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Abstract

This study presents a growth model with automation technology that considers two
classes (workers and capitalists) who conduct dynamic optimization in different man-
ners. In addition to two production factors, labor and traditional capital, automation
capital is included as the third production factor. Long-run dynamics of input ratios of
production factors, income distribution, and per capita output growth are investigated.
Regardless of the size of workers’ discount factor, workers’ own traditional capital has
no transitional dynamics and stays constant. When capitalists’ discount factor is large,
in the long run, the growth rate of per capita output is positive and constant: endogenous
growth is obtained. In this case, income gap between workers and capitalists continues
to increase through time. When capitalists discount factor is small, two different cases
appear. First, when the initial value of traditional capital is large, both capitalists’ own
traditional capital and automation capital converges to constant values. In this case, in-
come gap between workers and capitalists converges to a constant value. Second, when
the initial value of traditional capital is small, capitalists’ own traditional capital con-
verges to a constant value while capitalists’ own automation capital approaches zero.
In this case, income gap between workers and capitalists converges to a constant value.
When automation capital becomes zero, after then, the dynamical system switches to a

dynamical system without automation capital.
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1 Introduction

This study builds a growth model with automation capital (automation technology), and in-
vestigates the effect of accumulation of automation capital on economic growth and income
distribution. How do advances in automation technology affect our economy?

Automation technology such as artificial intelligence (Al, hereafter) and robots are now
widely utilized in our economy. Automation technology are generally thought to substi-
tute labor. Frey and Osborne (2013) point out the possibility that Al and robots drastically
substitute human labor. They investigate the effect of automation technology on the U.S.
labor markets, and find that about 47% of labor will be substituted in the future. McKin-
sey Global Institute (2017) analyzes more than 800 jobs and more than 2000 activities in
the United States, and finds that about 45% of labor activities can be potentially substituted
by Al. Boston Consulting Group (2015) predicts that about 40-50% of jobs in the United
States, the United Kingdom, Canada, and Japan will be substituted by Al and robots until
2025.

Recently, attempts to investigate the effect of automation technology on an economy
from the viewpoint of macroeconomics have proliferated.! These attempts are roughly clas-
sified into the task base approach represented by Daron Acemoglu and the automation capi-
tal approach represented by Klaus Prettner.”

Acemoglu classifies the effects of Al and robots on macro economy into several effects
(Acemoglu and Restrepo 2018, 2020). Al and robots substitute human labor and decrease
labor demand and wage rate. At the same time, introduction of Al and robots creates new
employment in the labor market, which increases labor demand and wage rates. Accord-
ingly, introduction of Al and robots has a counterbalancing effect. Under some assumptions,
positive effects dominate negative effects. Acemoglu reaches the conclusion that introduc-
tion of Al and robots cannot produce severe unemployment and wage declines.?

Prettner (2019) introduces a new production factor, “automation capital” that perfectly
substitutes labor such as Al and robots, and differentiates it with “traditional capital” such
as machines and factories. He builds an augmented Solow growth model with automation
capital, which enters the Cobb—Douglas production function. He assumes that a represen-
tative household saves a constant fraction of income, a fraction of the saving is allocated to
accumulation of automation capital, and the rest of the saving is allocated to accumulation

of traditional capital. The results show that the wage rate and labor share of national income

'For analysis of mechanization in a growth model, see the study of Zeira (1998).

2For growth models with Al and robots, see also Aghion et. al. (2019).

3There are empirical studies that report the effects of introduction of labor substitutable technology on
employment and wage rates (Graetz and Michaels 2018; Cords and Prettner 2019; Acemoglu and Restrepo
2020).



decrease with accumulation of automation capital. Moreover, accumulation of automation
capital produces endogenous growth of per capita output even though there is no exogenous
technological progress.

Heer and Irmen (2019) criticize the study of Prettner (2019). In the Prettner model, two
kinds of assets appear—automation capital and traditional capital. However, he does not
consider the no-arbitrage condition between the two assets. An economic agent will invest
by considering returns of the two assets, and at the equilibrium, returns of the two assets will
be equalized. Heer and Irmen introduce the no-arbitrage condition into the Prettner model,
and then, show that there is a linear relationship between automation capital and traditional
capital. With this linear relationship, the Cobb—Douglas production function leads to the
AK production function, which produces endogenous growth as long as traditional capital
is accumulated. In Prettner (2019), investment allocation between automation capital and
traditional capital is given exogenously. However, they show that due to the no-arbitrage
condition, this investment allocation is endogenously determined.

Gasteiger and Prettner (2020) build an overlapping generations model with automation
capital, and show that endogenous growth cannot be obtained and an economy becomes
stagnant in the long run. In the overlapping generations model, income of working gener-
ations is wage income, which decreases through accumulation of automation capital. The
decrease in wage income decreases saving of households, which decreases accumulation of
traditional capital, leading to the stagnation of the economy.*

The present study is an attempt to investigate how advances in automation technology
that substitutes labor affect an economy. Based on Prettner (2019), we provide a growth
model that includes automation capital as a factor of production.

The main contribution of this study is to investigate the effect of advances in automa-
tion technology on income distribution. For this issue, the existing studies with automation
capital use a representative household model. Prettner (2019) uses a Solow-type saving
function such that a representative household saves a constant fraction of income. In con-
trast, Gasteiger and Prettner (2020) assume that a representative household solves a two-
period overlapping generations model. Both studies assume that a household obtains both
labor income and capital income, and hence, they cannot examine the effect of accumulation
of automation capital on income distribution and income gap because a change in income
distribution is a change in income distribution in a household and not a change between
different households.

For this reason, to investigate the effect of accumulation of automation capital on income

“Mechanization can decrease wage rates, which consequently stagnates an economy and decreases the
social welfare of future generations. For this issue, see Benzell et al.(2015) and Sachs et al.(2015).



distribution between households, we introduce two classes, workers and capitalists who
show different saving behaviors. To our knowledge, this study is a first attempt that considers
automation technology.

For saving behaviors of workers and capitalists, the debate between Pasinetti (1962) and
Modigliani and Samuelson (1996) is widely known. Pasinetti (1962) argues that if workers
save, workers obtain interest income by holding capital through savings. Accordingly, the
total capital of the whole economy is composed of workers’ own capital and capitalists’ own
capital. In addition, he reveals that at the steady state where workers and capitalists coexist
(i.e., the Pasinetti steady state), the profit rate (rate of return of capital) is given by the natural
growth rate divided by capitalists’ saving rate, which is called the Pasinetti theorem.

On the contrary, Samuelson and Modigliani (1966) reveal that the derivation of the
Pasinetti theorem critically hinges on the assumption that the capitalists’ propensity to save
is much higher than the workers’ propensity to save. Then, they show that unless the as-
sumption is satisfied, a Dual steady state is obtained.

Almost all previous studies assume that both the workers’ propensity to save and capi-
talists” propensity to save are constant over time: both classes are agents that do not make
future consumption plans.

In contrast, this study assumes that workers and capitalists are rational agents that make
future consumption plans given the lifetime budget constraints. Specifically, workers solve
a two-period overlapping generations (OLG) problem while capitalists solve an infinite-
horizon Ramsey problem. Such an attempt was also made by Michl and Foley (2004).5
They build a growth model in which workers solve a two-period OLG model, and capitalists
solve an infinite-horizon dynamic optimization model. They use a fixed-coefficient Leontief
production function and the real wage rate that is exogenously given according to the Clas-
sical economics assumption: the real wage rate is not determined in order to clear the labor
market, but is institutionally determined.

From our analysis, we obtain the following results. (1) Regardless of the size of work-
ers’ discount factor, workers’ own traditional capital has no transitional dynamics and stays
constant. (2) When capitalists’ discount factor is large, in the long run, the growth rate of per
capita output is positive and constant: endogenous growth is obtained. In this case, income
gap between workers and capitalists continues to increase through time. (3) When capitalists
discount factor is small and the initial value of traditional capital is large, both capitalists’

3 According to Caggetti and De Nardi (2008), the mixture of infinitely lived agents and OLG leads to a
better performance in the empirical research than the case in which all agents belong to the infinitely lived
agents type. For studies that extend Michl and Foley (2004), see Commendatore and Palmisani (2009), Sasaki
(2018), and Kurose (2020). Mankiw (2000) also presents a hybrid model such that savers (i.e., capitalist) and
spenders (i.e., workers) solve different optimization problems,
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own traditional capital and automation capital converges to a constant value. In this case,
income gap between workers and capitalists converges to a constant value. (4) When capi-
talists discount factor is small and the initial value of traditional capital is small, capitalists’
own traditional capital converges to a constant value while capitalists’ own automation cap-
ital approaches zero. In this case, income gap between workers and capitalists converges to
a constant value. When automation capital becomes zero, after then, the dynamical system
switches to a dynamical system without automation capital.®

The remainder of the paper is organized as follows. Section 2 presents our model. Sec-
tion 3 investigates the dynamics. Section 4 compares the results with those of existing
studies. Section 5 concludes the paper.

2 Model

This section presents building brocks of our growth model. First, we provide firms’ behavior
and the no-arbitrage condition. Second, we provide a capitalists’ dynamic optimization
problem. Third, we provide a workers’ dynamic optimization problem. Fourth, we obtain

our dynamical system.

2.1 Firms and no-arbitrage condition

Firms produce a good available for both consumption and investment by using labor, tra-
ditional capital, and automation capital. According to Prettner (2019), suppose that the

production function takes the following modified Cobb—Douglas form:
Y=F(K,LP)=K(L+P)'™" O<a<l, (1)

where Y denotes output, K is traditional capital, L is labor, and P is automation capital. This
production function has a remarkable characteristic that output is not zero even if L = 0
or P = 0. Labor is owned by workers and automation capital is owned by capitalists.
Traditional capital is owned by both workers and capitalists, and hence, we have

K =K"+K" 2)

where K" and K denote workers’ own traditional capital and capitalists’ own traditional

capital, respectively.

SFor the analysis of the dynamical system without automation capital, see Sasaki (2018).



Let w, R*, and R” denote the wage rate, the gross rental price of traditional capital,
and the gross rental price of automation capital, respectively. Then, workers’ income and

capitalists’ income are as follows:

Workers’ income = wL + R'K", 3)

Capitalists’ income = R”P + R‘K°. 4)

From profit maximization, factor prices are equal to their marginal products.

Y
w:(l—a)m, )
Rk:a£, (6)
R”:(l—a/)L+P. (7)

Labor and automation capital are perfect substitutes, and hence, w = R” holds. An increase
in P decreases w, that is, accumulation of automation capital decreases the wage rate of
labor.

The production function does not satisfy the Inada conditions. Accordingly, the follow-

ing relations hold.

KO,/
1 P — — —
fimk" =1 =) (’”
. k
Il{l_r}’(l)R = c0. &)

When P — 0 and K — 0, R? < R* holds. In addition, R* is decreasing in K while R?
is increasing in K. From these, we find that only after traditional capital K is sufficiently
accumulated, automation capital begins to be accumulated.

Gasteiger and Prettner (2020) impose a no-arbitrage condition between two assets K and
P. They state that at the equilibrium, the relation R* = R” holds. From this we obtain

l-«a
P= (—)K - L. (10)
a
This no-arbitrage condition states that there is a linear relationship among the three produc-
tion factors, P, K, and L. As stated above, accumulation of P starts after K is sufficiently
accumulated. From this, we obtain

l-—a

:P:maX{O,(—)K—L}. (11)

a
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Let K be K = % L. When K > K, the accumulation of P starts. Therefore, when 0 < K <
K, we have P = 0, and when K < K, we have P > 0.

Substituting the no-arbitrage condition into the production function, we obtain

K°L'™* if0<K<K
Y = _ o (12)
BK if K <K, B=(k2)

The production function takes the AK form if K is sufficiently large. Accordingly, if tradi-
tional capital exceeds its threshold value, perpetual output growth is possible even without
exogenous technological progress as long as traditional capital stock is accumulated.

Substituting the no-arbitrage condition into the marginal products, we obtain
w=R'=R' =a"(1-a)'" =R (13)

Accordingly, all factor prices are equalized. The wage rate and the rental price of automation
are equalized because labor and automation capital are perfect substitutes, and the rental
price of automation capital and that of traditional capital are equalizes because of the no-
arbitrage condition. For this reason, all factor prices are equalized. The gross rate of return
R takes the minimum value ; when @ = 1 while it takes the maximum value unity when

a=0anda =1.

2.2 Capitalists’ dynamic optimization

We assume that workers and capitalists are rational agents that make future consumption
plans given the life-time budget constraints. Workers solve a two-period over-lapping gen-
erations model. Capitalists solve an infinite-horizon Ramsey-Cass-Koopmans model. This
kind of hybrid specification is based on the work of Michl and Foley (2004).

Capitalists solve the following infinite horizon dynamic optimization problem:

max (1 -8.) ) BilogCi, 0<p. <1, (14)
t=0
s.t. C; + A7, < (1 +r)A;7, (15)
Ag, 1 : given, (16)
A
lim sl (17)

Joeo Hizo(l + rt+j)

where . denotes the discount factor of capitalist, C¢, consumption of capitalists, and equa-



tion (17), the transversality condition. A{ = K} + P, denotes total assets of capitalists. The
real rate of return of A is given by r, = R, — 6. Note that A is composed of two kinds
of assets but the rates of return are equalized by the no-arbitrage condition, and hence the
common rate r, is used. In addition, we assume that both capitals have the same depreciation
rate.

From the first-order condition, we obtain the Euler equation of consumption as follows:
Cr.y =Bc(1 +r1)Cy. (18)
From equations (15), (17), and (18), we obtain the following consumption function.
C; = (1 =B+ r)K;. (19)
From equations (15) and (19), we obtain the dynamic equation of A{ as follows:
A7, =Bl + r)A;. (20)

2.3 Workers’ dynamic optimization

Workers solve the following two-period optimization problem:

max (1 - B,)logcy, + Bylogey,,, 0<pB, <1, 2D
W C;/,t 1

S.t. Cl,t + T;‘Hl < wy, (22)

Wy, Fryp @ given, (23)

where ,, denotes the discount factor of workers, ¢!, workers” consumption in the young
period, and c%, workers’ consumption in the old period. We assume that 3,, < f3...

From this, we obtain the following consumption and saving functions.

e, =0 =Buw, (24)
stw = ,wat’ (25)

where s denotes the workers’ saving. Equation (25) shows that the workers’ propensity to
save is given by S,,.
Using these equations, the accumulation of workers’ aggregate asset is given by

AW — KW

t+1 t+1

= s/ L, = BywiL,. (26)



3 Analysis of dynamics

We obtain the dynamical system. Let af = A{/L, and a;” = A}’/L,. From equations (20) and
(26), we obtain

e _B(l+R-06) .

a,, = o, 4= QOd;, (27)
w ﬁwR
Gt = T (28)

Note that ® > 0 since 6 € [0, 1].

In what follows, we call a“ as assets per capitalist. Suppose that the composition of
ratio of workers and capitalists is kept constant. Let N, and N; denote the population and
the number of capitalists at #, respectively. Then, N, and N; grow at the same rate n, and
hence, L,/N,, Ni/N,, and N; /L, are kept constant. Capitalists’ asset is given by af = %%
Therefore, a; can be regarded as assets per capitalist. In a similar way, we call k< = K“/L ar;d
p = P/L traditional capital per capitalist and automation capital per capitalist, respectively.

Accordingly, the dynamical equations of traditional capital per capitalist £ and tradi-

tional capital worker k" are given by

l-a l-a
k;_l + (T) (ktC_H + k[v:_l) -1=0 [klc + (T) (kf + ktw) - 1:| , (29)
w w ﬁWR
k', =k" = o (30)
wR
subject to k; > - P > 0. 3D

l-a 1+n

Equation (31) is a rewritten form of K > K.
Therefore, we obtain the first-order linear difference equation of k;. The dynamical

system can be rewritten as follows:

ki, = Ok +(© - D[(1 —a)k"” - a], (32)
ks -4 g (33)

11—«

Suppose that at ¢ = 0, the no-arbitrage condition is satisfied.

The right-hand side of equation (32) is a straight whose slope is ® and intercept is
(® - D[(1 — )k — a]. Depending on whether the slope is more than or less than unity
and depending on whether the intercept is positive or negative, different dynamics can be

obtained.



3.1 Restrictions on parameters according to four cases

We consider four cases according to the sizes of the parameters. The criteria in classifying
the four cases are ® = 1 and (® — 1)[(1 — @)k" — @] > 0. From this, we obtain the following

relations:

Bell +a%(1 — )~ - 6]

= =
®=1 o7 =1, (34)
w a Bua®(l —a)' = a
= =
These conditions can be rewritten as follows:
2 (1 = B.(a), 36
Bz (ltm g =A@ (36)
Bwz (1 +n) < ! = Bu(a) 37
w < l—aa"(l—a)l—“_ w .

Note that 3. and §,, are functions of a.

The relationship between SB.(«) and B, () is given by Figure 1, which states S, (@) =
Be(a).

Bl(@)

Be(a)

|

|

|

| |

| .
O a I «a

Figure 1: Relation between .(«) and S,,(a)
Considering 5,, < ., we can consider four cases as follows:

Casel : 3, > B, Bc > Be, and B,, S B,.
Case2 : B, > B, B. < B., and B,, < BB..

Case3 : B3, < B, B. > B, and B,, s B..
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Cased : B, < B, B. < B, and B,, S B..

The following Figures 2-9 are parameters restrictions on the (8., 8,,) plane corresponding
to Cases 1-4.

ﬁw“ ﬁw“
[ T T e 45°
B
B
O Be I g O Be L B
Figure 2: Case 1-1 (8,, < B.) Figure 3: Case 1-2 (8,, > fB.)
ﬁw“
e 45
BM}
O Be 1 g O Be L B
Figure 4: Case 2-1 (8,, < B.) Figure 5: Case 2-2 (B,, > fB.: empty set)

3.2 Cases1and?2

When k% > =, weclassify ® > 1 and © < 1.

11



B
0 22 I
Figure 6: Case 3-1 (8,, < B.)
Bu
0 7 I A

Figure 8: Case 4-1 (8,, < B.)

ﬁw“

1 | 45°
B

© Be 1 B

Figure 7: Case 3-2 (8,, > fB.)

ﬁw“

1 | 45°
B

© Be iy

Figure 9: Case 4-2 (8,, > fB.)



When © > 1 and the initial values of k{ and k" are relatively large, k;” remains constant
while k{ continues to increase through time, which is shown in Figure 10. In the long run, as
stated below, the growth rate of per capita output is positive and constant. The no-arbitrage
condition is satisfied through time.

When ® < 1 and the initial values of k{ and k" are relatively large, k;” remains constant
while k¢ continues to decrease and approaches a minimum value £k, which is given by

G

K= e -ar —al (38)

This case is shown in Figure 11. In this case, in the long run, k¥ > 0, k& > 0, and p > 0. The
growth rate of per capita output is zero. The no-arbitrage condition is satisfied through time.

45° . 45°
c | o \ v
kt+1 kr+1 v
v
v
v
v
14
v
v
14
Y |
v [
Y |
Y |
b |
7 |
% |
« |
v |
- Z | -
C C C C
0 ki 0 k ko ki
Figure 10: k" > = and © > 1 Figure 11: k" > ;- and ® < 1

3.3 Cases3and 4

When k" < ﬁ, we classify ® > 1 and ® < 1.

When O > 1 and the initial values of k¢ and k}" are relatively small, £}’ remains constant
while k{ continues to increase, which is shown in Figure 12. In this case, the growth rate
of per capita output is positive and constant. The no-arbitrage condition is satisfied through
time.

When O < 1 and the initial values of k¢ and k}" are relatively small, k” remains constant

13



while k{ continues to decrease and approaches a lower bound value k¢, which is given by

. —(1-a)k”
ez @k (39)
l-a
kK =a—-(1-a)k"” >0, (40)
— k¢ > k. (41)

This case is shown on Figure 13. When k{ reaches ke, the no-arbitrage condition is violated,

and the dynamical system switches to a system that does not include automation capital.

: s __ 45° , 45°
ktc+1“ 5 I > ktc+1“ 5
&
4 4
Y —— =<
: 4 |
v/ Y |
7 | 7 |
vl 4 !
2 N A
7o Y l
Yo Y |
N Py |
P70 - L ¥ L
O Kk k™kokS ke O ke ke kS ke
Figure 12: k" < {%-and © > 1 Figure 13: k" < ;- and ® < 1

Summarizing the analysis of Cases 1-4, we obtain the following results.

k(,’ aC
Casel : &t =2l — ol = @ > ] and k¥ = @" = const.

k§ P ai
Case 2 : k° = k° = const., p = const., a° = const., and k" = a" = const.

k¢ a‘ )
Case 3 :,’{—j‘z%:;—tl:®>1andszawzconst.
t t t

Cased : k= k¢ = const., p = 0, a° = const., and K = a" = const.

3.4 Ratios of variables and growth rate

To begin with, we investigate the long-run values of input ratios. Depending on k{ and

hence a; continue to increase or converges to constant values, we obtain different results as

14



follows:

P (I-a)a“+a")-—a |=* inCases]and3

— = —— = (42)
K¢ a(l+a+a”)-a constant in Cases 2 and 4
P +o00o 1n Cases 1 and 3
—=(l-a)a“+ad")—a = 43)
L constant in Cases 2 and 4
P (1-a)a+a")—a |4* inCasesland3 m
K a(l +a° +a”) constant in Cases 2 and 4
K +oo in Cases 1 and 3
—=a(l+a" +ad") = (45)
L constant in Cases 2 and 4

Therefore, the ratio of automation capital to traditional capital converges to a constant value.
Next, we investigate the long-run values of income distribution. In Cases 2 and 4, the
above variables are constant in the long run. In Cases 1 and 3, k¢ and hence a; continue to

increase through time, and we obtain the following results:

WL_ 1

=—— =0, 46

Y 1+ac+a” (46)
RFK
TZOZ, (47)
RPP 1
—=l-¢a-—=1-aq, (48)
Y 1+ac+a”

RCKC + RPP 1 w
+ _1_ +a 1, (49)
Y 1+ac+a”

L + RFK” 1+a”

i - Y (50)
Y 1+ac+a”

Therefore, labor share of income approaches zero while traditional capita share and au-
tomation capital share approach constant values. In the long run, workers’ income share
approaches zero while capitalists’ income share approaches unity.

The level of per capita output is given by
Y
V= E’ = B(k{ +k"). (S
t

When ® < 1, y becomes constant. On the contrary, when ® > 1, the growth rate of per

15



capita output is given by

t+1 t+1

v kG Rk
v kR Tk

1+¢g

when k] increases. (52)

From this we obtain

K _ g, ©= DI - a)k" —a]

I+g,~ o = ) I (53)
t t
J1 =8+ a%(1 — ) .
~ 0= pel raid-a) 7 > 1 when k; increases. (54)

1+n

The growth rate of per capital output is endogenously determined by the capitalists’ discount
factor, the parameter of the production function, the population growth rate, and the depre-
ciation rate. Note that g, takes the minimum value when a = % while it takes the maximum

value when ¢ = 0 and a = 1.

4 Comparisons with existing studies

This section compares our results with the results obtained from the two-class growth models

without automation capital mentioned in the Introduction.’

n

e Pasinetti (1962) provides the Pasinetti theorem and the Pasinetti steady state: r = -,

where s. denotes the saving rate of capitalists, % > 0, and Kf > 0.

e Samuelson and Modigliani (1966) provide the anti-Pasinetti theorem and Dual steady
state: r = a/f, where s,, denotes the saving rate of workers, K — 1, and % = 0,
where Y = K*L'" is used.

e Zamparelli (2017) finds the Anti-Dual steady state by using the CES production func-
tion with the elasticity of substitution being sufficiently more than unity: r = afl),

=08 =1and X =1, where Y = [aK” + (1 — a)IF) and 5 > njar.

In Cases 1 and 3, asset share of capitalists approaches unity, which resembles the Anti-
Dual case. In Cases 1 and 3, the no-arbitrage condition is satisfied, and hence, the rate
of return of assets is determined only by the parameter of the production function. As
Zamparelli (2017) shows, in the neoclassical growth model without automation capital, the

"Furuno (1970) presents a Solow type neoclassical growth model with two classes, and shows that accord-
ing to the sizes of the saving rates of capitalists and workers, an economy converges to either the Pasinetti
steady state or the Dual steady state.
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rate of return of capital of the Anti-Dual case is determined solely by the parameters of the
CES production function.

In Case 2, the interior solutions are obtained: the asset share of capitalists and that of
workers are more than zero and less than unity. In this sense, Case 2 is similar to the Pasinetti
steady state. However, from the no-arbitrage condition, the rates of return are equalized, that
is, R¥ = R, which states that R is independent of capitalists’ discount factor and the growth
rate of population. In the Pasinetti steady state, the rate of return of capital is given by the
growth rate of population divided by the saving rate of capitalists. Hence, although Case 2
and the Pasinetti steady state are interior solutions, determinants are different.

In Case 4, we obtain p = 0, and hence, the dynamical system reduces to a two-class
neoclassical growth model without automation capital. This system is investigated by Sasaki
(2018) in detail. He shows that depending on the sizes of 8. and S,,, the economy either
converges to the Pasinetti steady state or the Dual steady state. In Sasaki (2018), the criteria
for the Pasinetti steady state or the Dual steady state are given by

P B.(1 +n)

"1—a (1+n)-(1-0)B L (55)

If B,, < I, then the Pasinetti steady state exists and is locally stable. On the contrary, if
B, > I, then the Dual steady state exists and is locally stable. Comparing the condition
given by equation (55) with the condition that produces Case 4, we can confirm that these
conditions are compatible. Therefore, in Case 4, when an economy reaches k; = k¢ and p=
0, the economy switches to a dynamical system without automation capital, and converges
to either the Pasinetti steady state or the Dual steady state depending on the sizes of the

parameters.

5 Conclusions

This study has presented an economic growth model that considers automation capital that
is perfectly substitutable for labor, and investigated the effect of accumulation of automa-
tion capital on economic growth and income distribution. To conduct analysis of income
distribution, we have assumed that workers and capitalists solve the different dynamics op-
timization problems. The results are summarized as follows.

When the capitalists’ discount factor is relatively large, in the long run, per capita output
growth rate is positive, and thus, endogenous growth is obtained. Income gap between
capitalists and workers continue to increase.

When the capitalists’ discount factor is relatively small, endogenous growth is not ob-
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tained and per capita output converges to a constant value. This case is further classified into
the two cases.

On the one hand, when the initial value of traditional capital is large, both capitalists’
own traditional capital and automation capital converges to constant values. Income gap
between the two classes also converges to a constant value.

On the other hand, when the initial value of traditional capital is small, capitalists’ own
traditional capital converges to a constant value whereas capitalists’ own automation capital
converges to zero. Income gap between the classes converges to a constant value. When
automation capital becomes zero, after then, the dynamical system switches to an alternative
system that does not include automation capital, and the economy converges to either the
Pasinetti steady state or the Dual steady state depending on the sizes of the parameters.

Whether or not the advances in automation technology produces endogenous growth
depends on capitalists’ attitude toward saving. If the saving rate of capitalists is high, the
advances in automation technology produces sustainable growth but income gap between
the classes increases. On the contrary, if the saving rate of capitalists is low, the automation
technology cannot produce sustainable growth but income gap does not expand in the long
run.

Finally, to obtain clear-cut results, this study postulates that automation capital is per-
fectly substitutable for labor. In reality, however, automation capital is not necessarily per-
fectly substitutable for labor. In addition, this substitutability differs for types of labor.
Consideration of these issues will be left for future research.

References

Abeliansky, A. and Prettner, K. (2020) “Automation and Demographic Change” GLO Dis-
cussion Paper Series, No. 518, Global Labor Organization (GLO).

Acemoglu, D. and Restrepo, P. (2018) “Artificial Intelligence, Automation, and Work,” A.
Agrawal, J. Gans, and A. Goldfarb (eds.) The Economics of Artificial Intelligence: An
Agenda.

Acemoglu, D. and Restrepo, P. (2020) “Robots and Jobs: Evidence from US Labor Mar-
kets,” Journal of Political Economy 128 (6), 2188-2244.

Aghion, P., Jones, B. F., and Jones, C. I. (2019) “Artificial Intelligence and Economic
Growth,” in A. Agrawal, J. Gans, and A. Goldfarb (eds.) The Economics of Artifi-
cial Intelligence: An Agenda, University of Chicago Press.

18



Benzell, S., Kotlikoff, L., LaGardia, G., and Sachs, J. (2015) “Robots Are Us: Some Eco-
nomics of Human Replacement,” NBER Working Paper Series, No. 20941, National

Bureau of Economic Research.

Boston Consulting Group (2015) “The Robotics Revolution: The Next Great Leap in Manu-
facturing,” Available at https://www.bcg.com/ja-jp/publications/2015/lean-manufacturing-

innovation-robotics-revolution-next-great-leap-manufacturing

Caggetti, M. and De Nardi, M. (2008) “Wealth Inequality: Data and Models,” Macroeco-
nomic Dynamics 12, 285-313.

Commendatore, P. and Palmisani, C. (2009) “The Pasinetti-Solow Growth Model with
Optimal Saving Behaviour: A Local Bifurcation Analysis” in C. H. Skiadas, 1. Di-
motikalis, and C. Skiadas (eds.) Topics on Chaotic Systems: Selected Papers from
CHAOS 2008 International Conference, World Scientific: Singapore

Cords, D. and Prettner, K. (2019) “Technological Unemployment Revisited: Automation in
a Search and Matching Framework,” GLO Discussion Paper Series, No. 308, Global
Labor Organization (GLO).

Frey, C. and and Osborne, M. (2013) “The Future of Employment: How Susceptible are Jobs
to Computerisation?” Working Paper published by the Oxford Martin Programme on
Technology and Employment.

Furuno, Y. (1970) “Convergence Time in the Samuelson-Modigliani Model” The Review of
Economic Studies 37 (2), 221-232.

Gasteiger, E. and Prettner, K. (2020) “Automation, Stagnation, and the implications of a
Robot Tax,” Macroeconomic Dynamics. doi: https://doi.org/10.1017/S1365100520000139.

Graetz, G. and Michaels, G. (2018) “Robots at Work,” The Review of Economics and Statis-
tics 100 (5), 753-768.

Heer, B. and Irmen, A. (2019) “Automation, Economic Growth, and the Labor Share: A
Comment on Prettner (2019),” CESifo Working Paper, No. 7730.

Kurose, K. (2020) “A Two-class Economy from the Multi-sectoral Perspective: The Contro-
versy between Pasinetti and Meade—Samuelson—-Modigliani Revisited,” Tohoku Eco-
nomics Research Group Discussion Paper No. 416.

Mankiw, N. G. (2000) “The Savers-Spenders Theory of Fiscal Policy,” American Economic
Review 90 (2), 120-125.

McKinsey Global Institute (2017) “Artificial Intelligence: The Next Digital Frontier?”” Dis-

cussion Paper, Mckinsey & Company.

19



Michl, T. R. and Foley, D. K. (2004) “Social Security in a Classical Growth Model” Cam-
bridge Journal of Economics 28, 1-20.

Pasinetti, L. L. (1962) “Rate of Profit and Income Distribution in Relation to the Rate of
Economic Growth” The Review of Economic Studies 29, 267-279.

Prettner, K. (2019) “A Note on the Implications of Automation for Economic Growth and
the Labor Share,” Macroeconomic Dynamics 23, 1294-1301.

Sachs, J., Benzell, S., and LaGarda, G. (2015) ‘Robots: Curse or Blessing? A Basic Frame-
work,” NBER Working Paper Series, No. 21091, National Bureau of Economic Re-
search.

Samuelson, P. A. and Modigliani, F. (1966) “The Pasinetti Paradox in Neoclassical and
More General Models” The Review of Economic Studies 33, 269-301.

Sasaki, H. (2018) “Capital Accumulation and the Rate of Profit in a Two-Class Economy
with Optimization Behavior,” MPRA Paper 88362, Munich Personal RePEc Archive.

Zamparelli, L. (2017) “Wealth Distribution, Elasticity of Substitution and Piketty: An ‘Anti-
Dual’ Pasinetti Economy,” Metroeconomica 68 (4), 927-946.

Zeira, J. (1998) “Workers, Machines, and Economic Growth,” The Quarterly Journal of
Economics 113 (4), 1091-1117.

20



