Contents

1

2

I ntroduction 1
Hierarchic Preferences 9
21 BasicSet-up . . . 9
211 Individua Demand . . . . . . . . . . 12
212 Aggregate Demand . . . . . 14
22 Hierarchy and CRRA . . 20
2.3 Non-Homothetic Utility in the Previous Theoretical Literature . . 23
24 Appendix ... 26
24.1 Convergence of the Utility Integra. =~ . . . . . | 26
24.2 Proof of Proposition 1 . . . . . . . . 28
Structural Change and Balanced Growth 31
31 Introduction . . . . . . .. 31
32 Satic Equilibrium . . . 36
321 Preferencesand Demand . . . . . . 36
322 Optima Price Setting . . . . . . . . . 37
323 Demand and Price Structure . . . . . . . . . 37
3.3 Dynamics of the Economy. . = =~ . . . 40
331 R&D and the Resource Constraint . . . . . . . . . 40
332 Intertemporal Consumption Choice . = . = . . . . . 42

34 Equilibrium Growth Path = . . . . . 43




viil

Contents

34.1 Definition of Equilibrium Growth Path .~ =~ = = = .= = = . = 43
34.2 A Unique Equilibrium . .~ . . 45
3.5 Structural Change and the Kaldor Facts . . . . . . . = . . . . . 49
351 TheKador Facts . =~ . . . . . . . . 49
352 Structural Change . . . . . . . 51
3.5.3 The Impact of Hierarchic Preferences = = =~ =~ = . . . 55
36 Calibration . . 57
3.7 Other Types of Equilibria . .~ . . . . . . | 61
38 Isthe Optimal Patent Duration Infinite? . . . . . . . . . . . . 64
39 Discussion and Extensions = . . . . . 66
310 Appendix . . . 68
3.10.1 Proof of Lemma 1 = . . . . . 68
3.10.2 Proof of Lemma2 . . . . . . 68
3.10.3 Proof of Lemma 3 . . . . . . 70
3.104 Proof of Proposition4 . . .~ . . . . . . . 71
3.10.5 Proof of Proposition 9 (Patent Duration) . = . = . = = 71
Inequality and Research Incentives 75
4.1 Introduction . . . . . . 75
4.2 Static Equilibrium 78
4.2.1 Hierarchic Preferences and Consumption Choices .= = = . 78

4.2.2 The Determination of Prices and the Structure of Consump-
tton . . 80
423 Solving the Static Consumers' Problem . .~ .~ . .~ . . . 83
4.2.4 Static Expenditures and Utilities . =~~~ . . . . . 85
4.3 Dynamics of the Economy . . . .~ . . . 87
4.3.1 Intertemporal Allocation of Expenditures . . . .. 87
4.3.2 The Supply Side: Technology and Resource Constral nt ... 88
433 The Innovation Process = = . . . . . . . . . .. 91
4.4 Distribution of Income and Wealth .~~~ .~ . . . | 93
45 Genera Equilibrium 94
451 The Three Possible Regimes . =~ . . . . . . . 95
45.2 A Graphical Representation of the Equilibrium . =~ . .~ = 98
453 Steeper Hierarchy . . . . . . 102
4.6 The Impact of Inequality on Growth . . .~ . . . 103
4.6.1 No Traditional Sector u=0). . = . . . . . . . 103
46.2 TheGeneral Caseu>0 . . . . . . . .. 104
477  Summary. . . 106



Contents ix

48 Appendix . . . . .. . . . . . . .. .1c8
481 The Case With Preemptlve Patentlng o .. .. 108
482 The Case Where All Individuals Buy All Products . = = 112
48.3 Pproof of Lemmas .. . . 114
484 Proof of Proposition 22 =~ = . . . 116

M ar kups and Exclusion 117

51 Introduction . . . . . . I 4

52 Monopolistic Competition With Non-Homothetic Preferences . . . 121
521 Consumers and Firms . = . . R D2AC
522 Restrictions on Preferences and Distribution = . . . . . 124

53 Symmetric versus Asymmetric Equilibria = . . .~ . . . 126
531 Symmetric Equilibrium = = = 126
532 A Condition Whether Symmetry Constitutes an Equmbrlum 129
533 The Asymmetric Case (‘Excluson’). . .= . . . . = = 131

54 Unemployment == == R IC 5
541 Symmetric Equmbrlum P IC 5%
542 Asymmetric EqQuilibrium . .~ . . . . 136

55 Discusson = @ o o ... 139

56 Appendix . . . ... ... 1a

Conclusions 143

Refer ences 147



