Hindawi

Journal of Mathematics

Volume 2022, Article ID 7454992, 12 pages
https://doi.org/10.1155/2022/7454992

Research Article

@ Hindawi

On a Three-Sector Keynesian Model of Business Cycles

Tihtina Atle Zelelew ®' and Tamirat Temesgen Dufera

'Department of Mathematics, Hawassa University, Hawassa, Ethiopia
Applied Mathematics, Adama Science and Technology University, Adama 5118, Oromia, Ethiopia

Correspondence should be addressed to Tamirat Temesgen Dufera; tamirat.temesgen@astu.edu.et

Received 25 February 2022; Revised 12 April 2022; Accepted 25 April 2022; Published 26 May 2022

Academic Editor: Miaochao Chen

Copyright © 2022 Tihtina Atle Zelelew and Tamirat Temesgen Dufera. This is an open access article distributed under the Creative
Commons Attribution License, which permits unrestricted use, distribution, and reproduction in any medium, provided the

original work is properly cited.

In this study, we examined the effect of three-sector interaction on business cycles in Keynesian models. Specifically, we
considered the durable, fast, and investment-goods sectors. We modified and extended Murakami’s two-sector Keynesian model
of business cycles to a three-sector Keynesian model of business cycles. We investigated the conditions for the existence of
equilibrium points. Moreover, we studied the stability of the equilibrium points on the basis of the concept of Routh-Hurwitz
stability criterion. Finally, to support the analysis and the results obtained, we performed a numerical simulation on a

specific example.

1. Introduction

“Business cycles, also known as economic cycles or trade
cycles, are the fluctuations of the gross domestic product
around its long-term growth trend” [1]. The business cycle
indicates the increase and decrease in production output of
goods and services in an economy. For organizational
policymakers and investors, it is vital to be on the lookout for
the overall business cycle in the economy. In economic
theory, business cycles and growth cycles are generally
described by periodic orbits including limit cycles, and the
main theme of the theory of business cycles is, in many cases,
to establish the presence of a periodic orbit in dynamic
models [2].

There are two main frameworks for modeling economic
growth with capital accumulation in continuous time. These
are Solow’s one-sector growth model and Uzawa’s two-
sector growth model [3]. The Solow model is the starting
point for almost all analyses of economic growth. As con-
sumer behavior is not described by utility optimization in
the Solow model, it does not have a rational mechanism to
deal with issues related to optimal consumption over time.
Ramsey’s 1928 paper on optimal savings has influenced
modeling of consumers’ behavior since the mid 1960s [4, 5].

This approach assumes that utility is addable over time. It
has become evident from extensive publications in the
economic literature based on this approach in the past fifty
years that even a simple model tends to lead to a complicated
dynamic system.

Solow’s one-sector growth model and Uzawa’s two-
sector growth model have played the role of key models in
the neoclassical growth theory [6-8]. These two models and
their various extensions and generalizations are funda-
mental for the development of new economic growth the-
ories as well [5, 9]. Since Uzawa proposed the model in [6],
many works have been published to extend and generalize
the model from 1960s to today [10-17]. The Uzawa model
extends the Solow model by breaking down the productive
system into two sectors using capital and labor, one of which
produces capital goods and the other consumption goods
[7]. Ferrara and Guerrini [18] considered an extension of
Uzawa’s two-sector growth model, where capital goods are
heterogeneous and the labor growth rate is nonconstant but
variable over time. This setup led the model to be repre-
sented by a two-dimensional dynamical system in which one
of its two equations can be explicitly solved.

The main goal of macroeconomic studies is to explain
the mechanism of business cycles. Soon after the basis of


mailto:tamirat.temesgen@astu.edu.et
https://orcid.org/0000-0002-1363-4542
https://orcid.org/0000-0002-8612-7170
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://doi.org/10.1155/2022/7454992

macroeconomics was established by Keynes general theory,
a lot of theories of business cycles were proposed from the
late 1930s to the 1950s. For example, Kalecki (1935,1937)
and Kaldor (1940) put forward models of business cycles by
synthesizing the Keynesian multiplier theory and the profit
principle of investment, while Harrod (1936) and Samuelson
(1939) initiated the so-called multiplier-accelerator model of
business cycles by combining the multiplier theory and the
acceleration principle of investment [19, 20]. These classical
models of business cycles can be characterized by the fol-
lowing Keynesian features:

(i) Quantity or income adjustment governed by the
principle of effective demand prevails

(ii) Variations in investment are the main source of
business cycles

In their model, the mechanism of business cycle is
explained as follows: investment is linked to aggregate in-
come and capital stock, and the aggregate income and capital
stock are varied through the multiplier process and capital
formation induced by investment, respectively.

It is true that many models of business cycles, including
those mentioned above, can describe some aspects of actual
business cycles, but there is a certain important point of view
missing, that is, the role of sectorial interactions in business
cycles. This aspect is lacking in one-sector or one-com-
modity models of business cycles but should not be ignored
when discussing actual business cycles. It goes without
saying that the propagation’s of shocks from one industry to
another do enhance economic fluctuations in reality.

Murakami [19] proposed a two-sector model of business
cycle by disaggregating the economy into two sectors,
namely, the consumption-goods sector and the investment-
goods sector. He examined the stability of equilibrium and
the possibility of the existence of a periodic orbit in the two-
sector model. As a result, he revealed that the counterpart of
the Keynesian stability condition plays a key role in the
stability of the two-sector model and that a periodic orbit
may arise by way of a Hopf bifurcation if the stability
condition is not satisfied. He also observed that the con-
sumption-goods sector lags behind the investment-goods
sector along the periodic orbit and that the interactions
between these two sectors do play a significant role in
business cycles. Furthermore, he numerically investigated
the characteristics of a periodic orbit generated by a Hopf
bifurcation in the two-sector model. The numerical simu-
lations performed verified that a periodic orbit representing
persistent business cycles is actually generated by a Hopf
bifurcation in the two-sector model.

Murakami and Zimka [20] have examined the mathe-
matical details of the two-sector Keynesian model proposed
by Murakami [19]. In their analysis, they provided the
criterion on the stability (or instability) of limit cycles that
are generated by Hopf bifurcations. The numerical simu-
lations imply that they are consistent with the theoretical
results achieved. The formalization of the two sectors is a
more appropriate description of macroeconomic systems
than conventional and traditional one-sector ones, and they
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believe that their analysis contributes to a deeper under-
standing of real economies.

Murakami [19], considered two sectors, consumption
goods and investment goods. In his study, only two kinds of
goods that differ in property are considered and different
stability conditions for these two sectors of the Keynesian
model of business cycles were discussed. He sets up a two-
sector model as follows:

Ve = [C(yeyi) = yels

yi = o[ (yoke) + I; (v ki) = yi],
k. =1.(y.k,) - ok,

k.i =I1;(y;k;) - ok;,

(1)

where y, stands for the level of income or output of the
consumption-goods sectors, y; stands for the level of income
or output of the investment-goods sectors, k, stands for the
existing stocks of the consumption goods, k; stands for the
existing stocks of the investment goods (capital), C is the
consumption function, and I. and I; are the (gross) in-
vestment functions for the consumption-goods and in-
vestment-goods sectors, respectively. Also, «,, «;, and & are
positive constants, where § stands for the rate of capital
depreciation and «. and «; are the parameters that measure
the speed of the quantity adjustment processes for the
consumption-goods and investment-goods sectors, respec-
tively. The first two equations in (1) describe the quantity (or
income) adjustment processes in the consumption-goods
and investment-goods sectors, respectively. The last two
equations in (1) represent the capital formation processes for
the consumption-goods and investment-goods sectors,
respectively.

The classification of types of goods into only two types
does not explain well the interaction of different sectors in
business cycles; on the contrary, modeling the interaction of
every possible sector leads to higher dimensional differential
equations.

To the best of our knowledge, the three-sector Keynesian
model of business cycle has not been studied yet. Therefore,
in this study, our aim is to extend the work of Murakami [19]
to the three-sector Keynesian model of business cycles. We
turther split the consumption-goods sector into two: fast
goods and durable goods. Thus, we investigate the effect of
three-sector interactions on the business cycles.

The main contributions of this study are

(1) The mathematical model which describes the in-
teraction of the three-sector Keynesian model of
business cycles was formulated

(2) The conditions for the existence of equilibria of the
three-sector Keynesian model of business cycles were
given

(3) Different stability conditions for the dynamic system
were analyzed and numerical simulation was con-
ducted to support the theory

The study is organized as follows. Section 2 contains the
model formulation of a three-sector Keynesian model of
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business cycles. In Section 3, we give the stability analysis for
the formulated Keynesian model of business cycles. More-
over, we support the result by a numerical simulation. In
Section 4, we put a conclusion along with some suggestions
for a possible extension of this work.

2. Model Formulation

In this section, we extend the two-sector Keynesian model of
business cycles presented in [19, 20] to three sectors. We
consider three types of goods that differ in property, namely,
durable goods, fast goods, and investment goods. The for-
mulation of the model is based on the following main
assumptions:

(1) Based on the Keynesian theory, we assume that
aggregate consumption, denoted by C, is a function
of all sectors’ income:

C=Cyasyp i) )

where C is twice continuously differentiable and all
partial ~ derivatives  (9C/dy,), (0C/dys), and
(0C/0y;) lie between 0 and 1. In expression (2), y,
stands for the income or output of durable good, y
stands for output of the fast good, and y; stands for
the income of the investment goods.

(2) The output (supply) of the fast good y ; is assumed to
be varied in response to the existing excess demand
or supply. Specifically, it is given by

yi=ar[C(ywmypyi) -yl (3)

where a ; is a positive parameter which stands for the
speed of adjustment. Equation (3) expresses the
Keynesian quantity adjustment process in the fast
good sector.

(3) Next, we take a look at the demand side of the in-
vestment good, which is assumed to be dependent on
the output of the sector and on the existing stock of
capital of the sector. In particular, we assumed that
the gross investment functions of the durable good
sector I, the fast good sector I Iz and the investment-
goods sector I; are designated as

Iy=13(yaka) Iy = If(yf’kf)’li =L(ynk), (4

where kg, k¢, and k; denote the existing stock of the
investment function of durable good sector, fast
good sector, and investment-goods sector,
respectively.

(4) Similarly, the output (supply) of the investment
goods, y;, and the durable goods, y,, is assumed to
satisty the following equations:

Ya=0g[Li(yaka) +T(yks) = va)s

(5)
V= [If(yf,kf) +1; (v k;) - J’i]’

where «; and «; are positive parameters which
represent the speed of adjustment. The above
equations are the Keynesian income adjustment
process in the durable-goods sector and investment-
goods sector, respectively. These equations mean that
a change in the output of each good is proportional
to the existing excess demand or supply and imply
that the level of output is adjusted to meet the de-
mand for each good.

(5) Finally, the demand for the investment goods of each
sector Iy, I, and I; is realized as the growth in-
crement of the stock of the investment goods in the
sector ky, k¢, and k;, respectively, and given in the
following way:

ki =1a(yake) = Okg ks = I5(ypkp)

. (6)
= Okyg. k; =1 (virk;) = Ok,

where § is a positive constant which stands for the
rate of capital depreciation. These three equations
represent the capital formation processes for the
durable goods, fast goods, and investment-goods
sectors, respectively.

Thus, the three-sector Keynesian model of business
cycles is described by the following system of differential
equations:

(75 =as[COrwyp )= ys]
Ya = og[La(varka) + 1 (ypkp) = va>

) Vi = ai[If(yﬁkf)+Ii(yi>ki)_yi]’ 7)
ky = 1p(ypky) = Okp.
kq=14(y4-kq) = kg,

. ki =I;(y;k;) - Ok;.

In this model, the rate of depreciation is considered the
same for the three sectors, but this assumption can be re-
laxed without much difficulty. For further analysis and
numerical computations, we need to specify the functions C,
Id’ If’ and Ii‘

2.1. The Consumption Function, C. Keynes was interested in
the level of total spending in general [21]. He was particularly
concerned about consumption, which was a major concern
because it is by far the largest slice of the total spending pie.
He made three basic points about consumption:

(i) Consumption depends on disposable income (in-
come minus taxes)

(ii) Consumption and disposable income move in the
same direction

(iii) When disposable income changes, consumption
changes by less



The above three points give us a specific statement about
the relationship between consumption and disposable in-
come. The consumption function can be written as

C(yd,yf,yi) :c0+c(yd+yf+y,~), (8)
where

(i) The expression y,; + y + y; represents disposable
income

(ii) The constant ¢ stands for marginal propensity to
consume

(iii) The parameter ¢, is autonomous consumption,
which does not change as disposable income
changes, but rather due to other factors

The formula for the marginal propensity to consume is
given by
AC
c=

CAMyatyty) ®)

Based on Keynes points (ii) and (iii) above, ¢ is always a
positive number between 0 and 1.

2.2. The Investment Functions, 15, I ¢, and I;. Assume that, at
each period, each firm puts its rate of (gross) capital formation
to one of the two alternative levels: higher and lower ones, say,
d+pjand 6 —1;>0 with 0<A; <9 (the restriction of ;<8
is, of course, imposed for the rate of gross capital formation to
be nonnegative for each sector) and y; > 0 (it can differ from
sector to sector). Since we can safely suppose that the share of
firms choosing the higher level of investment (among each
sector), say p;, increases as the output-capital ratio, which is
proportionate to the rate of profit under the assumption of
constant capital share, rises; the ratio p; can be related to the
output-capital ratio (y;/k;) in the following way:

pj Vi
ln(l —Jpj> = ﬁjk_;_/go;'- (10)
Moreover,
1.
=0+ w) +(1-p)(6-2)). (11)

J
By substituting the first relationships into the second, we
obtain the following logistic investment function:

‘ lle(‘f(yjl j) ‘U‘)_
[ L: S J ' /1]

. 12
1+ (B (k) o) ]k]’ 12
where f8,>0 and B);>0 are measures the sensitivity of
capital formation to changes in the output-capital ratio and
A;>0and y; >0 are constants that determine the minimum
and maximum rates of gross capital formation, respectively,
for j =d, f,i [20].

Thus, keeping all above descriptions, we get the following
functions:
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Cyaypyi) =cotc(va+tys+y) (13)

er(ﬁf (vsths)=Pos) _ h)
1+ B sty )foy)

(Ba (yalka)-Boa) _ A
e
Iy(yarka) = [5 +H 4

1 + e (Ba (varka)=paa) :|kd’ (15)

(16)

(ﬂi ()’i/ki)—ﬁm) )

Hie i
L(y.k)=|6 ‘
1()’1 ’) [ " 1+e(ﬁi(}’;/ki)—ﬁm) :| !

3. Analysis

In this section, we provide a stability analysis for a three-
sector Keynesian model of business cycles and numerical
examples.

3.1. The Equilibrium Point. An equilibrium point of system
(5) is defined as a point at which

)}fzj'/dZyizkdzkfzk.izo. (17)

That means, it is the solution of the following simul-
taneous equation:

a [co ~(1-¢)yy +c(y, +yi)] =0,

i 5. use (Ba (valka)=PBoa) _ )Ld- L
d l+e (Ba (yalka)=Boa) d

[,lfe(ﬁf (rytks)=Pos) _ )Lf-
+ 8 + kf - )’d = 0,
1+ B (st )for)

(87 (ks )=or) _ )
oci*| [8 + #re f]kf

1+ B Gtk -foy)
(18)

(ﬁi (J’i/ki)—ﬁoi) -
e il o L=
+|:8 i 1+ e(ﬂi (7i/k:)~Bo:) :|ki i } 0

‘ufe(ﬁf (vy/ks)=Bor) oy

1+ ¢ B Otk )foy)

"\f = 0,

pge (Ba (yalka)=Poa) _ /ld

1.
1+ e(ﬁd (yalka)—Boa) d

:0,

e (B (ritki)=Poi) _ Ai; 0
1+ e(ﬁf (J’z/ki)—ﬁm) e
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for the given system by (y7, vy, ¥/’ k. kg, ki'). Then, the
equilibrium point of the system is given by in the following
form:

Since the case of k; = 0, k; = 0, or k; = 0 has no impact
from economic point of view, we give emphasis to the cases
when k; #0, k¢ #0, and k; # 0. Denote an equilibrium point

(* y *k*k*k*)— o, ° (vi+y)) %, il Oy 0V 01Y;
yf’yd’yi’ ™M )T l-c 1l-c Yat Vi ’(I_C)(l_(So_d)_c(so,f"()’(I_C)(l_(so_i)_cao.f"o’ fyf’ aVa»9i)i |
(19)
where We assumed all are positive to ensure that the unique
B equilibrium (yg, ¥, ¥/, k3, k7, ki) lies in the economically
o= ﬁ >0, meaningful domain IRE. These conditions are satisfied when
Pos +1InAy —Inu, Bo d,H[SO 7> and f; are sufficiently large and  is sufficiently
small.
0= Jrlljl—d—l>0’ For further analysis, we transform our system by in-
Poa +Inkq = In g troducing new variables as follows:
b Yr=Yr=YpYa=Ya=YaoVi= Vi~ Vi
= Tt s Ya=Va= Vo Yi=Yi—Vi>
% Boi + InA; — Ing > R ‘ (21)

kp=kp—kpkg=hkg—kpk =k k.
(1-¢)(1-day) - cdoy>0, and (1 -¢)(1-do;) - cday>0.

(20) The following system of equations are obtained after

plugging the above new variables in (7):

¥ = ocf[co ~(1-0)ys+c(¥q +)~’i)]’

(ﬁd (J’;"';d/k;*';d)_ﬁﬂd) -

- ‘Ude
=a,|8+ -
Ya d[ 14 o (B (isTakieks)-fua)

](k; +ky)

er(ﬁf(y*.+;f/kj.+’lzf)—ﬁof) _ Af

f
l+e ﬂf(y}erf/k}Jrkf)—ﬁof)

+ay (k7 +kp) =i +7a) b

‘ufe(ﬂf(y;gf/k}@f)—ﬁ(,f) Y

l+e ﬁf(y;+yf/k;+kf)-ﬁof)

o (B i )=o) _ A ~
{ [‘“”’e ’}“E‘ k) =0l 3 ¢

+
3= o]0+ (K +Fy)

1+ ¢ (B Gk +h)-Bo)

L [ugelm b)) -y

k = _ k*+E )
"L e loGr)m) (K + )

Zd = ,"lde =
| 1+ e(ﬁd (J’;*';d/k;*kd)—ﬁod)

(ﬁd (}’2+’J7d/k2+;d)’ﬂud) _ Ad

](k; +ky)s

e (B Orimid)-fu) _ ).

k. = |t ](k: ).

1+ e (B o5k k)=o)
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TABLE 1: Routh’s table.

g a, a &
as as a, 0
b, b, b, 0
< C, 3 0
d, d, 0 0
e 0 0 0
1 0 0 0

The newly obtained system has a unique equilibrium  3.2. Stability and Instability Analysis. Before we investigate
point (0,0,0,0,0,0). the stability and instability conditions, we have to linearize
the system at the unique equilibrium point. Computation of

the Jacobian matrix at this unique equilibrium point gives

[ asc —ocf(l—c) agc 0 0 0 ]
(did OCdAf 0 (Xd (S—Bd) “d(‘s_Bf) 0
](0)0’0’0,0’0) — OCIAd 0 _“1(1 _AI) (Xi (S_Bd) 0 “1(6_31) R (23)
0 Af 0 0 —Bf 0
A, 0 0 B, 0 0
L 0 0 A 0 0 -B;, |
where The characteristic equation associated with the Jacobian
matrix (11) is given b
_ﬁf)tf/“’f>0 A _ﬁdldﬂd>0 Jisg Y
Y > T ’ ar®+ar’ +a,rt+ar +art var+a, =0, (25)
T ly dtHg 6 5 4 3 2 1 0
To find the coefficients, a; (i =0,1,2,3,4,5,6), let us use
A = fz)‘_u”z >0,B; = (ﬁ o +1n /\Af ~Inyy )Af “r 0, the following notation for the entries of the Jacobian matrix:
ey +
i frEs (24) ¢ =—ay(1-0¢)c, =ayc,
B, = (/30d+1n/\d_ln.“d)ldﬂd>0andB‘ ¢ =apAgcy
A+ !
a7 Ha Cs = af(a_Bd)’Cé =“f(6_Bf)’ (26)
_ (Boi +In A, — In ;) iy >0 ;= oAy cq = —o; (1 - 4),
Ai + .

Co =0 (‘S - Bd)’clo = (5 - Bi)'
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After using the symbolic calculation in MATLAB R2021a
with an appropriate code, we get the coeflicients as follows:

ag =1,
as;=B;—cl—c4-c8,
a, =ci¢q — Aicjg — Bicy = Bicy — Bicg — ApCs — €63 — €165 + €65 + C4¢5 — By By,
as = Adec6 - BdBfB,- - AfBic5 + Bdch1 + Bdch4 + BdBfCS—
AgCyCe + ApciCs + Afc5c8 + Ajcicyp + Ajcycyy + Bicycy — Bicyes—
B;c,c; + Bjcicg + Bic,cq + cc4; — €1C4C5 + CyC5C5,
a, = AdeBic6 + AinBme + BdBfBic1 + BdBfB,-c4 + Bg,BfBic8
+ ApAicscyg + AyBrcycs — ApBycico + AgBpeicg
- Ade6668 — A Bjcyc + AfBiclc5 + AfBicSc8 - Bdchlc4
+ Bdch2c3 + Bdch1c7 - Bdchlc8 - Bdch4c8 + A cyc6cq
- Afc1c3c9 + Afclc5c7 - Afclc5c8 — Ajcicucqg
+ A;c,c5¢,0 + Bjc;cyc; — Bicjcycq + Bicycscs, (27)
ay = AgAicyCeCig — AgAsciCeCo — ApAic Cscg — AgBrcicycy
— AgBycicec; — AgBpeycscs + ArBcicgeg + AgBicycecy
— A¢Bjcicsc9 + AfBjcics¢; — ApBicicscg — ByBcicycy
+ ByBgcicucs — ByBreycseg — ApAiByceci + AgB¢Bicycs
— A¢B;Bicice + AyByBicico — AiByBscicyg — ArByBicecy
— AiBiBgcycyg — ByByBicicy + ByB Bic,c3 + ByBBic,c;
— ByBBicicy — ByB Bic,cs,
ay = ApA;Byc cecig — AgAiBreycseyg — AgArBiciceco
— AgByBicicyco — ArByBicicec; — AgB¢Bicycscg
+ A¢ByBiciceCg + AiByBcic iy — AiBgBrcycscyg
— ByB¢Bicicyc; + ByB¢Bic cyc5 — ByBBicycscs.

c = 0.53,C0 = I,Ad = Af = )Li = 009,
Table 1 shows Routh’s tabular method.

In Table 1, Pa=py=p=02L0,=P;=p =94, (29)
b, = asay — “6“3,}72 _ 454y — “60‘1’113 _ 9589~ agx0 _ 4, Boa =PBos = Poi =58,
as as as
6 =0.09 a5 = ay = a; = 2.55336.
bia; —b,as b,a, — bsas b, x0—-asx0
1= b, 2T b, 37 b, - After evaluating the above values and substituting them
(28)  into their respective places in Table 1, we get the values
d, = b, - blcz,d2 _abs—0xb, _ by, indicated in Table 2.
o Ol As we can see from Table 2, the first column of Routh’s
dic, - dye, ed —d %0 array, there are two sign changes, one is from 530.3539 to
e == L f =2 ; L =d, —2422.1 and the other is from —2422.1 to 2487.6. Therefore,
1 1

system (10) is unstable for the specified parameters.

To investigate the stability criterion, as an example, let us Moreover, since sign changes twice in the first column, the

take the following parameters specified in [20] for the
corresponding two-sector model. The calculated numbers
are indicated in Table 2:

characteristic polynomial has two roots with positive real
parts. In general, system (10) is stable whenever all entries in
the first column under the Routh array are positive, i.e.,
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TaBLE 2: Ruth’s Table with parameter calculated.

1 -1.5696 -2.1324 5544.8
1.0413 —-6.5034 2508.2 0
4.6761 —2410.9 5544.8 0
530.3539 1273.5 0 0
—2422.1 5544.8 0 0
2487.6 0 0 0
5544.8 0 0 0
ag as, by, dy, e, f1>0. (30) After plugging the above specific values in place of each

parameters in system (5), we have

4. Numerical Simulations

To assess the validity of our analysis, we perform numerical
simulations taking the following parameters specified in [20]

c=053,¢5=1L,1;=1; =1 =0.09,
Hg=pp=p;=02LB;,=PB;=p =94
Boa = ,Bof = Boi = 5.8,
§=0.09, a5 = ay = a; = 2.55336.

(31)

)'/f =1.3532808(y; + v4] — 1.2000792y ; + 2.55336,

), = [0.2298024 0.5362056¢™* a'%)=5% _ 92298024 )
Ya= ™ " 9.4 (yalkys)-5.8 d

l1+e

0.5362056¢>* 01751 =58 _ 2298024

14 >4 Utk )58

+ |:0.2298024 + ]kf —2.55336y,,

. 0.5362056¢"* (775)-38 _ 0 2208024
y; =10.2298024 + ky

1+ 24 (lh)-58

(32)
0.5362056¢>* 0/%)=58 _ 0 2298024

144 (yilk;)-5.8

+ |i0.2298024 + :| x k; —2.55336y;,

P 0.5362056¢>* 017/k:) 55 _ 0.2298024,
! 1 424 0/ky)-s38 o

©0.5362056¢™ 04k =58 _ 02298024

k
d Kq
144 (yalkq)-5.8 ?

[ _ 0.5362056¢™ )70 — 0.2298024,
i X EE i
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2.0

1.5 4

1.0 +

0.5

T T
0 50 100 150 200
time

2.0

1.5 A

Ya

1.0

0.5

T T T
0 50 100 150 200
time

Figure 1: The plots of the trajectories for y, y4, ¥i» k¢, kg, and k;.

Making the right side of all equations in the above system
equal to 0, we get the following equilibrium point:

Yo vy ke ki ki) =(3.9740,0.8187,0.8187,
7.5425,1.5538,1.5538).

We set the initial condition for our simulation as follows:

(¥7(0), 2(0), 7 (0), k5 (0),k; (0), k; (0))

=(y}> 74 0.98y]  Kp ki k7))

=(3.9740,0.8187,0.8023, 7.5425, 1.5538, 1.5538).

(34)

Figure 1 corresponds to the solution path of the system
(yf (), yq (1), y; (1), kf (t),ky (t),k;(t)). One can see from
the simulation that the solution paths are periodic, de-
scribing the fluctuations of durable, fast, and investment-
goods sectors. These periodic orbits may be interpreted to
represent persistent business cycles, and they do not tell us
about the stability of the periodic orbit. It is well known that
there is a criterion to recognize whether the periodic orbit is

stable or not, that is, whether a Hopf bifurcation is su-
percritical or subcritical. However, it is usually hard to
derive economic implications from this criterion because it
requires third-order partial derivatives of the relevant
tunctions, which usually do not have economic meanings,
and so we do not analytically investigate the periodic
stability.

Figure 2 depicts the 3D phase portrait of the dynamical
system. Figure 2(a) is the phase portrait projected in the y ; —
Ya—Y; spaces in black and the y;—y%, v, - y5 vi - ¥/
space in blue. Figure 2(b) is the phase portrait for the k, —
kg — k; spaces in black and the k ; — k%, ky — kj, k; — k" space
in blue. The plots show that the periodic orbit is a stable limit
cycle.

In Figure 3, the time paths for the state variables
V- y}, Ya— ¥y and y; — y; shown in the Figure 3(a) and
k= ki, kg — kg, and k; — ki shown in Figure 3(b). We can
observe the lead and lag relationships between y ; and y;, y;
shown in Figure 3(a) and between k; and kg, k;. We also
observe that the paths of y,;y; and kyk; are
indistinguishable.
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Figure 2: The 3D phase portrait. (a) Phase portrait projected on the y , — y; — y; space in black and the transformed one in blue. (b) Phase
portrait projected on the ky — k; — k; space in black and the transformed one in blue.
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FIGURE 3: Lead and lag plots. (a) (yf - y},yd -y yi—yi). (b) (kf - k},kd -k ki = k).

5. Conclusions and Outlook

In this study, we have described the mathematical details
on a three-sector Keynesian model of business cycles,
which is a modification of Murakami’s two-sector
Keynesian model of business cycles. We consider three
types of goods that differ in property, namely, durable
goods, fast goods, and investment goods. We formalized
the consumption and investment functions from
Keynesian perspectives and then set up a dynamical
system composed of differential equations. Moreover, we
have investigated the periodic nature of the solution paths
and the performed numerical simulations appear that they
are reliable with the accomplished hypothetical coming
about. Furthermore, we would like to suggest researchers
who are interested in this area to use this study as a
reference and conduct further research on the multi-
sectoral Keynesian model of business cycles by paying
attention to the effect of changes in parameter values and
providing the existence and stability of a limit cycle.
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