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1.1mtroduetion

Sincetheappearanceofthepath breaking work by Harrisand

Todaro (1970),intersectoralmigrationandurbanunemploymenthave

beenapopularresearchthemeamonginternationaltradetheorists. It

isanintuitivelyappealingfeatureofthefollowinghypothesisthathave

attracted a handfulof researchers to incorporate the H-T model

intothestandardtwo-sectoranalysュs. LabormlgrateSfrom therural

areatotheurbanareaaslongastheexpectedwagerateintheurban

sectorwhichistheexogenouslyfixedminimum wagemultipliedbyan

employmentrate,ishigherthanthefullemploymentwagerateinthe

ruralsector. TheorlglnalanalysisbyHarrisandTodarohavebeen

extendedintovariousdirectionsforthelasttwodecades. Bhagwatiand

Srinivasan (1974,1975)refinedtheoriginalH-T modelwhileCorden

andFindlay(1975),Kahn.(1980),andMcCool(1982)havebroughtthe

H-TmodelclosertothetraditionalHecksher-Ohlin-Samuelsonmodelby

introducingmobilecapitalintotheeconomy. In thecontextofthe

mobilecapitalH-Tmodel,Neary(1981,1988)andFunatsu(1988)have

studiedthestabilityofthemlgration. Furthermore,BatraandNaqvl

(1987)analyzedthewelfareaspectsofalternativecommercialpolicies

forthemobilecapitalH-Teconomy.

ThepurposeofthispaperistoextendtheH-T modelinto the

previouslyunexploreddirectionby analyzlng theeffectsofmonetary

disturbances on urban unemployment. In order to do so, We

consideraverysimplemonetaryeconomy. Theapproachadoptedhere

isduetoHahn (1959),拡emp (1962),andAndersonandTakayama
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(1977)whicharesometimesreferredtoasneoclassicalapproach. Ⅰn

thisapproach,moneyservesasthestoreofvalue. Namely,consumers

holdmoneyforfuturepurchaseofgoods. Assumlngawaythepresence

ofinterestbearlng assets,Wehavethesimplestmonetary economy.

Byfullyutilizingthestructuralsimplicity ofthemodel,thispaper

addressesseveralinterestingquestionswhichhavenotbeenstudiedin

thecontextoftheH-T model. Isexpansionary monetary policy a

remedyforreducingurbanunemployment? Doesdevaluationofmoney

haveanyeffectsontheintersectorallabormlgration? Thesequestions

areimportantsincesomedeveloplng COuntriesoften experienceboth

uncontrollableinflationandmassiveamountofunemploymentatthe

sametime.

Inordertomaketheanalysistractable,Wedonothidetwocrucial

simplifyingassumptions. Oneisthatthecommodityproducedinthe

urbansectoristradableanditspriceisexogenouslygivenintheworld

marketwhilethecommodityproducedintheruralsectorisnon-tradable

anditsprlCeisendogenouslydeterminedinthedomesticmarket.This

assumption ismadein orderformonetary effects on price tO be

minimal. Theotheristhatcapitalisimmobilebetweentwosectors.

Thisassumptionismadebecausemonetarypolicyismainlyaddressed

intheshortrunperiod. A considerationofthelongruneffectsofa

monetary policy also complicates the analysis without providing

slgnificantgalnS.1)

でheintroductionofmoneyglVeSuSaframeworktospecify the

balanceofpaymentandexchangeratedynamicsunder仙efixedand

flexibleexchangeratesystems. Underthefixedexchangeratesystem,

theeffectsofamonetaryexpansionareinmostpartnormal. A rise

intheprlCeOfthenontradedgoodandafallofunemploymentare

expected. Duringtheperiodofadjustment,however,asteadyfallof

theprlCelevelisconsistentwith agradualincreasein employment.

1)･Someresultsofthelongrunconcernwillbeprovidedinsection5.
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Under the flexible exchange rate system, a monetary expansion

temporarilylmprOVeSunemployment. Thistemporaryeffect,however,

maybereversedonceworkersbegintomigratefrom thelowerpaid

sectortothehigherpaidsector,glVlngriseofthepossibilitythata

monetryexpansionworsensunemploymentproblem.

2.TheModel

Weconsideraneconomywithtwosectors,atradedgoodsectorand

anontradedgoodsector. Weassumethatthecountryissmallina

sensethatsheisaprlCetakerintheworldmarket. Consumersdemand

thecommoditiesinordertofilltheirpresentneedsanddemandmoney

forthepurposeoffuturetransactions. Thenominalwagerateinthe

tradedgoodsectorisfixedinstitutionallyatahigherlevelthanthat

in the nontraded good sector. Thus a pool of sector specific

unemploymentexistsinthetradedgoodsector,whereasfullemployment

prevailsinthenontradedgoodsector.

‰1 SupplySide

Production iscarriedoutaccording tothefollowlng production

function,

(2.1) x･-I.(L.･),i-T,N,

whereXiisthelevelofoutputfortheithsectorandL･thelevelof

laborinput.Theproductionfunctionisassumedtobetwicecontinuously

differentiableandhavederivativeswiththefollowingsigns:fir)0,f':(0.
ProducersineachsectorareprlCetakersandmaximizetheirprofits

regardingtheprlCeSaSglVen. Thefirstorderconditioniswrittenas

(2.2) wFRfi'(L･),i-T,N,

wherew ListhenominalwagerateintheithsectorandA theprice

ofgoodi.

From (2.2),thedemandforlaborinthetradedgoodsectoris

obtainedas2)
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(2.3) LT-rT(PT).

Let上｡denotethenumberofunemployedworkers. Wehave

(2A) LT+LN+LU-L,

whereLis thegivenleveloflaborendowment.

Inview ofequations(2.1)through(2.3),weget

･2･5) XT-fT(LT(PT))…fT(PT,, fi-一票 , O｡

2-2 DemandSide

Letusdenotetheconsumers'demand forthegoodsand money

byDT,DNandM. Thebudgetconstraintbecomes

(2.6) PTDT+PNDN+M-Y+M

where y isthenominalincome,and〟 istheintialcash holdings.

Demandfunctionsforgoodiandmoneyaregivenby
乙i::Fヨ

(2.7) D-Dl (PT,PN,Y,M),i-T,N,
ii::!ヨコ

(2.8) M-M (PT,PN,Y,M),
id

whereDi(.)ishomogeneousofdegreezerowithrespecttoPT,PN,Y,
iJウ

and〟,and〟 (.)ishomogeneousofdegreeonewithrespecttothe

samevariables. Thusasfarasthecashbalanceisconcerned,what

matters is the real cash balance. Therefore our formulati(うn is

consistentwithtraditionalneoclassicalmonetarymodels.

Thecurrentincomeis defined by Y-PTXT+PNXN. In view of

equations(2.1)and(2.5),itbecomes

(2.9) Y-PT7T(PT)+PNfN(LN)

-y (PT,PN,LN).

2) 記fT iseliminatedfrom therighthandsideoftheequationsinceitis
assumedtobeinstitutionallyfixedthroughoutthepresentpaper･ A

partitalderivativeofthisfunctionisobtainedas

-1# >0･(F･1) 浩 一
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Substituting(2.9)into(2.7)and(2.8),weobtain3

(2.10) Di-hi(PT,PN,LN,M),i-T,N,

(2.ll) M-hM(PT,PN,LN,M).

Weassumethatallgoodsandmoneyaremutuallygrosssubstitute,

thatis,

･2･12)葦‡…Z

ifi≠j

ifi-J

forLl,j-T,N and

･2｡13) 驚 ,oforj-T･N･

‰3 TheEquilibrium

A distinctivefeatureoftheHarris-Todarospecificationappearsin

thelabormarket. Themlgration oflaboroccursaccording to the

expectedwageratedifferentials. Sincenounemploymentexistsinthe

nontradedgoodsector,itsexpectedwagerateiswN,Whereasin the

tradedgoodsectoritis.訂 T timestheprobabilityofobtainlngajob.

Inequilibrium wemusthave

(2.14) β訂 T-WN,
LT

whereβ…手石 istheprobabilityoffindingajob･ Inview of(2･3),
itisexpressedasafunctionoftwovariables,thatis

Gin
(2.15) β-β (PT,LN).

Letedenotetheexchangerate,thatisthepriceOftheforeign

currencyintermsofthehomecurrency.

Thenwehave

(2.16) pT-eFT,

whereFTisthegivenlevelofthetradedgoodpriceintheworldmar-

ket. From thesmallcountryassumption,wecanchooseP'T-1without

3) Notethat

(F･2)監 -cibNfん>Ofori-T･N･M･

whereclismarginalpropensitytoconsumegoodi(i-T,N),and
c〟themarginalpropensitytoholdmoney･
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anylossofgenerality.ThusPr-eholdsthroughout.Using(2.2)and

(2.15),equilibrium condition(2.14)canberewrittenas
iこ::▼コ

(2.17) B(e,LN)訂T-PNfL(LN).

Thenontradedgoodmarketisinequibrium whenitsdemandequals

supply,thatis,

(2.18) hN(e,PN,LN,M)-fN(LN).

Formoneymarket,therequlrementforanequilibrium is

(2.19) hM(e,PN,LN,M)-ii.

Thetradebalanceinoureconomyisdefinedastheexcesssupply

ofthetradedgood.Thuswehave

(2.20) B-eg(e)-hT(e,PN,LN,面)).

Underthefixedexchangeratesystem,β-〟isreached atthefinal

equilibrium through thespecieflow mechanism. Undertheflexible

exchangeratesystem,B-0isattainedthrough theadjustmentofthe

exchange rate. In the final equilibrium, We must have (2.17)

through (2.20)withB-0allsatisfied.

Notice that the budget constraint together with the defini-

tionofincomeprovidesuswith

(2.21) PT(DT-XT)+PN(DN-XN)+(M-M)-0.

Thusoneofequilibrium conditions(2.18),(2.19),and (2.20)withβ-

βis not independent. Thus our equilibrium system consists of

threeindependentequationstodeterminethevaluesofthreevariables.

Underthe fixed exchange rate system, ♂ is glVen and the trade

balanceisadjustedthroughthespecieflow mechanism. Thus〟 is

endogenousalongwithPNandLN･4) Undertheflexibleexchangerate

system,Variablese,PN,andLNaredetermined. Foreachcase,we

have three independent epuilibrium conditions to determine three

variables.

4) Ifweareinterestedinthetemporaryequilibirum wherethespecie
flow mechanism hasnotyetworkeditswaythroughtheeconomy,
wehaveB asavariableforglVen厨.
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Itmustbenoted,however,thefullequilibrium describedbythe

three independent equations is the finalequilibrium where allthe

adjustmentsarecompleted. Intheprocessofadjustments,thereisno

guaranteethatalltileequilibrium conditionsaresatisfied. Inorderto

identifywhichconditionsaresatisfied,weneedadditionalassumptions

on theadjustmentofeach market,which willbe provided in the

followlngSections.

3.FixedExehamgeRateSystem

ln this section wefirst consider the case in which a change

inthebalanceofpaymentdoesnotaffectanation'smoneystockbut

notviceversa. Namely,Weanalyzeatemporaryequilibrium wherethe

moneystockistreatedasan exogenousvariable. ThepriceOfthe

nontraded good is assumed to respond to excess demand in the

nontradedgoodmarketintheusualWalrasianmanner,thatis

(3.1) bN-alihN(e,PN,LN,M)-fN(LN)),

whereαlisthespeedofadjustment.

Inthelabormarket,ifthefullyflexiblenominalwagerateinthe

nontraded good sector is higher than the expected nominal wage

rateinthetradedgoodsector,workersmlgratefrom thetradedgood

sector to the nontraded good sector. The movement continues

untilthetworatesareequaltoeachother. Thuswehave
his

(3.2) LN-a2tPNfL(LN)-β (e,LN)wTl.

First,Weconcentrateourattention on atemporary equilibrium

underthefixedexchangeratesystem. Thusmoney supply and the

exchangerateareexogenousin(3.1)and(3.2). ThereforePNandLN● ●
areendogenouslydeterminedwhenPN-0andLN-0areattainedatthe

temporaryequilibrium. Wecanexaminethestabilityofthesystem,5)

5) LetJLbetheJacobianmatrix.Wehave

(F･3) trJl- a.書記 .α2(pNf芯一浩 )<0,

｡F.4) detJl-α1α2くくi-PNCN,(fん)2一票 (pNf品一浩 )),O｡
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andconductacomparativestaticanalysュsOfamonetaryexpansion.

Let IJIFdenotetheinsideofthebracketin(F･4)･SincelJll>O,

wehavethefollowlngresults.

(3｡3) 迦 -一昔 (pNf芯一告 ),0,dh

(3･4) 慧 -背 >o･

Weknow from (2･3)thatLTisdeterminedsolelybyexogenous

variablesandhenceitisconstant･Thusweget

(3･5) 慧 -1慧 <O｡

0 LN
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TheeffectonthetradebalanceisglVenby

･3･6) 蓋 ニ ーelg N慧 +監 慧 + cT]<0･

TheresultscanbeexplainedbyusingFigure1,where〃Ⅳ Shows

themarketequilibrium forthenontradedgoodmarketandLL shows

thelabormarketequilibrium. A monetaryexpansion shiftstheⅣⅣ

linetoⅣ'Ⅳ',Creatinganexcessdemandinthenontradedgoodmarket

attheinitialpricelevel. ThusPNispushedupward. AsPNbegins

torise,wN becomeslargercauslng amlgrationofworkersfrom the

tradedgoodsectortothenontradedgoodsector. SinceLTisconstant

intheshortrun,theadditional･demand forlaborin theTIOntraded

goodsectorisfilledbytheworkersfrom theunemploymentpool. As

pNand LN are increased,the demand forthetraded good is also

increased,whereasitssupply isconstant. Thereforethebalanceof

tradeturnsintodeficit.

Itis･importanttonoticethatthedirectionofchangesinPNand

エⅣata particularmomentdepends on specific assumptionson the

speedsofadjustment. Forexample,ifwe assumethatPN adjusts

fasterthanLN,Whichisoften observedin therealworld,then the

initialmovementfollowingthemonetaryexpansionisajump ofthe

prlCelevelfrom PONtOPANinFigure1. ThenagradualincreaseinLN

accompaniedwithacontinuousfallintheprlCeOfthenontradedgood

maybeobserved. Inotherwords,asteadyfallintheprlCelevelis

consistentwithanexpansion ofemploymentduring thisperiod. We

cansummarizetheresultsasfollows.

Proposition1

Underthefixedexchangeratesystem,amonetaryexpansioncausesan

increaseintheprlCeOfthenontradedgood,areductioninthelevelof
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unemloyment,andabalanceoftradedeficit. A steady fallofthe

prlCelevelandanexpansion ofemploymentmay coexistduring the

periodofadjustmenttowardsthe-temporaryequilibrium.

In theforegoing analysュs,We assumed thattheperiod we are

concernedwithisshortenoughsothatthebalanceofpaymentdeficit

didnotalterthelevelofmoneystock. SllppOSethewellknownspecie

flow mechanism beginstoworkitswayintotheeconomy. Thenthe

balanceof trade deficit beginsto drain thenation'smoney stock.

ThiscontinuesuntilitcomletelywlpeSOuttheinitialmoneyexpansion.

Inotherwordswhenthespecieflowmechanism completesitsadjustment,

wearebacktotheorlglnalequilibrium asifnothing hadhappened.

Inthissense,moneylSneutralunderthefixedexchangeratesystem.

Proposition2

MoneylSneutralunderthefixedexchangeratesystem inthesense

thatifthespecieflowmechanism worksfreelyandcompletesitsadjust-

ment,theeconomyisbackattheorlglnalequilibrium.

4.FlexibleExchangeRateSystem

Under the flexible exchange rate system, the exchange rate

mustbedetermined endogenously. ItrequlreSa formulation ofthe

dynamicprocesswhichexplainstheexchangeratebehavior. Todoso

inourmodel,Wemusttakeintoaccountoftwomajorforcesthatare

responsibleforexchangeratefluctuations. Oneistheforceduetothe

money marketdisequilibrium,and theother dueto thebalanceof

trade.6) Supposetheeconomy experiencesan increasein themoney

supply･ Thelargermoney stock tendsto drivedomesticprlCeSup

includingthedomesticpriceOfthetradedgood･ Thisupwardpressure

6) Nointerestbearingfinancialassetisconsideredinourmodel. Hence
theeffectfrom assetmarketsarenotconsideredhere.
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istranslated intotheupwardpressureon theexchangerate. This

aspect of exchangerate dynamics is emphasized by the monetary

approachtothebalanceofpayments. Thesecondforceisduetothe

imbalanceoftrade,whichisglVenbythevalueofexcesssupplyof

thetradedgood. A deficittendstodrivetheexchangerateupward.

Theactualdynamicsoftheexchangeratearesubjectedtobothofthese

forces. Thereforewehave

(4.i) ;-a 4 (M-M)+a5e(DT-XT).

ByWalraslaw (2.22),ifDN-XNholds,M -M -e(DT-XT)holdsas

well.Therefore,ifthenontradedgoodmarketisinequilibrium,itdoes

notmakeany differenceifweusetradebalanceor excess money

demandtodescribeexchageratedynamics. However,ifwewantto

exchangerate dynamics under the period of diseqllilibirum in the

nontraded good market,We must consider two forces that affect

exchange rate. For, these two forces tend to act against each

otherasshownbelow.

The prlCe Of the nontraded good is subjected to Walrasian

forces given by (3.1) in the previous section. Similarly the

labor migration is described by (3.2). Hence three equations

(3.1), (3.2), and (4,1), describe our dynamic system under

the flexible exchange rate system. We assume here that the

exchange rate and the prlCe Of the nontraded good adjust their

values considerably quickly to attain a temporary equilibrium.

The equilibrium is temporary because the mlgration of workers

from onesectortotheotherisforthcomlng tO COmpletetheshort

runadjustment. Mathematicallyspeaking,Weconsider(3.1)and(4.1)

withvariablesPNandeunderconstantLNtO reach thetemporary

equilibrium.

Anequilibrium isshownatA inFigure2. LinesNN,7T,and

MM representtheequilibrium conditionsofthe.nontradedgoodmarket,

thetradedgood(thebalanceoftrade)market,andthemoneymarket.
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Figtlre2

Theareabelow lineMM correspondstoanexcessmoneysupplyand

below lineTT showsexcessdemandforthetradedgood (thebalance

of trade deficit). Now suppose the money supply is increased,

MM shiftsupwardtoM'M',NN toN'N',andTT torr,forminga

new temporaryequilibrium atB･ Thustheexchangeraterisesand

PNrises･ Mathematicallytheresultsareconfirmedas

(4･2) 志 -I去 J.lcN慧 -cT慧 ],0,

(4･3) 慧 -古 くcN豊 -CN[%T-fi% T])>O,

wherelD3I-慧 [慧 -fI% T]一驚 芝 ,oI

A littlemoreinterestingresultsarerevealedifweinvestigatethe

dynamicpaththeeconomytakestoreachthetemporaryequilibrium at
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B. Thedynamicpathissensitivetothevaluesofspeedofadjustments

in(3.1)and (4.1). Forexample,Wemayassumethattheexchange

ratemovesfasterthanthenontradedgoodprlCe. Followlngamonetary

expansion,theeconomyexperiencesabalanceoftradedeficitandan

excessmoneysupply. Theexchangerateisdevaluedquicklytomove

towardCinFigure2. Now atC,themoneymarketisstillinan

excesssupply,providingupwardpressureontheexchangerate.However,

thetradebalanceatCisinsurplus,applyingadownwardpressureon

theexchangerate. How theexchangeratebehavesdependson the

strengthofthesetwoconflictingforces. Ifthemoneymarketforceis

stronger,theexchangerateJumpshigher,glVlng riseforthepossi-

bilityoftheexchangerateovershooting,thephenomenonobservedin

therecentexperienceoffloatingexchangerates. Itshouldbenoted

thattheovershootinglSCausedbythedifferenceofadjustmentspeeds

inourmodel,whereasmostliteratureonthesubjectemphasisesasset

marketsandformulationsofexpectations.

A monetaryexpansionreducesthelevelofunemploymentin the

temporaryequilibrium. Thisoccursbecauseariseoftheexchangerate

inducesarisein thetradedgoodprice,Stimulating productionand

hencemoreworkersandhiredinthetradedgoodsector. Theseare

summarizedasfollows.

Proposition3

Under flexible exchange rate system, a monetary expansion

Causes

(a)animmediateincreaseinthelevelofexchangerate(devaluation).

(b)anexchangerateovershootingiftheforceofthemoneymarket

isconsiderably strongerthan thatofthebalance oftrade in

determinlngtherateofexchange. Ifso,aperiodofagradual

reduction of exchange rate and an increase in PN may be

observed.
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(C)atemporaryimprovementinthelevelofunemployment.

Given a sufficienttimeforadiustment,workersbecomemobile

betweenthetwosectors. A signalisglVen tO WOrkersby thereal

wagepaidandtheprobability offinding a job in thetradedgood

sector. Themovementisalreadydescribedby (3.2). Theonlydiffe-

rencehereisthatvariableどisendogenous.

WeassumethatthedynamicprocessglVenaboveisstable.7) We

can show thatthepriceofthenontraded good and exchangerate

continueto behigherthan theinitiallevelswhen thesecond stage

adjustments arecompleted. On the other hand,the unemployment

situationisnotsoobvious. Wemusttracetheflow oflaborfrom one

sectortotheotherto'findoutwhathappensinthelabormarket.

Weknow thatamonetaryexpansioncausesboth w N apd βWI T tO

risebutwecannotdeterminethemagnitudeoftheirincreases. Hence

thedirectionofmigrationcannotbedetermined. Ifw N risesmorethan

βUT T,workerstendtomoveoutofthetradedgoodsectorintothe

nontradedgoodsector. Thisinfusionofworkersintothenontraded

goodsectorcausesafallin themarglnalproductoflaborin that

sectorandariseintheprobabilityoffindingajobinthetradedgood

sector. Thisprocesscontinuesuntilthetwowagerates,allowlngtheI

adjustmentbytheprobability,areequalagain. Forthiscase,weare

sure to say that the levelof unemployment is reduced when all

adjustmentsarecompleted.

Ontheotherhand,iftheinitialmonetaryexpansionbringsahigher

rate of increase in Bw- T than in u)N WOrkers move from the

nontradedgoodsectortothetradedgoodsector. Forthiscase,the

levelofunemploymentmayberaisedwhentheshortrunadjustments

7) Asufficientconditionforstabillilityis

cTPN農 +(1-cNbN)票 >o･
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cometoanend. Thisperverseresultoccursifthenumberofworkers

from thenontradedgoodsectorislargerthanthenumberofadditional

workershiredinthetradedgoodsector.

The following exampleis helpfulto understand the situation.

SupposethattheeconomylSinequilibrium initiallywith,thenominal

wagerateof$4inthenontradedgoodsectorand $5inthetraded

goodsector(e.g.,wN-4,andw-T-5).Suppわsefurtherthat10million

of a total labor force of 20 million are employed in the

nontradedgoodsectorand8millionareemployedinthetradedgood

sector. Thus we haveLN-10,LT-8,LU-2, and L-20. The

employmentrateβ inthetradedgoodsectoris0.8. Thuswecansee

thelabormarketisinequilibrium byzL,N-4-0.82×5-β読T. Suppose

thatamonetaryexpansiontakesplace,andthatitcausesanincrease

inthenominalwageofthenontradedgood sectorby0.05and an

increaseof1.84millionadditionaljobsinthetradedgoodsectorinthe

temporaryequilibrium. Wecancomputeandcomparetheneweffective

wagerateinthefollowingWay. Forthenontradedgoodsector,wN

becomes4.05duetothe.increaseof0.05. Forthetradedgoodsector

thenewprobabilityofgettingajobiscomputedasβ- (8+1.84)/10-

0.984.Thustheadjustedwagerateinthetradedsectoris4.92. Clearly

thisinducesamlgrationofworkersfrom thenontradedgoodsectorto

thetradedgoodsector. Themlgrationofthel早borcausesanincrease

inthewagerateofthenontradedgoodsectorandadecreaseinthe

probabilityoffindingajobinthenontradedgood sector. Suppose

thattwomillionworkersmlgratedfrom thenontradedgoodsectorto

thetradedgoodsector. Andalsosupposethattilemlgrationcaused

an increase in wN by 0.05. Then we can see.that the revised

probabilityoffindingajobinthetradedgoodsectorisβ-9.84/ (10

十2)-0.82.Atthispoint,theshortrunequilibrium isattainedsince

w N -4.I-0.82X5- Bw-T. Thelevelsofemploymentineach sector

aregiven byLN-8,LT-9.84,and Lu-2.16. Thereforethetotal
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numberofunemploymentisincreasedby0.16. 1tisinteresting to

observeherethattherateofunemploymentwentdownfrom 20% to

18% inthetradedgoodsectoreventhoughthenumberofunemployment

wentup. Twofactorsarecrucialforthisperverseoutcome. First,the

originalincreasein thenominalwage ratein thenontraded good

sectorissmall. Sothatthedirectionofthemigrationisfrom the

nontradedgoodsectortothetradedgoodsector. Second,themarglnal

productoflaborinthenontradedgoodsecordoesnotincreasetoo

muchafterareductioninlaborforce. Asaresult,aconsiderably

manyworkersmlgrateOutOfthenontradedgoodsectortojointhe

tradedgoodsector.

Nowwehavethefollowlng

proposition4

Undertheflexibleexchangeratesystem,whenalladjustmentsare

completed,amonetaryexpansionresultsin

(a)anincreaseinthepriceofthenontradedgoodandinthelevelof

exchangerate,

(b)apossibleincreaseinunemployment. Thisperverseoutcomeis

consistentwithdynamicstability.

5.Condusion

Thispaperhasstudied the short run effects of a monetary

expansiononurbanunemploymentinamodifiedHarris-Todaromodel.

Utilizingasimplemodelofmonetaryeconomy,Wehavefoundthat

monetaryexpansioncanreduceurbanunemploymentduringtheinitial

adjustmentperiodunderbothfixedandflexibleexchangerate.However,

afteralladjustmentsarecompleted,monetaryexpansiondoesnothave

any effect on urban unemploymentunderfixed exchangerate and

mightcauseanincreaseinunemploymentunderflexibleexchangerate.

Therefore,expansionarymonetarypolicyissometimesattractivefor
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policymakersbutitisnoteffectivetoreducesectorspecificurban

unemployment.

Althoughithasnotbeenformallypresentedhere,resultsinthe

mobilecapitalcaseshouldbementioned. Underthefixedexchangerate,

ifthecapitalbecomesmobilebeforethespecieflow mechanism works

itsway through theeconoiny,a monetary expansion may increase

unemployment. Thisperverseresultcanoccurifthenontradedgood

sectorisrelativelymorecapitalintensivethanthetradedgoodsector･8)

Thoughwecannotgiveaclear-cutresultundertheflexibleexchange

ratesystem,theeffectiveness of an expansionary monetary policy

dependsonthesupplysideconditionssuchasrelativecapitalintensities.

Whiletheeffectsofonceforallmonetaryexpansionfadeawaythrough

theqpecieflow mechanism underthefixedexchangeratesystem,they

arepermanentunderflexibleexchangeratesystem.

Finally,Onemustrememberthatourconclusionisbasedona.number

ofsimplifyingassumptions. Inordertocapturemorerealisticaspect

ofmonetaryeconomy,Weneedmoreelaborationsin modeling. The

analysisinthispapershouldbejustified onlybecauseitisafirst

attempttoincorporatethemonetaryelementintotheHarris-Todaro

model.

8) Thisresultiswellknowninatwo-sector一minimum-wage-economyof
theBrechertype.
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