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Abstract

In this article, we study the influence of wage differentialtbe emergence
of endogenous fluctuations. In this way, we introduce a catai market, based
on the efficiency wage theory of Shapiro and Stiglitz (1984)an overlapping
generations model. We show that wage inequality is a sodreedongenous fluc-
tuations. Indeed, a sufficiently strong wage differentégds to the occurrence
of cycles of period two and local indeterminacy. Moreovergcontrast to several
existing contributions, these results depend neither oreasing returns to scale,
nor on the degree of capital-labor substitution.

Keywords endogenous fluctuations, dual labor market, wage ineguefficiency
wage.
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1 Introduction

In this paper, we focus on the role of labor market imperéeion the emergence
of endogenous fluctuations. More precisely, we analyze ffieeteof a wage in-
equality on local stability of the steady state and occureenf bifurcations.

For the last twenty years, a lot of economists have beerestied in the emer-
gence of endogenous fluctuations in macroeconomic médetsyvever, most of
these authors consider the labor market as perfectly cotmpdsee for example,
Benhabib and Nishimura (1985, 1998), Grandmont (1985)n@rent, Pintus,
and de Vilder (1998), Reichlin (1986)). Recently, in someches, imperfec-
tions in labor market have been introduced. For examplebian (2000) con-
siders a monetary economy characterized by monopolistipetition on goods
and labor markets. In this model, cycles of period two canrgeén an econ-
omy where involuntary unemployment takes place. Coimblayd-Braga, and
Modesto (2004) introduce unions in an overlapping genamatmodel. In an ef-
ficient bargaining framework, these authors conclude thatbiargaining power
of unions influences the local indeterminacy and occurr@icndogenous cy-
cles® Coimbra (1999) analyzes the effect of the indivisible labgpothesis on
the emergence of endogenous fluctuations, assuming aeeffjcivage on the la-
bor market. He obtains two labor market regularities: emyplent is more volatile
than real wages and real wages are acyclical.

Nevertheless, in this field of research, the literature lgasred an impor-
tant stylized fact of the labor market, namely the existesfogage differentials.
Indeed, empirical studies of Dickens and Katz (1987), Kewmegnd Summers
(1987), Katz and Summers (1989), Gibbons and Katz (1992)Admmivd, Kra-
marz, and Margolis (1994) highlight the existence and thsigence of wage
inequalities in most industrialized countries. A lot of tiaxs can explain these
wage differentials, such as the size of the firms, the gendéheounion rate.
However, most of these empirical studies show that the exxigt of wage gaps
between employees results from differences in individueliaracteristics, no-
tably skill. Thus, it seems to be important to take into act@wage inequality,
based on skilled heterogeneity, in a macroeconomic dynasergpective. New
labor market approaches allow us to explain this wage diffeal theoretically.
In particular, the dual labor market approach, based onfflogeacy wage theory
developed by Shapiro and Stiglitz (1984), provides an exgilan to the ratio-
nal existence of wage inequalities (Bulow and Summers (L9Bthes (1987a),
Jones (1987b), Saint-Paul (1996) or Agenor and Aizenma@7)9 We thus in-

2For a survey, see Benhabib and Farmer (1999) or Guesneraodford (1992).

3See also Lloyd-Braga and Modesto (2003) who introduce sniora model la Woodford
(1986).

4See Akerlof and Yellen (1986), Yellen (1984) or Weiss (198t )a survey on the efficiency
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troduce this new labor market approach in a dynamic macrao@ model, in
order to study the influence of wage inequality on the emerg@h endogenous
fluctuations

In this way, we consider an overlapping generations modil perfect fore-
sight. The production of a unique final good takes place insexctors, namely
the primary sector and the secondary setiorthe primary sector, firms use only
one input, skilled labor, under a constant returns to sealertology. The worker’s
effort being not perfectly observable, the employer setmve-equilibrium effi-
ciency wage in order to elicit qualified worker from shirkjwghich is well-known
as the non-shirking condition. In the secondary sectorsfinse two inputs, cap-
ital and unskilled labor, under a constant returns to sealertology. Contrary to
the primary sector, worker’s effort is perfectly obseneland so employees earn
a competitive wagé. The presence of an efficiency wage in the primary sector
leads to a rationed labor supply. Moreover, labor mobiktassumed to be per-
fect. So, unemployment cannot emerge in this dual econanog ghe secondary
sector is competitive. Furthermore, a wage differentiglesps at the equilibrium,
coming not only from skilled heterogeneity, but also frora firesence of incen-
tives based on efficiency considerations in the primaryosect

The dynamics of the model are entirely governed by a two-dsiomal sys-
tem, which directly depends on the wage structure. In oadanalyze this system,
we first show the existence and the uniqueness of the steaidy gut the main
result concerns the emergence of endogenous fluctuatiet®dbe existence of
a wage inequality. Indeed, we show that endogenous fluonstannot occur
under a weak wage differential. However, when the wage iakguecomes suf-
ficiently high, cycles of period two can appear through theuoence of a flip
bifurcation and the steady state is locally indetermin&tence, we put in light
that wage inequalities are a source of endogenous fluchgatilm other words,
when efficiency considerations play an important role inghenary sector, i.e.

wage theory.

SWe can notice that the aim of this paper is not to provide ana@gtion of the existence of
dual labor market (Albrecht and Vroman (1992), Rebitzer dagor (1991), Saint-Paul (1991,
1996), Teulings (1993)) but rather to show implications ofts labor market structure on the
dynamic stability. Furthermore, it is important to notettbar version of efficiency wage does
not correspond to a dynamic approach of Shapiro and St{d@84). Such a field of research has
been explored by Kimball (1994), for instance.

6Contrary to a lot of papers (Benhabib and Farmer (1996), Beithand Nishimura
(1985,1998), Boldrin (1989), Galor (1992), Harrison anddéfe(2002)), we do not consider a
two-sector model with a consumption good and investmend g@cause we essentially focus our
attention on the role of labor market imperfections.

"As it is argued by Agenor and Aizenman (1997), this kind ofolabegmentation can be
interpreted as the coexistence of a services sector aggdahito white collars and an industrial
sector assimilated to blue collars.
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the level of skilled worker effort is relatively high, the mahirking condition is
a source of cycles. Moreover, contrary to a lot of contribmsi, our results de-
pend neither on increasing returns to scale, nor on the degrihe capital-labor
substitution (Cazzavillan (2001), Cazzavillan, LloydaBa, and Pintus (1998),
Grandmont, Pintus, and de Vilder (1998), Lloyd-Braga ()98®ichlin (1986),
Woodford (1986)). More generally, this paper shows thabitabarket imperfec-
tions can explain fluctuations due to self-fulfilling expains and endogenous
cycles.

This article is organized as follows. In section 2, we présiea model. In
section 3, we show the existence and uniqueness of the ss¢a@y In section
4, we analyze the emergence of endogenous fluctuationdlyf-ima conclude in
section 5.

2 The Model

In this paper, we consider an overlapping generations muitteperfect foresight
and discrete time, = 1, 2...co. The population is constant and equald.tcEach
generation lives two periods. In a periodyoung consumers born atand old
consumers born at— 1 live together. Households consume at the two periods of
their life a unique final good which is the numeraire. At thetfperiod of his life,
each young consumer chooses to supply or not one unit of &Eimbrents capital
to the firms at the real interest rate.

The final good is supplied on a perfectly competitive markég. assume that
two types of technology can produce this good. Each typedfrielogy is as-
similated to a sector called respectively primary and séapnsector. Following
the dual labor market literature (Bulow and Summers (19B@gringer and Pi-
ore (1971)), jobs of the primary sector are remunerated a&jleehlevel than in
the secondary sector. In this way, we can notably think ofganssted labor
market characterized by the coexistence of skilled andilkegkvorkers who re-
spectively belong to primary and secondary sectors. We oasider that the
unskilled workers are more substitute to the physical ehghian skilled workers
(Flug and Hercowitz (2000), Koebel, Falk, and Laisney (QpORloreover, the
secondary sector where the unskilled workers are emplayéukei most capital
intensive. That is why in this paper, we consider the limgecavhere capital is
only used in the secondary sector. Furthermore, the quhiifeekers are able to
provide a higher level of effort than the unqualified workers

More precisely in the first sector, the technology is cham@otd by constant
returns to scale and the firms use an unique input, labor. firhe Gannot perfectly
observe the skilled worker’s effort. In order to deter thekens from shirking, an
efficiency wage of the type of Shapiro and Stiglitz (1984)as above the com-
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petitive one. Therefore, we observe an excess of labor gupfhis sector. In
the secondary sector, the final good is produced using tapitdlabor. The pro-
duction takes place under constant returns to scale. Mergare assume that the
worker’s effort is perfectly observable and so the wage régodly competitive.
Furthermore, each generation is composed by skilled werife) and unskilled
workers (), in fixed proportion. The unqualified employees can onlykniar
the secondary sector, while the qualified employees who tifintba job in the
primary sector, can immediately enter the unqualified sedtbis last remark is
based on the fact that the technology in the primary sectuires a higher level
of effort (or qualification) than in the secondary sectondfly, assuming a perfect
mobility of workers between the two sectors, unemploymeannot occur in this
economy.

2.1 Firms and Labor Market

We first present the primary sector. We assume that the ptioducnction can
be written as follows:
Ylt(ea th) =ely (1)

whereY;,; denotes the final good product in the primary sediesthe number of
skilled workers hired in this sector, armdheir level of effort. We suppose in the
following thate € {0, ¢, }.

We recall that in this sector, firms cannot perfectly obseveeker's effort.
Hence, the employer has to set an efficiency wage so as toskéfled workers
from shirking and incite them to provide a strictly positlegel of effort. Assum-
ing that workers preferences on consumption and effortearsible, the indirect
utility function is given by:

Vi=Hw; —e¢ (2)
wherew; denotes the real wage aidthe level of effort of the worker which
can be equal to or e, in the primary sector, aneé, € (0,e;) in the secondary
sector. MoreovelH,; represents the worker indirect utility of consumption per
unit of wage and we will define it more precisely in the nexttgec We further
suppose that firms considéf, as given at period. The level of effort will be
strictly positive € = ¢;) if the skilled worker is employed in the primary sector
and does not shirk. It will be zero if this worker shirks in thealified sector
ande; if he works in the secondary sector. We assume also that thieotoate
of each worker is constant and noted (0, 1). Following Shapiro and Stiglitz
[1984], the employer determines the level of wage such tieaekpected utility
of an employee, who produces the effort, is greater thanxpeated utility of an
employee who shirks (non-shirking condition):

Huwyy — ey > (1 — ¢)Hywyy + c(Hywar — €2) (3)

7
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wherew;; denotes the real wage in the primary sector apdthe real wage in
the secondary sector. The left hand-side in expression €asares the expected
utility derived by a worker who is not shirking and provideleeel of effort equal
to e1, while the right hand-side measures the expected utility sfirking worker
as a weighted average of the consumerutility if it is caugirking and fired
(with probabilityc), and if it is not caught (with probability—c). In this last case,
the level of effortis zero. We can further notice that a shigkskilled worker, who
is caught, immediately enters the secondary sector andda®the same effort
as an unskilled workeg,. At the equilibrium, the employer sets the wage such
that the employee will be indifferent between shirking ad shirking® Using
equation (3), we obtain:
€1 — C€y
e (4)
We can note that the non-shirking condition (4) implies tkistence of a wage
differential, at the equilibrium. This wage inequality reases with respect to the
qualification gap between skilled and unskilled workersleled, a greater level of
effort in the primary sector constrains the employer to givegher remuneration
in order to deter skilled workers from shirking. We also rekthat an increase of
the probability of getting caughtreduces the wage differential. In other words,
employees provide a strictly positive effort for smalleigea in the primary sector,
when the probability of detected shirking workers risesrébwer, we notice that
a higherH, decreases wage inequality. Indeed, it raises indiregtyugier unit
of wage, which reduces the incentive for workers to shirkelemployers of
the primary sector put the wage at a lower level with respethé competitive
wage. Finally, we precise that, in contrast to Kimball (1p@4ho is interested in
dynamics of the Shapiro and Stiglitz efficiency wage, our-sbinking condition
is based on a static version of this last one.
The firms of the primary sector maximize their profits. Thetfigler condi-
tion can be written:

Wi — W =

Wiy = €1 (5)

In the secondary sector, a continuum of firms of unit mass tvgesnputs,
the laborL,; and the capital;_; in order to produce the final good. Assuming
constant returns to scale, the production function can litgenr

Yo = Bf(ki)eaLoy (6)

wherek, = K, 1/(eaLs) is the capital-labor ratio in the secondary sectbr,
the intensive production function arigl > 0 a scaling parameter. Moreover, we
assume:

8In this case, we consider that the employee decides to pedtieqositive effore; .

8



halshs-00194165, version 1 - 5 Dec 2007

Assumption 1 The intensive production functiof(%) is continuous fork > 0,
C? for k > 0 andp sufficiently high, increasingf((k) > 0) and strictly concave

(f"(k) < 0).

At each period, firms maximize their profits. So, we can dedeeaisual first
order conditions:

ry = Bf' (k) (7)
woy = Beo(f (k) — kf' (k) (8)

wherer; denotes the real interest rate ang the perfectly competitive wage. We
represent the dual labor market in Figure 1.

Wit Lg,
L L, /
W1
Woy
- L
Ly Loy

Figure 1: Dual labor market

Before presenting the consumption sector, it is convemngetefine the follow-
ing relationships. First, we note the capital share in tl@sdary sector income
s(k) = f'(k)k/f(k) € (0,1). Moreover, we also note(k) > 0 the elasticity of
capital-labor substitution. Using (7) and (8)¢o (k) = dIn (f(k) — kf'(k))/dIn k—
dIn f'(k)/dInk. Sinced(f (k) — kf'(k))/dk = —kf"(k), we can deduce that:

dIn (f(k) — kf'(k)) _ s(k)
dlnk ~ o(k) ©)
dln f'(k) _ 1—s(k)

dlnk o(k)

(10)
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2.2 The Consumers

We assume that preferences of a representative householétio> 1 are ad-
ditively separable between consumption and effort. Weh&rrsuppose Cobb-
Douglas preferences over consumption when young and @tiwih respectively
noteCy; andCs;. ;. When the individual is young, he supplies one unit of labor.
The labor income is spent in final good or saved through thehase of capital
K;. The capital fully depreciates after one period of productiwhen old, indi-
viduals rent to firms the capital good at the expectedrate At the first period,

a generation of old lives only one period and has the capiteksas unique en-
dowment. Then, the problem solved by the representativewsoar born at > 1

is:

maz ACY,Cy % — & (11)
sit.Cry+ K, =, (12)
Coy1 = 7“t+1[~(t (13)

whereA > 0 is a scaling factorg € (0,1), ¢ € {0,eq,¢;} denotes the level
of effort and(); is the income of the representative consumer. We derive the
following conditions:

Clt = aQt (14)
CQt—I—l = (]_ - a)rH_th (15)

and B
K =(1- a2, (16)

Substituting (14) and (15) into (11), we obtain the indinattlity:
Au(ry)Q — é (17)

with u(re1) = a®(1 — a)'~%r,{". We can note that the relation (17) justifies the
indirect utility used in the non-shirking condition (3). deed, the real interest
rater; ., is considered as given by the firm at periodnd so we identifyH, to
Au(ry,1). Referring to the previous section, it notably means thaghérr,.
which corresponds to a highéf;, leads to a weaker wage inequality.

2.3 Intertemporal Equilibrium

In order to determine the intertemporal equilibrium, weibény given the ex-
pression of the global labor income. Since workers mobibtyperfect { =
Loy + Ly = Ly + L), we have:

0L = Wlt(i — Loy) + wor Loy (18)

10
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At the equilibrium,EIN{t_l = K,_, is predetermined by the savings of the
previous young generation. Then, substituting (5), (7)), (83) into (4) and (16),
we obtain:

K
62/%

Ky=(1—a) |esL — (ey — Bey (f (ki) — kuf' (k1))

(19)

€1 — C€y

er — Bey [f(kt) - ktf’(kt)} = Acu [Bf’(kt+1)] (20)

Definition 1 An intertemporal equilibrium with perfect foresight is agsence
(Ki—1, k) € 3, t=1,2,...00, such that (19) and (20) are satisfied.

The two equations (19) and (20) govern the dynamics of the@ug. In-
deed, they determine a two-dimensional dynamic systemanviéhpredetermined
variable, the capital. Moreover, we can remark that theserelations directly
depend on the wage and employment structure. More precsalings (equa-
tion (19)) is defined by earnings of skilled and unskilled kays and and size of
the two sectors. Equation (20) corresponds to the non4islidondition which
shows the extend of the wage gap. We notice that this wageiatiegdoes not
only depend on skill heterogeneity, but also negativelytenfuture interest rate.

3 Steady State Analysis

In this section, we study the existence and uniqueness ddtdt®nary state of
the dynamical system (19) and (20). Our analysis will clp$allow Cazzavillan,
Lloyd-Braga, and Pintus (1998) and Aloi, Dixon, and LloydaBa (2000).

A steady staté K, k) is a solution satisfying:

K= (=) |eiL = (er = Bey (F(k) — hy'(R) — (21)
e1 — Bey [f(K) — kf'(k)] = m (22)

Existence is established by scaling the two parameteasid B in order to
normalize the steady state values of capital and capit@lrlaatio. In what follows
we ensure the existence of a steady state, namely Wita: 1 andk = 1 by
choosing appropriate values of the scaling parameters 0 and B > 0 such
that:
€1 — CEo

(23)
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1 1 - €1
B* = —e L+ — 24
- i-a &9
Consideringl. > 1/e, and under Assumption %, has to be included in
(A1, Ay) to ensure thatl* and B* are strictly positive, where:

M= 2)

Az = (1—a) (el — 1) (26)

Furthermore, it is obvious to remark that the steady stateigue. Indeed, the
left-hand-side of (22) is decreasing with respect tavhile the right-hand-side is
increasing with respect to. We deduce the uniquenessigffrom (21).

Proposition 1 Assumingl. > 1/e,, lete; € (A, Ay) whereA; and A, are the
solutions of (25) and (26). Under Assumption 1Aifand B are defined by the
relations (23) and (24), thef, k) = (1, 1) is the unique stationary solution of
the dynamic system (19) and (20).

We can remark that the conditien > A, means that the efficiency wage in
the primary sector is always greater than competitive watieecsecondary sector,
l.e. wy; > wyy. In other words, we ensure that the level of effort in the iy
sector is such that the non-shirking condition is alwaysvaht. Furthermore, the
inequalitye; < A, implies that the secondary sector wage is strictly positive

4 Local Dynamics and Bifurcation Analysis

In this section, we analyze the role of wage differentialloeeémergence of local
endogenous fluctuations. In particular, we show that endmgefluctuations can
occur only if the wage differential is sufficiently strong this way, we study the
local indeterminacy of the steady state and the occurrehtmral bifurcations.
So, we first differentiate the dynamic system (19) and (2@h@&neighborhood of
the steady statgX, k) = (1,1). Indeed, from Hartman-Grobman Theorérie
linearized dynamic system is qualitatively analogous &) @nd (20). Using (9)
and (10), we obtain:

9This theorem can be applied if the Jacobian matrix evaluateide steady state is invertible
and if it has no eigenvalue of modulus one.

12
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th = (1 - 611_/(1 - CL)) th—l

€1 _ s €9 [(1 —a)e, L — 1} (27)
+ 1—5(1—a)(62L—1):| [E+62—61(1—(I,)(62I,—1) dkt
sy = — s 62—61(€2E—1)(1—a)dkt (28)

(1—a)(1—s) eserL(1—a)—1)

wheres = s(1) ando = o(1).
At this stage, we can remark that the wage differential imxareiasing function
of the parameter, at the steady state. Indeed, we have:

- 1
W1 — Wy = €9 <€1L — > (29)
1—a

Moreover, where; tends toA, w; tends tau,, and the wage inequality becomes
weak. On the contrary, when tends to\,, w, tends td), and the wage inequality
is the highest. Most of these remarks allow us to study thaenfie of the wage
differential on the occurrence of endogenous fluctuations.

Proposition 2 Lete;r = ﬁs@ff;il):g(;fifm. Assumingd. > 2/e,, when the
wage inequality is smalle; € (A1, e1r)), the steady state is a saddle. When the
wage differential raises, a flip bifurcation occufs, = e;r) and the steady state
becomes a sink when the wage inequality is sufficiently kigk (e;r, A)).

Proof.
From the relations (27) and (28), we can easily compute tloeciggenvalues
of the Jacobian matrix:

M= (1-eL(l-a)) (30)
s ey —ei(eal — 1)(1 — a)

4 S es(erL(1 —a) — 1)

(31)

SinceL > 2/e;, \; € (—1,0). We can notice thak, < 0. Furthermore), is
strictly increasing with respect t9 and varies from-oo to O whene; increases
from A; to A,. So, there is a unique valegr such that\; = —1, with:

1 s+ (1—a)(l—s)
" 1—as(L—1/e))+ (1 —5s)(1—a)L

(32)

€1F

13
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We can conclude that when < e, the steady state is a saddle, a flip bifurcation
occurs where; = e, and the steady state becomes a sinkefor e 5.
[ |

We can first note that a weak wage inequality (ends tow;) implies that
the steady state is a saddle. Then, endogenous fluctuatanstcemerge in the
model. However, when the wage differential increases, keofgeriod 2 appears
trough the occurrence of a flip bifurcation. Moreover, treasgly state equilibrium
is locally indeterminate when the wage inequality is sugfitly high® Hence,
endogenous stochastic fluctuations can emerge in the raigidd of the steady
state. Endogenous stochastic fluctuations can also appter heighborhood of
the cycle ifitis locally stable, i.e. if the bifurcation isjgercritical'* These results
mean that under constant returns to scale, endogenousstoadnd deterministic
fluctuations can emerge if the wage inequality is strong ghou

Before explaining these economic features, we recall thateixtent of the
wage differential depends on the skill gap between qualdretunqualified work-
ers and on the incentives to deter skilled workers from smgrkFurthermore, in
our dynamic framework, this wage inequality is also negdgicorrelated to the
level of future interest rate. Indeed, a higher level of titerest rate raises more
the indirect utility of a worker employed in the primary sacthan if it is hired in
the secondary sector. So, it reduces the worker incentigkitk. In other words,
a higher interest rate increases the cost of being fired iprihgary sector. Then,
the skilled worker will not shirk for a weaker wage differeht

We can now give a more intuitive explanation of the emergefeadogenous
fluctuations in this model. In what follows, we first presertiyna sufficiently
high wage differential promotes the occurrence of indeileacy and endogenous
cycles. Secondly, we highlight the dynamics around theecycl

In order to show what the main mechanism is which generatEtenminacy
and endogenous cycles, we can rewrite the dynamic systenaiftiq20) as:

€1 — CEa
_ - 33
Wit — Wyt Acu(rt+1) ( )
K; = (1 — a)[wy L — (w; — wa;) Loy (34)

We can easily remark that capital accumulation is strongtyatated to the wage
structure. More precisely, in the case of a small wage inggudue for instance
to a small skill gap, the second term in the brackets in eqngd84) becomes ar-
bitrarily small. So, capital accumulation mainly dependsx@onstant term,, L.

0we recall that the steady state is locally indeterminateisf locally stable (sink) because the
capital is predetermined.

1For more details, see Grandmont, Pintus, and de Vilder (1898 Guesnerie and Woodford
(1992).

14
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On the contrary, when the wage differential is relativelghiit strongly affects
the aggregate savings;. Since wage inequality is decreasing with respect to
expected interest rate (equation (33)), a variation of ititisrest rate, yielding a
modification of wage differential, implies a large variatyilof capital accumula-
tion only when the wage inequality is strong enough.

Taking into account that wage inequality is sufficiently nigp generate an
endogenous cycle, we now give a more detailed explanatidheoévolution of
the variables around the cycle. To do that, consider thatdewéates from the
steady state following an increase of the future expectiedast rate. Through the
non shirking condition (33), wage inequality is weaker.c®ithe efficiency wage
is constant, it means that the competitive wage becomeghagtd then labor in
the secondary sector decreases. From equation (34),dldis e a greater level of
capital. So future interest rate increases, and expengasie self-fulfilling, only
if the labor in the secondary sector raises at the next péfigd). This more
important size of the secondary sector reduces the convpatiage in this sector,
and raises the wage inequality at the next period. Thesest@sits negatively
influence savings and then capital accumulation at theviatig period (¢, 1).
These elements clearly explain what happens around a cycle.

It is important to notice that our results do not require @aging returns to
scale and the existence of externalities as it has oftendieamn by a large litera-
ture (Benhabib and Farmer (1994), Cazzavillan (2001), 8altan, Lloyd-Braga,
and Pintus (1998) or Lloyd-Braga (1995)). Furthermore, ae ©otice that the
conditions for the emergence of endogenous fluctuationsoti@epend on the
elasticity of capital-labor substitution. So, contraryadot of existing contri-
butions (Reichlin (1986), Grandmont, Pintus, and de Vilfl98), Woodford
(1986)), local indeterminacy and deterministic cycles appear for all values
of this elasticity. Finally, using equation (32), we canilyasee thate,, is an
increasing function of. Hence, a smaller capital share in the secondary sector
income promotes the occurrence of local indeterminacy.

5 Conclusion

In this paper, we consider a dual labor market, based on &hapd Stiglitz
[1984] efficiency wage, in an overlapping generations modéle introduction
of such labor market imperfection leads to a wage diffeedati the equilibrium.
In this framework, we show that a sufficiently strong wagequnadity promotes
the emergence of endogenous fluctuations. Moreover, oultsetepend neither
on increasing returns to scale, nor on the degree of cdplal- substitution. So,
this article shows more generally that the introduction efvlabor market ap-
proaches play an important role on the emergence of endagdinctuations. Fu-
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ture researches have to take into account other labor nmep&eifications (unions,
matching...) in order to study their influence on the ocauresof endogenous
fluctuations.
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