N
N

N

HAL

open science

Business cycle fluctuations and learning-by-doing
externalities in a one-sector model

Hippolyte d’Albis, Emmanuelle Augeraud-Véron, Alain Venditti

» To cite this version:

Hippolyte d’Albis, Emmanuelle Augeraud-Véron, Alain Venditti. Business cycle fluctuations and
learning-by-doing externalities in a one-sector model. 2009. halshs-00432267

HAL Id: halshs-00432267
https://shs.hal.science/halshs-00432267

Preprint submitted on 15 Nov 2009

HAL is a multi-disciplinary open access
archive for the deposit and dissemination of sci-
entific research documents, whether they are pub-
lished or not. The documents may come from
teaching and research institutions in France or
abroad, or from public or private research centers.

L’archive ouverte pluridisciplinaire HAL, est
destinée au dépot et a la diffusion de documents
scientifiques de niveau recherche, publiés ou non,
émanant des établissements d’enseignement et de
recherche francais ou étrangers, des laboratoires
publics ou privés.


https://shs.hal.science/halshs-00432267
https://hal.archives-ouvertes.fr

GREQA

Groupement de Recherche en Economie
Quantitative d'Aix-Marseille - UMR-CNRS 6579
Ecole des Hautes Etudes en Sciences Sociales

Universités d'Aix-Marseille Il et Il

Document de Travail

n°2009-25

BUSINESS CYCLE FLUCTUATIONS AND
LEARNIN-BY-DOING EXTERNALITIES IN A
ONE-SECTOR MODEL

Hippolyte D’ALBIS
Emmanuelle AUGERAUD-VERON
Alain VENDITTI

September 2009

ffﬁfﬁfﬁfé

)y,

)

/’fg;;x 4
o
W
y
Y

)
_

Ty

o

N\
W

N\



Business cycle fluctuations and learning-by-doing
externalities in a one-sector model*

Hippolyte d’ALBIS
Toulouse School of Economics (LERNA)

Emmanuelle AUGERAUD-VERON
LMA, University of La Rochelle

and

Alain VENDITTI'
CNRS - GREQAM and EDHEC

First version: July 2007; Revised: July 2009

Abstract: We consider a one-sector Ramsey-type growth model with inelastic labor
and learning-by-doing externalities based on cumulative gross investment (cumulative
production of capital goods), which is assumed, in accordance with Arrow [5], to be
a good indexr of experience. We prove that a slight memory effect characterizing the
learning-by-doing process is enough to generate business cycle fluctuations through a
Hopf bifurcation. This is obtained for reasonable parameter values, notably for both the
elasticity of output with respect to the externality and the elasticity of intertemporal
substitution. Hence, contrary to all the results available in the literature on aggregate
models, we show that endogenous fluctuations are compatible with a low (in actual fact,
zero) wage elasticity of the labor supply.

Keywords: One-sector infinite-horizon model, learning-by-doing externalities,
inelastic labor, business cycle fluctuations, Hopf bifurcation.

Journal of Economic Literature Classification Numbers: C62, E32, O41.

*This work was supported by the French National Research Agency grant No. ANR-
08-BLAN-0245-01. We would like to thank M. Adimy, M. Bambi, J. Benhabib, R.
Boucekkine, C. Ghiglino and C. Le Van for useful suggestions and comments. The current
version of this paper also benefited from presentations at the International Workshop on
“Market Imperfections and Macroeconomic Instability”, University of Lille 1, March 2008,
and at the International Conference “Agents Interactions, Markets Interdependencies and
Aggregate Instabilities”, University of Paris 1, June 2009. The usual disclaimer applies.

fThis paper was completed while Alain Venditti was visiting the Institute of Economic
Research of Kyoto University. He thanks Professor Kazuo Nishimura and all the staff of
the Institute for their kind invitation.



1 Introduction

Explaining the economic fluctuations associated with the business cycle is
one of the main goals of modern macroeconomic theory. Two complemen-
tary explanations coexist in the literature: the endogenous cycle theory
and the real business cycle theory based on exogenously-driven fluctuations.
The common framework used in these two theories is given by the Ramsey
[41] optimal growth model. The standard aggregate formulation is charac-
terized by the existence of a unique monotonically convergent equilibrium
path and thus business cycle fluctuations can only be obtained if exogenous
shocks on the fundamentals are introduced. Contrary to this, multisector
optimal growth models easily exhibit endogenous fluctuations without any
stochastic perturbation. However, depending on whether time is discrete
or continuous, the number of goods matters. In a discrete-time model, the
consideration of two sectors with both consumption goods and investment
goods is sufficient to generate period-two cycles through a flip bifurcation
as shown by Benhabib and Nishimura [12].! In a continuous-time model,
Benhabib and Nishimura [11] show that at least three sectors with one con-
sumption good and two capital goods need to be considered to generate
endogenous fluctuations through a Hopf bifurcation.?

More recently, endogenous fluctuations through the existence of local
indeterminacy and sunspot equilibria have been shown to occur even in one-
sector models. Building on the work by Romer [41], Benhabib and Farmer
[10] consider a Ramsey-type continuous-time aggregate model augmented
to include economy-wide externalities in the production function measured
by the aggregate stock of capital and total labor, which are assumed to
be a proxy for some learning-by-doing process. It is indeed assumed that
by using capital over time, agents increase their experience and are thus
able to increase their productivity. Within such a framework, Benhabib
and Farmer [10] show that local indeterminacy and fluctuations derived
from agents’ self-fulfilling expectations can occur. However, besides external
effects in production with large enough increasing returns at the social level,

!The consumption goods sector needs to be more capital intensive than the investment
goods sector.

2The optimal path necessarily converges monotonously to the steady state in lower-
dimensional continuous-time models. See Hartl [31] for a proof of this result in general
autonomous control problems with one state variable.



the basic model also has to be increased by the consideration of endogenous
labor supply, ® whose wage elasticity is sufficiently high, i.e., close enough to
infinity.? Since the elasticity of the aggregate labor supply is usually shown
to be low,? it follows that the occurrence of local indeterminacy relies on
parameter values that do not match empirical evidence.

In this paper, we consider a continuous-time aggregate model with in-
elastic labor and learning-by-doing externalities in the production process.
We depart significantly from most existing contributions in the literature
and notably from Romer [41] in which the average level of capital is used
as a proxy of experience. We assume, in accordance with Arrow [5], that
cumulative gross investment (cumulative production of capital goods) is a
better index of experience. More precisely, the learning-by-doing effects are
measured by the whole gross investment process over some fixed period of
time.® This last assumption, which will importantly shape the equilibrium
dynamics, represents a memory effect suggesting that investments made a
long time ago do not have the same impact on the index of experience as
recent ones. This can be justified, for instance, by the finite longevity of the
workers.” For computational convenience, we have chosen a memory pro-
cess similar to a one-hoss shay depreciation: the weight of a given vintage in
the index of experience is one during a given time interval, then zero. Our
results extend to more general specifications.

Given this assumption, the equilibrium path is described by a system
of functional differential equations. It is worth noting that our formulation
closely resembles a time-to-build model, apart from the fact that the cu-

3 As shown by Boldrin and Rustichini [15], endogenous fluctuations cannot occur within
an aggregate model if labor is inelastic, even in the presence of strong externalities.

*Nishimura et al. [39] show that this is a generic condition for obtaining local indeter-
minacy in one-sector models.

5Most econometric analyses available in the literature conclude that the wage elasticity
of labor lies within the range (0, 0.3) for men and to (0.5,1) for women (see Blundell and
MaCurdy [14]).

5D’ Autume and Michel [6] consider the original formulation by Arrow in which society’s
stock of knowledge, measured as the cumulative gross investment from —oo, acts as an
externality in the production of all firms. They prove that endogenous growth can occur
as a result of this.

"Nevertheless, in the present paper, we do consider an infinitely-lived representative
individual. For the dynamics of an economy with learning-by-doing externalities and a
continuum of finitely-lived individuals, see d’Albis and Augeraud-Véron [3].



mulative process of gross investment is not internalized within the agents’
decisions. Some papers have already studied functional differential equations
with Ramsey-type aggregate models, notably with time-to-build investment.
As initially shown by Kalecki [33], some production lag is a possible source of
aggregate fluctuations. Benhabib and Rustichini [13] and Boucekkine et al.
[16] thus show that vintage capital leads to oscillatory dynamics governed
by replacement echoes.® More recently, Bambi [7] considers an endogenous
growth model based on some AK technology with time-to-build; his work
shows that damped fluctuations occur, but that persistent endogenous fluc-
tuations through a Hopf bifurcation are ruled out. A similar result has been
obtained by Bambi and Licandro [8] in the Benhabib and Farmer [10] model
augmented to include time-to-build.”

The main difficulty of the use of vintage capital comes from the fact that
since the production of the final good depends on the lagged capital stock,
the optimality conditions are formulated as a system of mixed functional
differential equations in which delayed (the capital stock) and advanced
(the shadow price) terms are considered simultaneously.!’ Besides the ad-
ditional complexity involved in studying this kind of differential equations,
persistent fluctuations derived from a Hopf bifurcation do not appear to be
an outcome.'! In our paper, introducing a lagged capital stock through a
Romer-type externality leads to optimality conditions formulated as a sys-

tem of delay functional differential equations.'?

8See also Boucekkine et al. [18] and Boucekkine et al. [19].

“Benhabib and Rustichini [13] mention the possibility of a Hopf bifurcation in an
aggregate model with non-linear utility and vintage capital but do not provide any formal
proof of its existence and do not discuss the stability of the bifurcating solutions.

Y Rustichini [42] considers a two-sector optimal growth model in which delays are in-
troduced on both the control (investment and output) and state (capital stock) variables
and derives a system of mixed functional differential equations. He shows that endogenous
fluctuations can occur through a Hopf bifurcation.

' Asea and Zak [4] consider an exogenous growth model with time-to-build and claim
that the steady state can exhibit Hopf cycles. However, their result is puzzling because a
time-to-build assumption should lead to a system of mixed functional differential equations
with both delay and advance, whereas they only consider delay in their model.

12 Almost all papers dealing with functional differential equations use control theory to
derive the optimality conditions. When a lagged state variable is considered, the cor-
responding shadow price appears with an advance as a result of perfect foresight. In a
recent paper, Fabbri and Gozzi [27] show that if the optimality conditions are derived us-
ing the dynamic programming approach, functional differential equations with delay only



From a mathematical point of view, the main purpose of our paper is
to demonstrate the existence of a Hopf bifurcation, study the stability of
the closed orbits and characterize the dynamics on the center manifold.
The very first results on Hopf bifurcation theory date back to 1971 with
a contribution by Chafee [21], who considered a situation where the origin
remains uniformly asymptotically stable. According to Hale [29], the first
proof of the Hopf bifurcation theorem for functional differential equations
was presented by Chow and Mallet Paret [24]. Since then, much progress
has been made, notably by Hassard et al. [32] who provide an algorithm to
compute coefficients that determine the stability of the periodic orbits.

We apply this methodology to an aggregate growth model with learning-
by-doing externalities in order to show the existence of a Hopf bifurcation
and to establish the conditions under which the equilibrium paths converge
towards the periodic solution. In particular, we show that persistent en-
dogenous fluctuations can occur, first without considering endogenous labor
and external effects coming from the labor supply, and second with a stan-
dard CES preferences and technology characterized by small values for the
elasticity of intertemporal substitution in consumption and a capital-labor
elasticity of substitution in line with recent empirical estimates. We hence
prove that a simple aggregate model may generate business cycle fluctua-
tions under plausible parameterization of the fundamentals and mild elas-
ticity of the output with restpect to an externality based on a Arrow-type
learning-by-doing process.

The economic intuition for such fluctuations is the following. Let us sup-
pose, for instance, that the initial level of experience is low. Then, private
returns to capital are high as well as the level of investment. This increases
the experience and therefore reduces the returns to capital. Investments are
consequently slowed down. However, due to the memory function, experi-
ence is reduced, which subsequently increases the return to capital. Perma-
nent fluctuations are then possible, whereas they are ruled out with Romer
[41)’s assumption.

The paper is organized as follows: Section 2 presents the model and
defines the intertemporal equilibrium. Section 3 contains the main results,
i.e., proof of the existence of a Hopf bifurcation, analysis of the local stability
properties of the periodic orbits, and presentation of a numerical example.

are obtained since the shadow price equation is no longer taken into account.



Section 4 contains concluding comments. Finally, the stability Theorem
proposed by Hassard et al. [32] is provided in the Appendix together, with
all our proofs.

2 The model

2.1 The production structure

Let us consider a perfectly competitive economy in which the final output
is produced using capital K and labor L. Although production takes place
under constant return-to-scale, we assume that each of the many firms bene-
fits from positive externalities due to learning-by-doing effects. We consider
indeed that by using capital over time, agents increase their experience and
are thus able to increase their productivity. Contrary to most contribu-
tions in the literature derived from Romer [41], in which the average level
of capital is used as a proxy of experience, we assume, in accordance with
Arrow [5], that cumulative gross investment (cumulative production of cap-
ital goods) is a better index of experience. “Fach new machine produced
and put into use is capable of changing the environment in which production
takes place, so that learning is taking place with continually new stimuli”
(Arrow [5], page 157.). However, like Romer [41], we consider that these
learning-by-doing effects enter the production process as external effects.
The production function of a representative firm is thus F'(K, L, e), where
F(K,L,.) if homogeneous of degree one with respect to (K, L) and e > 0
represents the externalities. Denoting the capital stock per unit of labor by
k = K/L for any L # 0, we define the production function in intensive form

as f(k,e).

Assumption 1.  f(k,e) is C" over R:,_ for r > 4 with fi(k,e) >
0, fii(k,e) < 0, fo(k,e) > 0 over R2,, lim, .o fi(z,.) = +oo and
limg = fi(z,.) = 0.

The interest rate r(t) and the wage rate w(t) then satisfy:

r(t) = fi(k(t), e(t)) = 6, w(t) = f(k(t),e(t)) — k() fr(k(D),e(t) (1)

with § > 0 being the depreciation rate of capital. We also compute the share
of capital as a proportion of total income:



s(k,e) = Bk o (@ 1) (2)

f(ke)
the elasticity of capital-labor substitution:
o(k,e) = —W >0 (3)
and the following share and elasticity related to the externalities e:
k?, k7
colhe) = Gt enelhie) = SRR (4)

The share e.(k,e) provides a measure of the size of the externalities and
eke(k, €) is the elasticity of the rental rate of capital with respect to e. We will
consider positive but small externalities, as shown in the next assumption:

Assumption 2. e.(k,e) € (0,1 — s(k,e)) and ege(k,e) > 0.

The first part of Assumption 2 implies that the externalities are small
enough to be compatible with a demand for capital that is decreasing with
respect to the rental rate, and the second part implies that the marginal
productivity of capital is an increasing function of the externalities.

Considering the aggregate consumption C(t), the capital accumulation
equation is then

K(t) = L(t) f(k(t), e(t)) — 6K (t) — C(t) (5)
with K(0) = Ky, which is given. For L(t) = €™ L(0) with n > 0 and
L(0) = Ly, the capital accumulation equation in per capita terms becomes:

k(t) = f(k(t),e(t)) = (6 + n)k(t) — c(t) (6)
As explained previously, we assume that the externalities are generated by
a learning-by-doing process in the sense described by Arrow [5], and corre-
spond to the per capita cumulative gross investment, namely

Assumption 3. e (t) = [ _ (k‘ (s)+ (6 +n)k (s)) ds >0, witht > 7 > 0.

The parameter 7 is exogenous and represents a memory effect. We as-
sume indeed that workers improve their experience by using capital over
time but their memory is limited in the sense that after some time 7, ex-
periences that are too old are forgotten. It is worth noting that a different
formulation for the depreciation of memory could be considered. For in-
stance Boucekkine et al. [17] assume an exponential depreciation rate.

Remark 1. Assumption 3 encompasses the Ramsey [40] model when § =
n =71 = 0 and the Romer [41] model when § = n = 0 and 7 — 400 as
particular cases



2.2 Preferences and intertemporal equilibrium

The economy is populated by a large number of identical infinitely-lived
agents. We assume without loss of generality that the total population is
constant and normalized to one, i.e. n = 0 and N = 1. At each period,
a representative agent supplies a fixed amount of labor [ = 1 and derives
utility from consumption ¢ according to a function u(c) that satisfies:

Assumption 4. u(c) is C" over Ry for r > 2 with u'(c) > 0, u”(c) < 0,
lim, o v/ (z) = 400 and lim,_, y u/'(z) = 0.

We then define the elasticity of intertemporal substitution in consump-
tion €. € (0,+00) as follows:

ec(c) = — i (7)

Since N(t) = 1 for all ¢ > 0, we obtain L(t) = 1 and C(t) = ¢(t). The
intertemporal maximization program of the representative agent is given by:

“+o0o
max e Pu(c(t))dt
c(t),k(t) /t=0 (c#)

st () = F(R(E), e(t)) — Ok(t) — e(t) (8)
k(t) = ko(t) for t € [—7,0] and {e(t) }+>0 given
where p > 0 denotes the discount factor. By substituting ¢(¢) from the cap-

ital accumulation equation into the utility function we derive the following

equivalent dynamic optimization program

+o0 X

max /t: e Phy (f(k(t),e(t)) —Sk(t) — k(t)) dt

st (k(t), k(t) € D{e(t) o) )
k(t) = ko(t) for t € [—7,0] and {e(t) }+>0 given

with
D({e(t)}iz0) = { (k(t), k(1) € Ry x RIF(k(t), e(t)) — 0h(t) — k(t) > 0, Ve(r) > 0}

being the convex set of admissible paths. An interior solution to problem
(9) satisfies the Euler equation



|(F1(k(), e(8)) = 8)k(t) + folk(t), e(®)é(t) — k(t)] u”(c(t)) +

(10)
[f1(k(t),e(t) — 0 —plu/(c(t) =0
and the transversality condition
tLieroo u' (c(t)) k(t) e P =0 (11)

for all given e(t) > 0. At the individual level, a solution of the Euler equa-~
tion (10) is thus a path of capital stock parameterized by a given path of
externalities, namely k(t,{e(t)}+>0). At the aggregate level, as the exter-
nalities are defined according to Assumption 3, an equilibrium path has to
satisfy a fixed-point property such that

t
()= [ (ko fe®)iz0) + 8k (5. {e(®)}i20)) s
t—1
for all + > 0. Assuming that such a fixed-point problem has a solution,'?

the capital dynamics are characterized by the following non-linear functional
differential equation with distributed delays:

(1) = 'fl( () (t) E(t—7)+6[" ds)—a]/;;(t)
+ f2 —k(t—T1) +<5ft ds)
x k(t) <t—¢>+6[k<> k(t—f)]] (12)

' (f(k(t)k(t)—k(t—1)+06 [{_ k(s)ds)—dk(t)—k(t))
w (f(k(t), (t) —k(t—T)+6 [} _ s)ds) Sk(t)—k(t))

k
x _f1<k(t), t)—k(t—1) +5ft_T/<;(s)ds)—5—p]

together with the transversality condition (11). Our strategy now consists

+

v\/

of focusing on the existence of an interior steady state in the neighborhood
of which an equilibrium path exists by continuity.

2.3 Steady state and characteristic polynomial

We consider the dynamics in the neighborhood of the steady state. Along
a stationary path k(t) = k for any ¢ > 0, Assumption 3 implies that e(t) =
€ = 67k. An interior steady state is thus a k that solves:

13In a continuous-time framework, the existence of a solution of this kind of fixed-point
problem is a difficult issue. When e(t) is assumed to be given by the aggregate capital
stock K (t), the existence of a solution is studied in Romer [41] (see also d’Albis and Le Van
[2] for a similar analysis in a simplified version of the Lucas [37] model without physical
capital).



fi (k,0mk) =6+ p (13)
and the corresponding stationary consumption level is
¢c=f(k,6Tk) — 0k >0 (14)

In order to obtain the existence of an interior steady state, we introduce an
additional assumption on technology:

Assumption 5. The aggregate production function F(x) = f(x,0Tx) sat-
isfies the following properties:

i) There exists & > 0 such that F(z) > x for 0 < x < & and F(x) < z for
T > Z.

it) f1(2,072) < 1 and limy_,o f1(x,d72) > § + p.

We immediately obtain:

Proposition 1. Let Assumptions 1-5 hold and §+p < 1. In this case, there
exists a steady state. If, moreover, fi(x,dTx) is a non-increasing function
of x, the steady state is unique.

In order to simplify the analysis and consider the elasticity of intertem-
poral substitution in consumption e.(c) as the bifurcation parameter, we
focus on a particular but standard class of utility functions:

Assumption 6. The utility function is CRRA, i.e., €.(c) = €. for any
c> 0.

Equation (12) may then be rewritten as:
k(t):'fl( () (t) k(t—T) +6f” ds)—(s}l;;(t)
+f2< R(tE=7)+0 f} k(s)ds)
x [k (1) - (t—r)+5[k() (t—T]} (15)
— e ( ( —k(t—T)+0 [ k(s ds)—dk:(t)—l%(t))
X fl(k(t) k:(t) k(t—7)+06 [ k(s)d )—5—4
Let us use the following notations:
f=f(kork), fi=fi(kotk), fo=fo(k,0Tk),
fir=fu (k,67k),  fiz = fiz (k,67k)




Lemma 1. The characteristic equation is D (A) = 0 with
DA\ = A —pA+eifi

T )
[fQ/\ + (f26 — eccfi2) A ECCf12(5] f_Te ds

Using the shares and elasticities (2), (3), (4) and (7), all evaluated at
the steady state, we obtain the following expression of (16):

D) = A2— p)— «O=90+D30s)+r)

- so

|:5e(6+P) A2 4 (se(5+p) _ 5eeke(6+p)[6(1_s)+p]) \

sOT ST sOT

E€€k€(6+p2£6(1_s)+p]:| fET e)\sds =0

When 7 > 0, the characteristic equation is transcendental and there exist

an infinite number of roots, some of which are complex with negative real
parts.

Remark 2. If 7 = 0, we have fo = fio = 0. There is no externality and
the characteristic equation is written as:

D ()\) — )\2 o p)\ _ €c(1—5)(5+0)[5(1_5)+l’}

SO

There are two real Toots of opposite sign and the steady state is saddle-point
stable. Moreover, if § = 0 and T — 400, the characteristic equation becomes
D(A) =X = (p+ fo) A+ € (fi1 + fi2) .

With small externalities, i.e. fi11 + fi2 < 0, the characteristic roots are
always real with opposite signs. On the contrary, with strong externalities,
i.e. fi1+ fia > 0, complex characteristic roots can occur but the real part s

always non-zero and the Hopf bifurcation is ruled out.

We first derive a conclusion on some characteristic root with an addi-
tional condition on f; that ensures the uniqueness of the steady state:

Lemma 2. If fi(x,d07x) is a non-increasing function of x, then D () has
at least one positive real root .

Remark 3. If fi(k,e) is homogenous of degree § < 0, Lemma 2 holds as
0f1/k = fi1 + f120T7 < 0. With a general production function, this property
is satisfied if exe < (1 —)/0.

10



According to Dieckman [26], Lemma 2 implies that the limit cycle is un-
stable in the initial state of continuously differentiable functions on [—7, 0].
As the transversality condition rules out divergent paths, the initial condi-
tions should be chosen to belong to the direct sum of the stable space and
center space. In the following, we will focus on the problem of stability on
the center manifold.

Adding the extra root A = 0 and letting A (A\) = AD (A), A (\) can then
be rewritten as a third-order quasi-polynomial

AN =PN+Q\)e ™ (17)

with

PN =X 4+p N +pid+po, Q) =@\ +ar+q
and ) Sais(1

q = yrfi120= — o +p5)[7( —tel — _p,

q = f25 + %le _ Eﬁ(gjp) _ 635ke(5+[;)6[£(1*3)+d (18)

G = f2=$=—(p+m)

_ u _ ec(1=5)(8+p)[6(1=s)+p]
po= - (mfn + q1) = - ( pos + fh)

This kind of quasi polynomial has been studied by Xiao and Cao [44] and
Crauste [25]. Ours is a special case of their with pg = —go. However, there
is one major difference, in that the bifurcation parameter that they choose
(which is the delay) appears in the coefficients (p;),_ 5 and (¢;);_g o -

3 Endogenous business cycle fluctuations

The existence of business cycle fluctuations is obtained through the existence
of a Hopf bifurcation giving rise to periodic cycles. The analysis is conducted
in two steps: first, we study the existence of a Hopf bifurcation and second
we provide conditions for the occurrence of locally-stable periodic cycles.

3.1 Hopf bifurcation: existence

This first part of the analysis concerns conditions that ensure the existence
of a critical value e/ > 0 for the elasticity of intertemporal substitution in
consumption such that when e. = €| a pair of purely imaginary roots is the
solution of the characteristic equation. Let us then consider the following
expression:

11



s208T 20

b = ec2(175)(5+p)2[5(175)+p]2 ((173)57 _ Eke) (e —éc) (19)

with

6so(akep+(1—s)ae 6:;” )

e (1=5)(6+p)[6(1—5)+p] (ake—%)

With Remark 3 in mind, we introduce the following restrictions:

Assumption 7. 7 <2/, €. € ((1 — 5)07/20,(1 — s)/0) and €. > ..

Assumption 7 implies that fi(x,d7x) is a non-increasing function of x
around the steady state and 1 < 0. Therefore Lemma 2 holds. We then
provide the following result:

Theorem 1. Let Assumptions 1-7 hold. In this case, there exists a critical
value €l > €. such that when e. = €1 a Hopf bifurcation occurs generically.

In actual fact, ef is obtained as the value of €. such that +iwgy is an
imaginary root of (17) with wp defined such that @ (iwg) = 0. Note that
Assumption 7 shows that endogenous business cycle fluctuations are com-
patible with small externalities as e is bounded above by (1 — s)/o, but
require, as usual, a sufficiently high elasticity of intertemporal substitution

in consumption. In Section 3.3, however, we will show that the lower bound

H

€. can be quite low and the critical value e,

can remain compatible with
plausible values. It is also worth noting that this result still applies to en-
dogenous labor as long as the wage elasticity of the labor supply remains

close enough to zero.

3.2 Hopf bifurcation: stability

We are now interested in the stability and the direction of the periodic
orbit. In the previous section, we obtained conditions in which system (21)
undergoes a Hopf bifurcation at ef . For e, = ef , the characteristic equation
has a pair of eigenvalues +iwy. Using the normal form theory and the center
manifold according to Hassard et al. [32], we are able to determine the Hopf
bifurcation direction and the properties of the bifurcating periodic solution.
Our strategy can be described by the following steps:

- We write our system of delay functional differential equations as a sys-
tem of ordinary differential equations but on a particular space (of functions
C1([-7,0],R?)), on which we define a bilinear form.

12



- We look for the tangent space of the central manifold.

- We project the solution of the delay functional differential equations
system on this tangent space and look at the dynamics that are described
by an ordinary differential equation.

- Some coefficients of the Taylor approximation of this ordinary differ-
ential equation give the conditions for stability.

Let y(t) = k(t) — k and let us write equation (15) by considering the
variable y instead of k. The resulting dynamic system admits 0 as a steady
state. Let @ = (o1, 2)" with y (t) = @o (t) and dy(t)/dt = ¢ (t). System
(15) may be rewritten as:

W0 = [fi(p2(t) + kX (1) — 6] 01 (1) + fa (02 (t) + &, X (£))
X [p1(t) =1 (t—7)+ 3 [p2(t) — w2 (t —7)]]
— e (f (2 (t) + F. X () — 8pa (1) — 0F — 1 (1)) (21)
X [f1(¢2()+k (1) =6 —p]

dgo;t(t) = (,Dl(t)

X(t):@Q(t)—(,OQ(t—T)—F(;T/C‘F(S/tj w2 (8)ds

Let ¢, = e/l 4-£, and C be the space of continuous functions ¢ : [-7,0] — R2.
System (21) can be rewritten as:

¢ (t) =G (e, 1) (22)
A Taylor expansion in the neighborhood of the steady state allows us to
split this system into linear and non linear parts:

Lemma 3. System (22) can be written as the following functional differen-

tial equation in C': ]
P (t) = Aepr + F (2, 01) (23)

where @1 (0) = o (t +0) and A, : C — R? is given by
0
AggozL(ef—l—E)go(O)+R(6£I+£)g0(—r)+M(ef+€)/ ¢ (u) du

with
—p2 —Dp1 -2 —q 0 —po

1 0
the coefficients p;, q; being defined in (18), and F (g,¢¢) = G (g, ¢1) — Acgy.

13



A Taylor expansion of F' is given in the proof of Lemma 3. Moreover
Acp can be rewritten as follows:

0
Aep = / dn (u)  (u)

—T
with
dn (ec,u) = L(€e)d(u) + R(e.)d (u+7)+ M () du

To determine the normal form, the projection method is used as in Has-
sard et al. [32]. We first need to compute the eigenvector relative to the
eigenvalue iwg. Instead of writing the delay dynamic system, we use the
infinitesimal generator expression, as is usually done for delay functional
differential equations. For ¢ € C! ([—T, 0] ,Rz), let us define

40 it g e [—7,0]

Ae)p =

L(€g+5)¢(0)+R(55+5)¢(—7)+M(ef+a)fETcp(u)du, ifg=0

G 0, if § € [-7,0[
E =
"7 Fley), if0=0

It follows that (23) is equivalent to
pr=A(e) pr + G () (24)

and

Remark 4. A (e) is the operator that is used in general despite A () C ¢ C.
Nevertheless, Adimy et al. [1] have shown in a different framework that using

a new operator on an appropriate space gives the same result.

To compute the normal form on the center manifold, we use the projec-
tion method, which is based on the computation of the eigenvector relative
to iwg and the corresponding adjoint eigenvector. The computation of the
adjoint eigenvector requires the definition of the adjoint space and adjoint
operator of A (g).

We define the adjoint space C* of continuously differentiable functions
X : [0,7] — R? with the adjoint operator A* (¢).

—d)fj(;), for o €10, 7]

[0 dnt (e,t) x (—t) for 0 =0

A" (e) x =

Remark 5. As dn(e,t) is real, we have dn' (e,t) = dnif* (e, t).
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We consider the bilinear form
0 0
(v,u) = vt(O)u(O)—/ / @t(§—9)dn(ef+e,0)u(§)d§
O=—1 JE€=0
0
= vt(O)u(0)+/ Et(ﬁ—l—T)R(ef—i-s)u({)d{
=

0 0 -
— / / (€ —0) M (el +¢)u(€)dédo
O=—71 JE=0

The following Lemma now provides a basis for the eigenspace and adjoint
eigenspace.

Lemma 4. Let q (6) be the eigenvector of A associated with eigenvalue iw,
and q* (o) be the eigenvector associated with —iwg. Then

. 1
6) = 1o twof *(9) = . L e—iwT iwo0
q - 1 € ' q = <P1+Q16_w0772‘p0775uo ) €
- 1w
with
; ~1
e — wOT g (=14€'¥07) .
iw —i—z'( il e — 7(igawp + q1)e "7
U = 0 w0 qa2wo T q1
(—14iwpTe 0T Le~#0T)
—Po p)
wo

Remark 6. Computations lead to (¢*,q) = 0.

Let ¢; be a solution of equation (24) when ¢ = 0. We associate a pair
(z,w) where

2(t) = (¢, 1) (25)

Solutions ¢y (#) on the central manifold are given by
pr=w(2,%,0)+2(t)q(0) + 2z ()7 (0) (26)
Let us denote w(t,#) = w(z,z,0), where z and Z are local coordi-

nates for the center manifold in direction ¢* and g*, and Fy(z,z) =
F(0,w(z,%z,0)+2Re (2 (t) q(0))). Hassard et al. [32] then show that the
dynamics on the central manifold are the ones given in the following Lemma:

Lemma 5. The dynamics on the center manifold are given by
2(t) = iwo+g(z72)
w(t,0) = A0)w(t,0) —2Re(g(2,2)q(0)) if 0 € [-7,0)
w(t,0) = A0)w(t,0) —2Re(g(2,2)q(0)) + Fy(2,z) if 0 =0

15



Let us consider a Taylor expansion of g (z,Z) such that: g (2,z) = ggoé—i-
g112%Z + 902§ —i—ggﬁ% + h.o.t. According to Theorem 2 given in Section 5.1,
we only need to compute (goz, 911, 920, g21) to characterize the bifurcation,
as

. 1 Re(C
Cr =55 (920911 — 2|g11]* — 3]g02?) + &, p2 = —%

Im(C1)+pzIm (A’ (0))

wo ’

(27)

Ty = — ﬁg = 2Re (Cl)

Lemma 5 does indeed allow us to compute these coefficients explicitly.

3.3 A CES illustration

Let us consider an economy that is characterized by the CRRA utility func-
tion defined in Assumption 6 and by the following CES production function
1
f(kye)=|ak™ + (1 — a)e_ﬁ”] .
with o € (0,1) and v > —1. The elasticity of capital-labor substitution is
thus given by ¢ = 1/(1 + v). We will assume in the following that v > 0.
This restriction ensures that over the business cycles, the labor share is
countercyclical while the capital share is pro-cyclical.'* Assumptions 3 and
5 are satisfied since:

&= (67)3/O=P)  f1(%,61%) = o, limg_g f1(z,d72) = +00

It follows that there exists a unique steady state such that
1

-
We can easily derive from (2) and (4) that at the steady state:

s=a(5)™ e =B -s), e =B1+9)(1-5)1-a)

Considering a yearly calibration, we assume that the fundamental parame-
ters are set to the following values: v = 1, a = 0.5, 6 = 10%, p = 0.0808,
and 7 = 0.1. It follows that the share of capital is, as usual, s = 30% and
the elasticity of capital-labor substitution is ¢ = 0.5. Such a value for o is
in line with recent empirical estimates which show that ¢ is in the range

!4 These properties are shown to match empirical evidence from the US economy over
the period 1948-2004 (see Guo and Lansing [28]).
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of 0.4 — 0.6.15 The size of externalities in all the following simulations is
contained between 15% and 20%, an interval which is in line with the esti-
mations of Basu and Fernald [9]. We also note that the learning-by-doing
process is based on a rather small memory lag 7. But, in the following, we
show that this small departure from the standard Ramsey model is enough
to generate endogenous business cycle fluctuations.'6

While many standard RBC models such as that of Hansen [31] or King,
Plosser & Rebelo [34] usually assume a unitary elasticity of intertemporal
substitution in consumption, recent empirical estimates provide divergent
views. On the one hand, Campbell [20] and Kocherlakota [33] suggest the
following plausible interval € € (0.2,0.8). More recently, Vissing-Jorgensen
[43] partially confirmed such findings by showing that the estimates of this
elasticity are around 0.3 — 0.4 for stockholders and around 0.8 — 1 for bond-
holders, and are higher for households with larger asset holdings within these
two groups. On the other hand, Mulligan [38] repeatedly obtained estimates
of one and above, i.e. around 1.1 — 1.3, using different estimation methods.
In the following simulations, we illustrate all of these different possible cases.

i) Let 3 = 0.286 and thus e, ~ 20%. We obtain ¢ ~ 0.6 as the
Hopf bifurcation value. The bifurcating periodic orbit solutions exist when
€. > € and are orbitally stable. For any ¢, in the right neighborhood of
e, the period of the bifurcating solutions is proportional to T~ 12.35.

ii) Let 3 = 0.245 and thus e, ~ 17.2%. We obtain ¢/ ~ 1 as the
Hopf bifurcation value. The bifurcating periodic orbit solutions exist when
€. > € and are orbitally stable. For any e. in the right neighborhood of
el the period of the bifurcating solutions is proportional to 7" = 4.03.

iii) Let 8 = 0.244 and thus . ~ 17.1%. We obtain ¢ ~ 1.1 as the
Hopf bifurcation value. The bifurcating periodic orbit solutions exist when
€. > €I and are orbitally stable. For any ¢ in the right neighborhood of
el the period of the bifurcating solutions is proportional to 7'~ 3.6.

iv) Finally, let 8 = 0.243 and thus e, ~ 17%. We obtain ¢/ ~ 1.2 as the
Hopf bifurcation value. The bifurcating periodic orbit solutions exist when
€. > €1 and are orbitally stable. For any ¢, in the right neighborhood of
el the period of the bifurcating solutions is proportional to T ~ 3.3.

15See Chirinko [22], Klum, McAdam and Willman [35] and Chirinko, Fazzari and Meyer
[23].
16Gimilar results can be obtained with larger values of 7.
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These numerical illustrations prove that with standard values of the fun-
damental parameters, persistent endogenous fluctuations easily arise with an
elasticity of intertemporal substitution in consumption that is sufficiently
high but that still remains compatible with the recent empirical estimates
of Campbell [20] and Kocherlakota [36]. It is also worth noting that similar
results still apply to bifurcation values such that ¢ € (0.5,1.3) when dif-
ferent sizes of externalities are considered, or with endogenous labor as long
as the wage elasticity of the labor supply remains close enough to zero, a
property that is compatible with the empirical studies of the labor market.!”

4 Concluding comments

We have considered a one-sector Ramsey-type growth model with inelastic
labor and learning-by-doing externalities based on cumulative gross invest-
ment, which is assumed, in accordance with Arrow [5], to be a better index
of experience. We have proven that a slight memory effect characterizing
the learning-by-doing process and a small amount of externality are enough
to generate business cycle fluctuations through a Hopf bifurcation if the
elasticity of intertemporal substitution is high enough but remains within
limits compatible with recent empirical estimates. Moreover, contrary to all
the results available in the literature on aggregate models, we have shown
that endogenous fluctuations are compatible with a zero wage elasticity of
the labor supply.

One aspect that is missing from our analysis is a discussion of local in-
determinacy and fluctuations based on self-fulfilling prophecies. It is in-
deed well-known that in Ramsey-type continuous-time aggregate models
with standard externalities, i.e. leading to necessary conditions given by
ordinary differential equations, if the two characteristic roots have negative
real parts, there exists a continuum of equilibrium paths that converge to-
wards the steady state. As a result, the existence of a Hopf bifurcation
is intimately related to the existence of local indeterminacy.'® In infinite
dimensional problems, Hopf bifurcations are also related to indeterminacy
but the analogy with the ”sink case” has still not been proven when there
are an infinite number of characteristic roots with negative real parts. This

17See, for instance, Blundell and MaCurdy [14].
'8See Nishimura et al. [39].
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is an interesting field for future research.

5 Appendix

5.1 The theorem of Hassard et al. [32]

Let us consider the non-linear delay differential equation:

k(t):g(k(t),l%(t—v'),k(t),k(t—v'),/t k(s)ds,ec>, (29)

—T
where k and k stand for the first and second derivative with respect to time
respectively. Let us suppose that there exists a steady state k. A simple
change of variables allow us to rewrite the dynamics with a zero steady
state:

() = Le)p(t)+R(e)p(t—T)

' (30)
+ M(ea/t o) du+ fp(t),0(t—T)e),

—T
where ¢ € R?, and L (e.), R(e.) and M (e.) are 2 x 2 real matrices and
€. € R. Our aim is to study the local dynamics around the steady state.

The linear part of equation (30) is
t

5 (t) = L(e) o (t) + R (ec) o (t— ) + M (o) / () du,  (31)

t—7

and its characteristic equation solves det D (\,e.) = 0, where D (A, e.) =
M —L(e.)+R(e.) e+ M (e.) fET e~ du. There exists a Hopf bifurcation
if and only if there exists ¢/ such that the characteristic equation D (), e.) =
0 has two simple imaginary roots A(e.) = p(e.) = iq(e.) that cross the

imaginary axis transversely at e, = €/,19 i.e.
p(ef):o,q(ef)>0andp'(ef)7é0. (32)

In the following, we will write wg = g(eX’). Conditions (32) are very similar
to those needed for ordinary differential equations (ODE). The first one gives
the existence of a bifurcating branch and the second one is a transversality
condition that ensures the local uniqueness of cycles.

The stability analysis of the cycles is based on the projection on the cen-
tral manifold and the computation of a normal form as for high-dimensional

9See in particular Diekmann and Van Gils [26].
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ODEs. The method that we will use to compute the dynamics on the nor-
mal form is based on Hassard et al. [32]. Before computing the eigenvector
q relative to the imaginary root and the adjoint eigenvector ¢*, the initial
system has to be written as a functional differential equation in C' where C
is the space of a continuously differentiable function ¢ : [—7,0] — R2. We
consider the bilinear form

0
(v,u)y = vt(O)u(O)—i-/_ it(f—i-T)R(ef—i-E)u(f)dﬁ

0 0 o
— / / o (E—0) M (el +¢) u (&) dedd
0=—1 JE=0

For each solution ¢; of the functional differential equation, we associate a
pair (z,w) where z (t) = (¢*, ¢;) and
w(t0) = ¢ (0)—q(0)2()—q(0)z(t)
= ¢t (0) —2Re(q(0)z(1))

Hassard et al. [32] prove that the dynamics on the central manifold solve
an ordinary differential equation Z (t) = iwpz (t) + g (z,%). Let us write a

Taylor approximation of the last term of this ODE:

= 22 = z2 22z
9(2,2Z) = goo5 + 91122 + go2y + g215" + ... (33)
where g;; belongs to C. Let us define

C1 = 55 (920911 — 2[gu1* — Hgo2l?) + &, pp = —W/(l)
Im(Cl)Jr,uzlm()\/(O))

wo )

B2 = 2Re (Ch)
Hassard et al. [32] then provide the following Theorem:

Ty = —

Theorem 2. When ¢, = €l the system exhibits a Hopf bifurcation. The
stability of the periodic solution is determined by formula (34).

1. uo determines the direction of the Hopf bifurcation. If uo > 0 then the
Hopf bifurcation is supercritical and the bifurcating periodic solutions exist
for el > e..

2. Bo determines the stability of the bifurcating periodic solutions. If
B2 < 0 then the bifurcating periodic solutions are stable

3. Period T of the periodic solutions is given by

7= (e el 0 (el

According to this theorem, we must first prove the existence of a Hopf
bifurcation value ef that satisfies condition (32), then provide a stability
analysis of the cycle by computing gog, 911, go2, and go.
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5.2 Proof of Lemma 1

Linearizing system (15) around the steady state k and defining k (t) = k +
ex (t) leads to

i (t) = [fi =0+ fo] & () = fo (t — 7) + [f2d — e (f11 + f12)] 2 ()
t (35)
— [f25 — ECEflg] T (t — 7') — ECéflg(s x (8) ds
t—T1
The characteristic equation D (\) = 0 is obtained by replacing z (t) =
z (0) e* and rearranging using f1 = & + p. ]

5.3 Proof of Lemma 2

From the definition of D (\), we get limy oo D (A\) = oo, and D (0) =
ecC (f11 + 7 f12) , which is negative when f (x,zd7) is a non increasing func-
tion of z. The result follows. ]

5.4 Proof of Theorem 1

The proof of the theorem is given through the next three lemmas.
Lemma 5.1. Under Assumption 7, there exists ¢ > 0 such that |Q(iq)| = 0.

Proof: We study the occurrence of imaginary roots of the characteristic
equation. Let A = p + iw and then rewrite equation D (A) = 0 such that:

—iw® — pow? + iwpr + po + (—q2w2 +igiw + qo) (cos (wr) —isin (wT)) =0
We are looking for wg > 0 such that @ (iwg) = 0. Separating real and
imaginary parts, we have

powo —po = (qo — qaw}) cos (woT) + qrwo sin (woT)
—wi +prwy = (qo — qgwg) sin (wpT) — qrw cos (woT)
Squaring both sides of the previous equation yields to
wo + (5 — 2p1 — ¢3) wi + (p1 + 2pop — ¢f) = 0

which rewrites: 5
xf+2nr+9Y =0 (36)

where x = wg and
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n = —Gcé(f11+f12)+§+([)+5)f2 (37)
¥ = [—eeful® — 2ef11 [f26 — ecCfia] + 2pd€ccfia
The discriminant of (36) is A = 1? — ¢ and the roots are z12 = —n +
V/n? — 1. A first condition for the existence of a real root is A > 0. Then
there are two cases depending on the sign of :
-if ¢ < 0 then A > 0 and there exists a unique positive real root for any
sign of 7.
- if » > 0, then the existence of a positive real root requires n < 0 and

n? > . O]

Note that using the shares and elasticities (2), (3), (4) and (7), n and
can be written after straightforward simplifications as

0 = o+ p)ite (U )y B g

sOT

6sa(skep+(175)se §$p)
(1=5)(5+p)[5(1-5)+0) (2~ 1527 )

2ec(1-5)(5+p)2[6(1—s)+]? (U527~ ) (ec—
Y= 20T

We then consider Assumption 7 which implies that ¥ < 0. It follows that
the positive root of 2 + 2nz + ¢ = 0is x1 = —n + /1% — 1. As n and 1)
are functions of €., let us denote wy = w (e.) = /1. We also have

wi(g1—p2g2)+wd (Pog2 —P191+490P2) —Podo
2 212
(((hwo) +(qo—q2w3) )

cos (woT) =

(38)

whg2+wl (p2q1—p192—q0)+wo (P190—P0g1)
((qwo) +(q0— qzwo)z)

It follows that the bifurcation value e/

sin (wpr) =

is obtained as the value of €. that
solves the following equation:

_ _ 23(q1—pag2)+71(poge p1q1+qop2) Podo _
cos (T\/ﬂ) =Gile) = (a3z1+(q0—q271)?) =Gale) (39)

Recall from Assumption 7 that €. € (€., +00). We can show easily that
lim G () = hm Ga (e.) =1

€c—€,
We can also compute a series expansion of G2 (€c) in order to compute the
limit when e, — +00. We obtain:

I s e A G uzay)® (l)
Ga(ec) = -1+ &2 (5+0)[6(1—5)+p] (ke — 15207 ) G

It follows that under Assumption 7, lim¢, 1o G2 (e.) = —17. Moreover,

as €. increases from €, to +oo, the function G (e.) oscillates continuously
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between 1 and —1. It follows that there necessarily exists at least an infinite
number of solutions of equation (39) for e. large enough. O

Let us then consider the lowest solution of equation (39), denoted ef ,
which corresponds to the Hopf bifurcation value such that +iwg is an imag-
inary root of (17).

Lemma 5.2. +iwg is generically a simple root.

Proof: If we suppose by contradiction that it is not a simple root, we have
P' (i) + (@' (iwn) — 7Q (iwo) ) 0™ = 0
separating imaginary and real part, and squaring each member, we have:
wy (T2¢3 = 9) + Wi (6p1 —4p3 +27q2 (1 — Tq0) + (2g2 — Tq1)2) +(q1 —Tq)° —p3 =0
As it is also a root of the characteristic equation, we also have
wo + (3 — 2p1 — ¢3) wi + (pT + 2pop — 4f) = 0
That implies

( — (p5 —2p1 — 43) )
+\/(p§ —2p1 — ¢2)% — 4 (P2 + 2pop — ¢2)

- <6p1 —4p3 +27¢2 (1 — Tq0) + (2g2 — qu)z)

2
= (61?1 —4p3 + 27q2 (@1 — Tq0) + (242 — T(J1)2>
—4 ((q1 —7q0)* — p?) (T2¢3 - 9)
Such equality is non generic. ]

To complete the proof, we have to prove the transversality condition.
Let € be the value for ¢, for which we have an imaginary root.

Lemma 5.3. Re (%:j)) o #0
‘GCZEC

Proof: Let us differentiate the following equation according to €., noting
that e, only appears in:j—,l, = —€cC

A(Aee) = (A 4 p2X® +pi1 (ec) A+ po (€0))+ (22> + a1 () A+ qo (ec)) e =0

As iwg is a simple root, we can use the implicit function theorem
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(@) B _<<P1( )A+p0 € )) ( )\+q0( f))e‘*"')
dec J|co=ell (P OV+(@ (V- TQ e )
§ () = —oClllooin _ g et
p () = — (((1—s)(6+p)(6(1—s)+p)) ya €e(g+p)>
p () = By elie)
w0 = H=-v=F

(p( H) A+ (e ) ( )X+ (el )>6_’\T
(

= () e m (% —Eigjf))/\Jrf—g)e*”

1_e— AT
/\+p2+qze‘“f( 5 )5(12)

H
c

)\2<
p yy — AT —AT e(d
ec1/\ EC0 (chl/\ 6qco)z)\ (1 3>\)5(+P))\

e st €

Substituting A = iwg, we get:

) [ v ) -

w
+1 (wo — @2 sin (woT) + 71_(:055“)07) 5qz)

= H
EC

Moreover

/

PO+ (QM-m@M)e™ = PN +Q e +7P ()
= TN+ B4+ 7p2) A2+ (202 + 7p1) A+ (p1 + o)
+ M 2pA+q)

— (3 +Tp2) Wi + (p1 + 7P0)
+cos (woT) 1
(\) —7Q (/\)) ew) - +2gow sin (woT)
+« —rud + (2pa -+ 1) )
—sin (woT) q1 + 2gawp cos (woT)

(Proy+(e

Let us then consider
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+ cos (woT) q1

— (34 Tp2) wE + (p1 + TP0)
+z<
+2gowp sin (woT)

—ng’ + (2p2 + ™p1) wo
— sin (woT) 1 + 2qawq cos (woT)

sin(wo) 500 14 (WO_qQ Sm(wOT)Jrl—L(%T)(;@)

p2+q2 cos(woT)— P “0

— 3+ 1p2)wd + (p1 + TP0) '
+ cos (woT) q1 P2 + g2 cos (woT) — %5@)
+2gowp sin (woT)

3
<< 7w + (2p2 + 7p1) wo ) (wo — g2 sin (woT) + 1_(:(15(@5%))

— sin (woT) q1 + 2gawq cos (woT)
p1p2 + q1g2 + TPop2 + 26p2q2 + TOP1g2 — TWE — WEps + TwWEp1 — TOWEge — TW3P3 — 2043

30woq2 — woq1 — Twop1G2 + TOWoP2q2 + TWS’(D :
5 5 s sin Two
T Lo P192 — o 4192 — T, Pog2

P1q2 + P2q1 + TPoq2 — 20p2q2 — TIP1q2 B
5 9 9 9 cos Twy = H (wp)
+26q5 — wiqe + TOWEG2 — TwWEP2q2
H (wp) rewrites
H (UJO) = H() + HQ(U(Q) + H4w§ + Hng

where expressions of H; can be computed. As wi + (p% —2p1 — q%) wg +
(p? +2pop — qi) =0, H (wo) = H (wo) where H is defined by

7 _ 2 H 4 2 2\, ,2

+  (p+ 2pop — ) ) = Arw? + Ay

So replacing w2 we can compute Re <(§6’\ >| H) as a function of ¢,
¢/ |ec=€f

Re( (2 = g0+ e+ ()
de. eomel = o T P1€c T P2 | €

(&

where ¢, 1, @2 are independent of ¢. Then there exists €} such that

Be ((ﬁc)kc:g) 7 0. O
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5.5 Proof of lemma 3

Equation in the y variable writes

i) = fl( Y4 Ry () —y(t—7)+0k+0 [ ds)—a}y(t)

+ f2<y Y+ k,y(t —y(t—7)+5k+5ftT d3>

X |yt)—yt—7)+0|y(t) — y(t—T)H

(
- ec<f( )+ ky(t) —y(t—7)+0k+6 [ ds)—é%—ay(t)—

x (O + Ry -y +0F+6 f) yl ds)—é—p}

The linearization of the system at (0,0, 0) is

o1(t) = [p+ fo o1 () — fapr (t — 7) + [f20 — ecc (f11 + f12)] 02

— [f26 —ecCfro] o2 ( — 7) — €cCf120 (@3 (1) — 3 (t — 7))
2(t) = »1(t)
¢3(t) = ¢2(t)
Let F: RxC — R and denote the partial derivatives of f as f;
fii = fij (k,67k), fije = fiji (k,07k), fiji = fiju (K, 07k),

(t)

(40)

= fl (Ea 67%)7

i?j’k‘.?l =

1,2. The following Lemma gives a Taylor expansion up to order three of

F(EaQOIt(O),(PIt(_T)aSO%(O) ©at ( f ot (u )du>-

Lemma 5.4. Let (gplt (0), 011 (=7) , 02t (0), oy ( f oo (u
(‘r17‘r2)x37$47$5)' Then

F (6, 01 (0) , 16 (=), 2t (0) , o2t (—7) 7/
—T
5 5 5 5 5
=D aymE )Y Y GigmitiT,
=1 j—i

i=1 j=i m=j

0

o (u) du)

with a;; and a;jm some coefficients that depend on the second, third and

fourth order derivatives of the production function evaluated at the steady

state.20

5.6 Proof of lemma 4

As ¢ (0) is the eigenvector of A associated with eigenvalue iwp, q (0) solves,

for 0 £ 0

20The expressions of these coefficients are available upon request.
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4 — jwoq = q(0) = ¢ (0) e™o?

For # = 0, initial conditions write:
0
L(e)a(0) + R (') q(=7)+ M (¢) / g (u) du = iwoq (0)

Let ¢ (0) = v = (v1,v2)". Replacing the expression we first obtained in the

second equation yields to
1— e—ion

L () q(0) + R () ve ™o + M (ell) v—— = iwpv
W0
that is
- [(m + goe 0T ) vy + <p1 + qre” o + po%) 1)2} = WUy
v = inUQ

Substituting v; obtained in the second equation as a function of vy we have

—3 [—wg + (P2 + qee™™7) iwo + (p1 +qre T 4 po%)] =0
v = inUQ
which rewrites v [D (iwp)] = 0
V1 = 1woUs

As iwg is a root of the characteristic equation, we can choose vo as we want
(for example vy = 1), so v is completely determined. Similarly we obtain:
woo

m(o)=e

with initial conditions:
0
Lt (ef) m (0) + R' (ef) m(—7)+ / M? (ecH) m (u) du = iwen; (0)

Let 77 (0) = u = (u1,u)", the previous expression rewrites:

—uy (p2 4 e ™) +uy = iwouy
—uy <p1 + qre” ™7 + py /0 eiwoudu> = iwousg
-
Substituting ue in the first expression we have
—u (+w§ + iwp (p2 + gee”0T) + (p1 + qre T 4 pg [ ’“’O“du)) =0
—uy (pl + qre ™07 +po [ Moudu) = iwou
u1D (iwg) = 0
—uy <p1 + qre” ™07 +pg [ W“du) = iwouz
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As iwg is a root of the characteristic equation, we can choose uq as we want,
SO u rewrites.

1
U= u ( Z.(pl_’_qlefiwor_’_po fET eiwudu)

wo

We now compute u; thanks to equation (¢*,q) = 1, which leads to:

. (=p1—q1€™07 +ip HZ;WOT) ) .
o iwp + i——— o — — 7(igawo + q1)e™"°7
(—1+iwgTe 0T e w0T)
—DPo 52 -
5.7 Proof of lemma 5
Let
22 z2
w(z,%,0) = wa (0) 5 + w11 (0) 2Z 4+ woz (0) 5 + h.o.t.

Lemma 5.5.
2 _ =2 —__2
Fy(2,7) = <¢20% + 0112Z + g2y + P15 + h.o.t)
0
with 20, ¢11, Po2, P21 some complex functions of the coefficients a;; and a;jm
derived in Lemma 5.5.%1

Proof: We know from the proof of lemma 3 that

F (5, ©1¢ (0), 016 (—=7) , 2¢ (0) , 021 (—7) a/

—T

0

o (u) du)
(41)

5
Qi T + E E E QiimTiT T

% i=1 j=i m=j

I
WE

5 5

i=1j

As on the central manifold we have:
i (0) = w(t,0) +2Re (q(0) 2 (1))
and ¢ (0) = (iwp,1)” €0 coefficients of the solution can be expressed as:
52 . 22
pre(0) = wy (0) 5 +wiy (0) 22 +wiy (0) 5

+ 2 (t) dwee™? — Z (1) iwge ™% + O (|2,7])

2

P (0) = wdy(0) 5 +wh (0) 27 +wiy ()5
+ z(t)e™? 47 (t) e ™0 1 O (|2,7|)

21 The expressions of these functions are available upon request.
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We use the preceding formula to compute (pj¢ (.)) Then replacing

j=1.3'
(@5t ('))jzl..3 in (41) we obtain coefficients @90, P2, P11 and @91 as in the

lemma. ]

It is worth noting that ¢, Po2, ¢11 are obtained as constants, while @21
depends on wyp (.), w11 (.), which will be computed later on.

Lemma 5.6. goo = U1¢20, 911 = U1011, o2 = U1¢o2. and go1 = Ui Po1.

Proof: As

(Pl +qreom 4 pg [0 ei‘”“du>
7 (0)=ur | L,

wo
and using ¢(z,Z) = q*(0) Fy (2,Z) we obtained easily the result of this
lemma. L]

To end the computation of coefficients (go2, 911,920, 921), we need to
compute wi (0) and wag (6).

Lemma 5.7.

w20 (0) = E1€2iw09 + @q (0) eiwo@ + Zgﬂq (0) efz'woﬁ
q0 390
win (0) = —zguq (0) eiwod + @q (0) o~ iwod y B,
qo qo
with
g B2l i S
El — ( 2ZC’-)O [qum()Z’LLUO)] ) a/nd E‘2 — ( (p2+q2872i7w0) )

[A(2iwo)] 0

Proof: We rewrite
w(t,0) = Aw—2Re(g(z,2)q(0)) if 0 € [-7,0)
w(t,0) = Aw—2Re(g9(z,2)q(0)) + Fo(z,2z) if 6 =0
as

W= Aw + H (2,%,6) (42)
z,0

And we consider a Taylor expansion of H (z,%,6) = HQ[)%—FHHZE—FHOQ% +

h.o.t. As
H(2,7z,0) = —g(2,2)q(0) — g (2,2)q(9) if 6 € [-7,0)
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we have L .
Hy (0) = —g20q(0) —go2q (0) if 0 € [-7.,0)

1 (6) = —guq(6)~ga(0) if 0 € [-.0) )

Moreover, we have on the central manifold
w(z,z,0) = w20§ + w1122z + w()g% + h.o.t
which implies that
% = 2w90z% + w11 (zz + ZE) + wogﬁ + h.o.t
This rewrites, as z = iwpz + g (2, %)
dw(;’f’e) = 2w9z (iwpz + g (2,7))
+ wn ((z’woz +9(2,2)z+ = (—iwof +g (z,E))) )

+ weE (—iwoZ+g(52)) + .
= 2iwowanz® — iweZiwoe + ...
Coefficient identification in (42) and (44) leads to
(2iwo — A)wao () = Hao (0)

Aw11 (9) = —H11 ((9)
(2iw0 + A) w2 (0) = —HOQ (0)
Comparing (43) with the last expression, we have
(2iwo — A)wao () = —g20q (0) — G024 (0)

Awir (0) = g119(0) +3g11q ()
which rewrites, using definition of operator A,
g (0) = 2iwowao (0) + g20q (8) + gozq (9) if 0 € [-7,0)
Solving this equation, we obtain
wa (0) = Ere?0? 4 120 (0) 0 4 G2 (0) e’
In a similar way, we have
w11 (0) = g11q (0) +g11q (0) if 0 € [—7,0)
which implies
wiy (0) = ;;%11 q(0) ™0 + %q (0) e="0? + Ey
where F7 and Fs can be determined with initial conditions

H (2,%,0) = =2Re (9 (2,2) ¢ (0)) + fo (2,2)
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that is

Ha (0) = —g20q(0) — g02q (0) + ( ¢go )

Hyi1(0) = —g119(0) — 911 (0) + ( ¢51 )

Remembering the definition of A and
(2igp — A) w2 (0) = —g20q (0) — G029 (0)
Awi1 (0) = g119(0) +g11q (0)

we have

2iwowao (0) + 9204 (0) +02q (0) = L (€c) wao (0) + R (€c) wao (=)

+ M (e.) fET wao () du + ( ¢So )

wy (0) = By +“2q(0) + ¥22q(0)
wao (1) = Ere 70 4 M0 (0) e T 4 2G(0) e 0
wao (u) = Fyedinn 1 i (0) eieon 1 0ig () eienn
Using the fact that L (/) ¢ (0) — R (ef) q(—7) — M () fETq(u) du =

iwoq (0) and that ¢ (6) is the eigenvector of A according to iwg, we derive

0
(20— L (et = (e e (&) [ Pman) by = ( S )

—T

which implies

[+ p2 - e 0) B+ [pr e [0 o] B = o
2iwgE} — Ef = 0
and thus
Bl = mfy
Ef = QiWO[Agf&o)}

Similarly, we have
— [(pz + qoe2T0) B} + [p1 +qre 20 4 opg [0 eQi“’Oudu} Ezz} _ [ ou
E3 0

which implies
E% _ —¢u

(p2+gze=2i7w0)
E3 = 0
From all this we derive formula (27) and the result follows. O
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