


1 Introduction

In his exposition on economic growth theory, Solow (1970) asks, “What are the broad facts about the

growth of advanced industrial economies that a well-told model must be capable of reproducing?”







there is no trend. Figure 1b plots several of the so called great ratios.6 Here we see that the share

of output used to compensate labor has remained relatively steady and the ratios of capital and







outputs by their prices. With prices playing a central role in the total output calculations, a

competitive equilibrium setting is the most natural. In the next few pages, we describe a two-labor-

type, multi-good version of the neoclassical growth model in a competitive equilibrium setting.

3.1 The corporate sector





3.2 The consumer sector

This sector consists of an infinitely lived representative consumer with lifetime utility given byZ ∞

0
e−ρt ln(ct)dt, (6)
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Devoting a unit of time to skill is worthwhile only if the skilled wage compensates for the value of¡
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proposition states that the economy converges to a path where
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5.2 Simplifying-by-doing

Our simplifying-by-doing formulation assumes t
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along with the constraints (2), (1), (9), (10), (13), and (12).
It is useful to organize the proof from here into three steps. In the first, we derive the time

allocation expressions. In the second, we use these results to fi









Using (9) with the goods market clearance conditions, yt(ι) = it, yt(ω) = xt(ω) for 0 ≤ ω ≤ nt, as
well as the input market prices, (3), (4), (5), gives

it =
·

kt + (δ + gA + gL) kt. (A.27)

Using (A.2), (A.9) and (A.27), (A.26) becomes
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C Technical appendix (Not intended for publication)

This appendix provides several small demonstrations noted in the paper. Because they are not
essential to the primary objective of the paper, they are included in this separate appendix not
intended for publication.

C.1 Converting from aggregate form into intensive form
We begin by specifying the model in aggregate form and converting it into the intensive form. The
demonstration is carried out for the social planning version of the model. The steps are analogous





Defining the intensive form consumption level for good ω as xt (ω) ≡ Xt(ω)

t t






