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THE TWO-SECTOR MODEL: GLOSSARY OF NOTATION 

 

Production Side of the Economy 

L    labour 

K    capital  

),( jjj LKf   production function for a firm in sector j 

baLKLKf =),(  Cobb-Douglas form of the production function 

w    wage rate for labour 

r    rental rate for capital  

jp    price of output in sector j 

x    output for a firm in sector X 

y    output for a firm in sector Y 

jπ    profit for a firm in sector j 

jF    quasi-fixed managerial labour requirement for a firm in sector j 

),,(ˆ rwyKY   conditional demand for capital by a firm in sector Y 

),,(ˆ rwyLY   conditional demand for labour by a firm in sector Y 

),,(ˆ rwxKX   conditional demand for capital by a firm in sector X 

),,(ˆ rwxLX   conditional demand for labour by a firm in sector X 

),,( rwycY   cost function for a firm in sector Y 

),,( rwxcX   cost function for a firm in sector X 

),,( rwyMCY   marginal cost function for a firm in sector Y 

),,( rwxMCX   marginal cost function for a firm in sector X 

),,( rwyACY   average cost function for a firm in sector Y 

),,( rwxACX   average cost function for a firm in sector X 

),,( rwpy Y   supply (or output) function for a firm in sector Y 

),,( rwpx X   supply (or output) function for a firm in sector X 

),,( rwpK YY   demand for capital by a firm in sector Y 
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),,( rwpL YY   demand for labour by a firm in sector Y 

),,( rwpK XX   demand for capital by a firm in sector X 

),,( rwpL XX   demand for labour by a firm in sector X 

),,( wrpYYπ   profit function for a firm in sector Y 

),,( wrpXXπ   profit function for a firm in sector X 

 

Yn    number of firms in sector Y 

Xn    number of firms in sector X 

),,( rwpS YY   aggregate supply (or output) function for sector Y 

),,( rwpS XX   aggregate supply (or output) function for sector X 

),,( rwpD Y
Y
K   aggregate demand for capital by sector Y 

),,( rwpD Y
Y
L   aggregate demand for labour by sector Y 

),,( rwpD X
X
K   aggregate demand for capital by sector X 

),,( rwpD X
X
L   aggregate demand for labour by sector X 

),,( rwpYYΠ   aggregate profit in sector Y 

),,( rwpXXΠ   aggregate profit in sector X 
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Consumption Side of the Economy 

N    number of individuals 

iL    endowment of potential labour for individual i 

iK    endowment of capital for individual i 

ijθ    share of aggregate profits from sector j flowing to individual i 

),,,( rwppd YXi  total flow of profits (or dividend) to individual i 

),,,( rwppM YXi  wealth of individual i 

ix    consumption of good x by individual i 

iy    consumption of good y by individual i 

il    leisure consumed by individual i 

),,( iiii lyxu   utility for individual i 

δβα lyxlyxu =),,(  Cobb-Douglas form of the utility function 

),,,( rwppy YX  demand for (or consumption of ) good y by an individual 

),,,( rwppx YX  demand for (or consumption of ) good x by an individual 

),,,( rwppl YX   demand for (or consumption of ) leisure by an individual 

),,,( rwppL YX  labour supply for an individual 

 

L~    aggregate potential labour endowment for the economy 

K~    aggregate capital endowment for the economy 

),,,( rwppV YX  aggregate wealth of all individuals in the economy 

),,,( rwppD YXY  aggregate demand for good y  

),,,( rwppD YXX  aggregate demand for good x  

),,,( rwppS YXL  aggregate supply of labour 

 

 

 

 


