrium without wage-rigidity in

competitive markets.
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