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Interrelated Factor Demand with Fixed Costs of Investment:
Consequences for Employment Dynamics
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A structural model of optimal investment and labor adjustment is derived and estimated. Investment is
subject to adjustment costs with a fixed component, while labor has strictly convex adjustment costs. The
sys- tem of factor demand equations is estimated together with the production function using threshold
estimation techniques and Seemingly Unrelated Regression (SUR). Using generalized impulse response
functions we investigate how the threshold behavior of investment can lead to apparent non-linear
employment dynamics, even though employment changes can be described by a linear model.
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