Probl em |
Econom c- Denogr aphi c Interrel ations

Consi der a neocl assi cal househol d nodel in which parents
have Cobb-Douglas utility with respect to consunption of
goods services Z, and child services Z .
U(Zg, Zc) — Zgl/chllz
Assune that goods services are producing using only market good s
(Z, = %) and child services are produced using the follown g
production function:
Zc =m n(xc, Hm1/2+|_lf1/2)-
Assune that the nmale wage w , exceeds the fenale wage w;, and that
mal es and fenal es each have 12 hours to split between working and
child care. You nmay assune that the price of market goods used in
t he production of goods services and child services is 1. You nmay
assune that in equilibriumbot h parents do sone | abor nmarket work.
a) find an expression for the cost function for child servic es
b) find an expression for the shadow price of child services
c) sketch the budget constraint (H nt: the budget constraint
is not a straight |ine)
d) solve for the optimal |evel of child services under th e
follow ng three assunptions
(1) w;=2, w;=1, v=0
(i) w2, w=2, v=0
(i) w3, w=1, v=0
(iv) w=2, w,=1, v=1
Note: Use the quadratic equation

h+/R2
i f ax2+bx+c=0 then x= b ga 4ac

e) Find the nunber of hours spent in child care for eac h
parent in each of the cases in (d).




