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Aggregate Elasticity of Substitution and Growth and Distribution

Osumi, Yasuyuki

2,400,000 720,000

In this research,we explored the endogenous mechanism of formulating aggregate el
asticity of substitution between capital and labor that incorporate the behaviours of labor market and goo
d market and analyzed its impacts on growth and income distribution.

Our main results are as follows. Large aggregate elasticity of substitution can enhance growth but decrea
se labor share. In this context, labor mobility across sectors can enlarge the elasticity of substitution.
However, when savings mainly stem from skilled wage income, the instability is more likely to occur with
the empirically relevant capital-skill complementarity, and even with the larger endogenous aggregate elas
ticity of substitution. As to the two sector model, we show that larger heterogeneity of income effects i
n each sector, the larger capital contents in the manufacturing sector, and the larger skilled labor conte

nts in the service sector, are possible causes of increased aggregate elasticity of substitution.
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