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Abstract

In this paper we study the relationship between unions and growth
in a two-sector overlapping generations model with altruism and hu-
man capital. This relationship depends on the interaction between
the technology in the sector that produces human capital, the degree
of unionization of the economy and the operativeness of the bequest
motive.
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1 Introduction

The purpose of this paper is to investigate the relationship between growth
and the role of unions in a two-sector overlapping generations (OLG here-
inafter) model with altruistic agents where endogenous growth is driven by
the accumulation of human capital.

There are two branches of the literature to which our paper relates.
The ..rst one combines altruism and endogenous growth based on human
capital accumulation as, for example, Glomm and Ravikumar (1992). These
authors present an OLG model where each parent has a bequest motive and
values the quality of education passed on to the omspring. Eckstein and
Zilcha (1994) develop a model where the human capital of the children is
determined by the percentage of the leisure time that parents devote to their
omspring. In a recent contribution, Zhang (1996) emphasizes the importance
of the units of goods invested by the parent, the units of the parent’s time
spent, and the human capital of the parent on the human capital of the
child.

The second branch of the literature addresses speci..cally the problem of
unemployment in the context of growth models in unionized economies, but
without taking altruism into account.!’2Bean and Pissarides (1993) develop
a search model where matching frictions create unemployment. They ..nd
out that the relationship between growth and the relative bargaining power
of workers’ is ambiguous, being the reason that the shift in income from
entrepreneurs to workers could be compensated by an increase in savings,
and therefore in the growth rate. The same result is achieved by de la Croix
and Licandro (1995) in a model with irreversible decisions; they conclude
that a raise in union power produces crowding-out of physical capital, but
at the same time it raises the ..rm’s value, and the physical capital as well.

This paper departs from these two approaches in the following sense.
We develope a two-sector OLG model with intergenerational altruism and
unions, where endogeneous growth is generated by human capital accumu-
lation in the educational sector. The presence of altruism, in the sense that
parents of a given generation will get utility from the utility of their oaspring
as the dynastic utility in Barro (1974), allows us to generate dicerent results
depending on the operativeness of the bequest motiveS.

This framework allows two possible situations: in the ..rst one, the pro-
duction of human capital is given by a linear technology on human capital

! Aghion and Howitt (1994) study the interaction between unemployment and growth
in a one sector model, whereas van Schaik and de Groot (1995) analyse the same question
in a two sector model. None of them includes unions.

20ther models, that emphasize the emect of unionisation on innovation and growth,
are Ulph and Ulph (1994) and Acemoglu (1997).

®As an example, Caballé (1998) shows how economic growth rates change depending
on the operativeness of the bequest motive, which in turn depends on the tax structure.



as in Uzawa (1965) or Lucas (1988) and thus, there is no physical capital
in the educational sector. For this reason, we can analyse two economies:
in the ..rst one, the walrasian case, we face a competitive economy without
unions, whereas in the second one there are unions in the sector that pro-
duces consumption goods. We ..nd that the rate of growth is higher in the
unionized economy than in the walrasian one, and this holds no matter the
operativeness of the bequest motive. Higher wages in the unionized sector
have two ewoects: to increase the demand for physical capital and to decrease
the quantity of labour hired in this sector. Unemployed labour in the con-
sumption goods sector causes wages to decrease in the educational sector
and thus higher returns from human capital investment. The amount of
labour hired increases implying a higher production of human capital and,
hence, a higher rate of growth. It is also worth to emphasize that the level of
altruism that makes the physical bequest motive to be or not operative is the
same in both the walrasian and the unionized economies. This means that
the degree of unionization of the economy does not avect the individual’s
decision about leaving physical bequests.

In contrast with the ..rst situation, in the second one physical capital
enters the production function for human capital accumulation as an input.
This allows four possible cases: in the ..rst one, the walrasian case, we face
a competitive economy without unions, very much in contrast with the last
one, where we ..nd unions in each sector; there are two other similar, in-
termediate cases, with unions in one sector and none in the other (partially
unionized economies). We show that, with strictly positive bequests, the
rate of growth is higher in the walrasian case than in the completely union-
ized economy. The reason is that higher wages in both sectors in the fully
unionized economy cause the total demand for labour to decrease, creating
unemployment. The resulting fall in production more than ousets the in-
crease in wages. However, the same conclusion might be reversed comparing
the walrasian case to the partially unionized economies, that is, a partially
unionized economy may grow faster than a walrasian economy. Higher wages
in the unionized sector cause the demand for labour to decrease, but there is
no unemployment because lower wages in the non-unionized sector increase
the demand for labour. The overall exect on the rate of growth is then am-
biguous. In turn, when bequests are inoperative, we get a dicerent result,
in the sense that even fully unionized economies can grow at higher rates
than competitive ones. When bequests are inoperative, parents devote more
resources to their childrens’ education, and since there are higher wages in
both sectors in the fully unionized economy, these two ezects might ooset
the fall in production due to the unemployment caused by the existence of
unions, compared to the walrasian economy with full employment but lower
wages. In this context, the level of altruism that makes the physical bequest
motive to be or not operative is dicerent for the walrasian and the fully
unionized economies. Thus, given a certain level of altruism, the union-



ization degree amects the rate of growth of the economy via two channels:
the direct ecect on human capital investment and the indirect exect on the
operativeness of the bequest motive.

In the next section we present the basic model. Linear technology in
the educational sector is discussed in section 3, whereas section 4 studies
the introduction of physical capital in this sector. Section 5 concludes. All
proofs and computations can be found in the Appendix.

2 The basic model

We construct a two-sector OLG model with constant population, whose
mass is normalized to one, and where agents live for three periods. In the
..rst period individuals obtain education bequest from their parents, which
endows them with a human capital level h. They are endowed with one
unit of labour time that will be supplied inelastically in the second period,
where they also receive a physical bequest by from their parents and have a
child. Then they decide about consumption C; in that period, the provision
of education or human capital of their o=spring hi+1, and savings st. In the
third period they distribute the return from savings between consumption
Ct+1 and bequests to their oaspring be+1. The utility of an individual born
attjlis

Vi;1 =InCHL + 7 InCHT + %V 1)

where the superscript denotes the generation to which individuals belong,
V¢ is the utility of their omspring, and > 0. The parameter % > 0 is the
altruism factor.

The unit of labor time inelastically supplied by an individual at time t
becomes h¢ e€ciency units of labor. Thus, the agent’s labour income in the
second period is wih¢, where wg is the average wage. Since there are two
sectors in the economy and the wage paid in each sector may be dizerent,
individuals take the wage as the sum of the time they work in each sector
times the wage earned in that sector. Note that wg is the average wage
across ..rms, but each and every worker receives precisely wg. Education
is provided through schools or speci..c educational price-taker ..rms. We
normalize the price of consumption goods to one. Thus, consumer’s budget
constraints are:

Ct + pithe+1 + st = wihe + by; 3]

St (1 + rt+1) = Ci+1 + Da1; (3)

where pthe+1 is the total expenditure on the education of the omspring, pt is
the price in goods of each unit of human capital acquired by the omspring
in the school at period t, and r+; is the interest rate at t + 1. Maximizing



(1) subject to (2), (3) and be+; . 0 is equivalent to solving the following
problem:

Vt"i 1 (he; be) =fst;hrtrl?;>ét+lg fiIn(wihe + bt j St i pithes1)

+In[se (L + reer) i beea] + WV (Mot ber1)g; bres L O 4

In order to ensure that V3, is bounded above and the solution we will ..nd
is the optimal one, we asssume % < 1.

There is a consumption goods sector in which each ..rm produces ac-
cording to the production function Y¢ = F (K¢ Lt) = KtlL%i t where
°; 2 (0;1), Ky is the capital employed by the ..rm and Ly = h¢N¢ is the
eCcient labor which in turn equals the human capital of workers’ hy times
the time they are hired by the ..rm N;. Since ..rms are able to observe
the level of skill of each worker and are price-takers, from the maximization
problem of the ..rm we have that factors are paid their marginal products:

141 = KT (heNpt s (5)

we = (17 °) K¢t (heNp)# s (6)

where w; is the wage paid for one e€ciency unit of labor by the ..rm. From
the above equalities we get

Wi =1i°1uKtﬂ, 0
1+ °1 heNe 7
and the optimal capital-labour ratio
3 T
W ©
K= —s " ®)
1i°
whereas the ..rm’s optimal labour demand is, as follows from (8):
My ;i ° ‘IT%
h{Nd = K¢ L=, 9
tNy t T 9)

This basic framework is shared by the two situations we discuss below.
The ..rst one is analysed in section 3 and presents a model where there
is a linear technology in the human capital accumulation function. The
second situation is presented in section 4, where physical capital enters the
production function for human capital accumulation as an input.



3 Linear technology in the educational sector

We assume the existence of an educational sector, composed by price-taking
.rms. We can interpret it as if individuals contracted the service of one
educational ..rm or school in order that their oaspring receives a certain
human capital level or education. Each educational ..rm maximizes pro..ts
pehe+1 § Weh¢N¢ taking into account the way human capital accumulates (or
its “production” function) hy+1 = it h¢Ny , where N¢ is the time workers
are hired by the ..rm, W is the wage paid for one e¢ciency unit of labor by
the ..rm, and y is a positive parameter. Since the technology in this sector is
linear, each ..rm hires a positive and ..nite quantity of labour if the following
condition holds:

W = ppe; (10)

We consider two cases: in the ..rst one, without unions, the wage per
eCcient unit of labour must be equal in both sectors for all ..rms. Besides,
all labor supplied is employed and unemployment does not exist. Thus
N; + N = 1*and w; = W, which implies:

(1§ °) K (Nt = ppy: (11)

In the second case, where there are unions in the consumption goods
sector, we assume one union per ..rm which invests in physical capital before
the wage bargaining takes place. Thus, the capital stock will be considered
as a constant by unions and ..rms when negotiating. In each period the
union sets the wage taking into account that it will asect the quantity of
labor employed only in its ..rm. Thus, the union cares about employment
and compares the wage with the income a worker can get if negotiation fails
(v¢). The union maximizes (w; j Vi) h¢N¢ subject to the labor demand given
by (9). The optimal condition is given by

Vi
: 12
T (12)

Analogous to Barth and Zweimuller (1995), we assume that in equilib-
rium v¢ is the expected income that a worker may get over all the economy,
i.e. the average income v = w2 = w¢N; + WN. Substituting into (12) for
V¢ yields

Wy =

WeNt =we (1§ °; i No): (13)

Since the educational sector is not unionized, the wage in this sector is
that inducing full employment, i.e. N¢ +N¢ = 1.

“Note that both the population mass and the labour time endowment of the individual
are normalized to one.



The following relationships are valid no matter whether we study the
walrasian or the unionized economy. First, the amount saved by generation
t equals the stock of physical capital at t + 1:

St = Kt+l . (14)

Second,
W? = w¢N¢ + Wtﬁt; (15)

that is, expected wage is equal to the sum of the time they work in each
sector times the wage earned in that sector.®

The problem for consumers is to solve (4). The ..rst order conditions
for s; and b+ are given by equations (16) and (17) respectively, and for
hi+1 are (18W) and (18U) in the walrasian and the unionized economies
respectively (see the Appendix):

1 _ - (1 + rt+1) .
ctit - ctil ’ (16)
t t+1
B Y . o .
chl - ci. with equality if be+1 > 0; an
t+1 t+1
pthe+y — (1i°3)Weraher —se+1(1i )(1+r+)
1/:Cttljil: 1 1Ct:—ll t+1 + t+1 IC:+2 t+2 (18W)
pethevr — (1i°1)*Weriher —se+1(1i )(1+r+)
1/ztcttljl-. — 1 1Ct+tl 1Mt+1 + t+1 IC:+2 t+2 (18U)

When bequests are operative, the derivation of the steady-state rates of
growth are as foIIows Using (18W) and (18U), (16) and the fact that in

steady-state =+ ”1 =g, we get
% = (1 i °)Werthesr + (1§ °1) Sees; (19W)

0t = (1§ ©1 ) Werthees + (L °y) St (19U)

Introducing (7) and (14) into (19W) and (19U), and using (10):

W Wi+2Nsoh
gWeherr - - o — o Wer2WNer2llt+2, 20W
i (i %) Werihen %1, (20W)
Wihis1 . (1 - o \2 — o We+2Ne+2hees
gtu—%tﬂ i i %) Werihgry =°)————— (20V)

1+re2

®Since there are constant returns to scale, we identify the labor demanded by one ..rm
as the total amount of labor demanded by all ..rms in the sector.



In the walrasian equilibrium we have wy = Wy and Ny = 1 j N¢. Besides,
if we evaluate in steady state, use from the human capital technology 9— =

N and divide by h¢+1, we can rearrange (20W) as

—W

gV NTsi (1i°) 5
1 +r - o - —W : ( 1)
From (16) and (17) we can obtain
W
1g+ - = (22)

Equations (21), (22) and the production function for human capital accu-
mulation allow us to get

_ oW HR[( %) %]
1+%2°, '

(23)

The process of derivation of the steady-state rate of growth in the union-
ized econogy (gV) is similar to the one described above. The only dicerence
is that wg Ny j °; =W¢N¢ so that (23) becomes:

h i
(L § %)+ L+ 13

U — — .
g - HN - 1+1/2201 . (24)

In the case of inoperative bequests, b+; = 0 and (17) holds with strict
inequality. Combining (2), (3) and (16), we get

wghe i pehe+r .

Ci= 1+-

(25)

Substituting (25) into (2) for C; gives

_ (wehe i ptht+l)
St 14— : (26)

Substituting (7), (14) and (15) into (26), and using (10) and the rule of
human capital accumulation yields

1 ggv
= —: 27
1i °11+rt+1 1+ ( )

o

Combining (27), (21) and the production function for human capital accu-
mulation, we obtain

W o )2 8)

g @A+ )+ %@Ai°y

=uN

8



The process of derivation for the case of the unionized ecgnomy is similar to
the one described above. The only dicerence is that wgy Ny j ©; = WiNy
so that (28) becomes

U =Ny = HEA TP CH (i ") A+ )+ (L+7)%),
c ¢ (I+)+ %(Li°y

(29)

We aim now at ..nding the conditions under which parents leave positive
physical bequests to their oasprings in both the walrasian and the unionized
cases.

De..ne %, and % as the levels of altruism such that the non-negativity
constraint is just binding in equilibrium, i.e. b = 0 and (17) holds with
equality in the walrasian and the unionized economies respectively. Then
from equations (22) and (27), and noting that both of them are valid in the
unionized and the walrasian cases, we have

Hliol‘ﬂu -1

By =Ty = =1 (30)

o 1+

The fact that the critical level of altruism is the same in both the wal-
rasian and the unionized economies means that the degree of unionization of
the economy does not azect the individual’s decision about leaving physical
bequests.

In principle, we should expect that agents are more likely to leave be-
quests when % is high, and viceversa, and this is in fact stated in the next
propositions.

Proposition 1 If % - % then b = 0 in the balanced growth path of both the
walrasian and the unionized economies.

Proposition 2 If % > % then b > 0 in the balanced growth path of both the
walrasian and the unionized economies.

What the above propositions tell us is that when individuals care little
about their children, they leave them zero physical bequests. In turn, when
individuals’ concern about their children is high, bequests will be positive.

The comparison between the rates of growth in both cases is summarized
in the following proposition.

Proposition 3 (a) When bequests are operative (i.e. % > %), then
g” >g".
(b) When bequests are inoperative (i.e. % - %), then gg > g'.

Proof. Direct comparison between (23) and (24) and between (28) and
(29). m



Higher wages in the unionized sector has two ezects: to increase the
demand for physical capital and to decrease the quantity of labour hired
in this sector. Unemployed labour in the consumption goods sector causes
wages to decrease in the educational sector and thus higher returns from
human capital investment. The amount of labour hired increases, implying
a higher production of human capital and, hence, a higher rate of growth.

4 Physical capital in the educational sector

In this section we introduce a dicerent rule of human capital accumulation
in the educational sector. Each educational ..rm maximizes pro..ts pche+1 i
W:h¢N¢ i (1 +,I't) K. taking into account the way human capital accumulates

° — 1 —
hevr = PR 2 Ny 2, where R is the capital employed by the ..rm, N
is the time workers are hired by the ..rm, °, 2 (0; 1), W, is the wage paid for

one e¢ciency unit of labor by the ..rm, and p is a positive parameter. The
optimality conditions are:

5 .
o - — 1j°
1+re=upeR 2t ANy 717 (31)
3 g - O
o ° NI 12,
We = (1§ *)upeRe? heNp © % (32)
from where A 1
Wt 1i% K
= — 33
1+ 2 heN¢ (33)
The optimal capital-labour ratio is
. . e
—d t “2
ke = ————= (34)
‘ upe (1 i )
whereas the ..rm’s optimal labour demand is, as follows from (34):
- 1
_ _ 1 - O El-pe
heNE =K Hpe( i %)%z (35)

Wy

The following relationships are valid no matter which of the four types of
equilibria we study. First, we have expected wage as de..ned in (15). Second,
the amount saved by generation t equals the stock of physical capital at t+1:

St = K1 + K (36)

Finally, by arbitrage the interest rate must be equal in both sectors. There-
fore, from (5) and (31),
5 .

°1Kt°lil (heNg)t 172 = °2Hpt|’t:2il heN¢

1i°2_

@7

10



From the consumer’s maximization problem (4), we obtain the ..rst or-
der conditions (16) and (17) for st and b1 respectively, and the following
equation for hes1 (see the Appendix).

pthe+1 — 1i c>;|_)Wt+1Nt+lht+l"'(1 i c>Q)Wt+1ﬁt+lht+l + —st+1(1i°
T

_ t)2(1"'l't+2) : (38)

%C: il Cir1 Ctrz

We analyse four possible situations: walrasian equilibrium (no unions),
one union in one of the sectors and none in the other, and ..nally, a fully
unionized economy (unions in both sectors). We assume that ..rms invest in
capital before the wage bargaining takes place. Thus, the capital stock will
be considered as a constant by unions and ..rms when negotiating.

Let us analyse now the derivation of the steady-state rates of growth
when bequests are operative in each of the four cases. In the walrasian
case, without unions, the wage per eC¢cient unit of labour must be equal
in both sectors for all ..rms. Besides, all labor supplied is employed and
unemployment does not exist. Thus Ny + N = 1 and wy = W;:

-

3 - O

(i "D K (N T = (1 i ) upeR? heNe © 7 (39)

Combining this equality and (37) we obtain that

1 i 02 Ol Nt
K¢ = — Ry 40
e L (40)
which combined with (39) gives
A . .
R 112 Mo 1T°1|~11 - o 1Tli°l

: = 3 2 pe (41)

heN¢ ° 1

1

From (41) and after some manipulations (see the Appendix) we get the
expression for the steady-state rate of growth of this economy GV = h;—:l =
GY (W% °1; %)

In the second case, with unions in the consumption goods sector, the
bargaining process is the same than in the previous section. Thus, (12) and
(13) are still valid. Besides, since the educational sector is not unionized,
the wage in this sector is that inducing full employment, i.e. N¢ + Nt = 1.
Plugging (6) and (32) into (13) for w; and Wy respectively:

3 - J—

° o ° — i° N
Qi) Ke (eND) 2= (1 °)ppeRe? heNy ZN%; (42)

th 1
which combined with (37) gives
°;(Li°) Ng

K= <t — Re: 43
T it NG 3



Combining the last equality and (42) results in

A L L
g, iz H02ﬂ°l|~11 i °2ﬂ(1i°1) N 1i% @)
heN¢ 1 1i*% Nt i

The derivation of the steady-state rate of growth G& = G© (y;%; °;; °,) from
the last equation is straightforward (see the Appendix).

Proposition 4 Given (%;°4;°,) 2 — = (0; 1)£(0; 1) £(0; 1), there exist two
disjoint open subsets with positive measure, —; and —5, such that —; [ —, =
—. If (% °4;°,) 2 = then GW > G® and if (%;°;;°,) 2 —> then GW - GC,

Higher wages in the consumption goods sector have two exects: to in-
crease the demand for physical capital and to decrease the quantity of labour
hired in this sector. Unemployed labour in the consumption goods sector
causes wages to decrease in the educational sector, and thus the amount of
labour hired increases and the demand for physical capital decreases. The
overall exect on the returns from human capital investment depends on the
elasticities of productive inputs.

In the third case, with unions in the educational sector, the union maxi-
mizes (W; i Vi) h¢N¢ subject to the labor demand of the ..rm, given by (35),
and the outcome is

W=t (45)
1i°%
Using vy = W, (45) becomes
- .
WeNe =W 1§ °, i N : (46)

Since the consumption goods sector is not unionized, there is full employ-
ment, i.e. N¢+ N¢ = 1. From this last equality and substituting (6) and
(32) into (46) for wy and W, respectively:

3 e
© - o o _ - o 1 - O -
(1 i 01) Ktl (htNt)l 1= (1 i 02) uptlitz htNt 'z #

—: (47
which combined with (37) gives
_ %1 (@i°)1i% i Ngg
SN CIFCH B P %
Combining(47) and (48), we obtain
A 1. . . . A L
Rt t 2=|~12ﬂ1|~11i02ﬂ(1i l)up 1i°2iNt i l. (49)
heN °1 1i*% ' 1§ Ny 1



from where we get the steady-state rate of growth GE = GF (u;%;°4;°,)
(see the Appendix).

Proposition 5 Given (%;°4;°,) 2 & = (0;1)£(0; 1) £(0; 1), there exist two
disjoint open subsets with positive measure, &, and &,, such that &, [&, =
A 0f (% °4;°,) 2 3 then GW > GF and if (%; °1; °,) 2 2, then GV - GF.

Higher wages in the educational sector have two ecects: to increase the
demand for physical capital and to decrease the quantity of labour hired in
this sector. Unemployed labour in the educational sector causes wages to de-
crease in the consumption goods sector, and thus the amount of labour hired
increases and the demand for physical capital decreases. The overall ezect
on the returns from human capital investment depends on the elasticities of
productive inputs.

Finally, the fourth case presents a situation where all ..rms in both sec-
tors are unionized. The bargaining process is the same than the one de-
scribed above for the partially unionized economies. Thus, we can combine
equations (12) and (45) to get

we(li %) =W (@i®); (50)
and substituting it into (46) we obtain
1§°,° i
Nt=1!°11i°2iNt: (31)
i 2

From (50), (6) and (32) we have

3 g - O
@i °)’ Kt (eN) T = (1 °%mpeRe2 heNe © 70 (52)
Combining this equality and (37) we obtain
o 1 - O 2 N
Ky = 0_1—( ! OZ)Z:th: (53)
2 (1§ °1)° Nt
From the last equality, substituting in (52) for % gives
A . .
g, 1i%e Mo Yo My s Yoo
: = &£ —Z upe; (54)

htﬁt ° 1 1

1

from where we get the steady-state rate of growth GY = GY (u;%;°4;°,)
(see the Appendix).

Proposition 6 GW > GY.

13



The existence of unions in both sectors increases wages, and thus the
demand for labour in both sectors decreases and the demand for capital
increases. However, the fall in production due to the lower amount of labour
employed orsets the former exect, which in turn implies that the growth rate
of the fully unionized economy is unambiguously lower.

Let us consider now the situation in which bequests are inoperative, i.e.
be+1 = 0. Unfortunately, the problem is not easily tractable, and we focus
on the particular parameter con..guration °; = °, = °, and the walrasian
and the fully unionized economies®. Though we lose information about
steady-state growth rates, this simplifying assumption still will allow us
to see how the results dicer. The most important one indicates that the
steady-state rate of growth of the fully unionized economy can be higher
than the walrasian steady-state growth rate. This result is in contrast with
the ..ndings in proposition 6 because we obtain that even fully unionized
economies can grow faster than competitive economies.

It is interesting to characterize the case be+1 = 0 in terms of the altruism
factor % given the intuition that relates this parameter and the “willingness”
to leave bequests. Solving for the critical levels of altruism (see the Appen-
dix), we obtain %y, = Y%y, (°; ) and %, = % (°; ) for the walrasian and
the fully unionized economies, respectively.

Lemma 7 Assume °; = °, = °. Then ¥ > %y, .

In principle, we should expect that agents are more likely to leave be-
quests when % is high, and viceversa.

Proposition 8 Assume °; =°, =°. If % - ¥y, then b =0 in the balanced
growth path of the walrasian economy.

Proposition 9 Assume °; = °, = °. If %, > ¥y, then b > 0 in the balanced
growth path of the walrasian economy.

What proposition 8 tells us is that when individuals care little about the
utility of their children, they leave zero physical bequests. Whereas, when
individuals’ concern about their children’s utility is high, bequests will be
positive. The same results apply for the fully unionized economy. When be-
quests are inoperative, the solution to the consumer’s maximization problem
yields (see the Appendix) G¥ = G¥ (y;°;%; ) and GE = GZ (i; °;%; ),
where the subindex C denotes that is evaluated when bequests are zero.

Proposition 10 When bequests are inoperative (i.e. % < %y,) and °; =
°, = °, then, given (°;%; ) 2 © = (0;1) £ (0;1) £ (0;1), there exist two

®Even the simplifying assumption °; = °, = ° , we skip the analysis in the cases in
which there is a union in one of the sectors and none in the other given the untractability
of the algebra.
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disjoint open subsets with positive measure, ©; and ©,, such that ©; [ ©, =
©. If (°;%; ) 2©; then G > G¢ and if (°;% ) 2 ©, then G¥ - G{.

The intuition behind this result is that when the economy is fully union-
ized, wages in both sectors increase, which in turn implies lower returns
from human capital investment. At the same time, we have zero bequests,
implying that agents increase the proportion of their income they devote to
their childrens’ education. Hence, the overall exect on the rate of growth is
ambiguous.

5 Concluding Remarks

In this paper we study the relationship between growth and the role of unions
in a two-sector OLG model with altruistic agents where endogeneous growth
is generated by human capital accumulation in the educational sector.

This framework allows two possible situations: in the ..rst one, the pro-
duction of human capital is given by a linear technology on human capital
and thus, there is no physical capital in the educational sector. For this rea-
son, we can analyse two economies: in the ..rst one, the walrasian case, we
face a competitive economy without unions, whereas in the second one there
are unions in the sector that produces consumption goods. We ..nd that the
rate of growth is higher in the unionized economy than in the walrasian
one, and this holds no matter the operativeness of the bequest motive. It is
also worth to emphasize that the level of altruism that makes the physical
bequest motive to be or not operative is the same in both the walrasian
and the unionized economies. This means that the degree of unionization of
the economy does not azect the individual’s decision about leaving physical
bequests.

In contrast with the ..rst situation, in the second one physical capital
enters the production function for human capital accumulation as an input.
This allows four possible cases: in the ..rst one, the walrasian case, we face
a competitive economy without unions, very much in contrast with the last
one, where we ..nd unions in each sector; there are two other similar, in-
termediate cases, with unions in one sector and none in the other (partially
unionized economies). We show that, with strictly positive bequests, the
rate of growth is higher in the walrasian case than in the completely union-
ized economy. However, the same conclusion might be reversed comparing
the walrasian case to the partially unionized economies, that is, a partially
unionized economy may grow faster than a walrasian economy. In turn,
when bequests are inoperative, we get a dicerent result, in the sense that
even fully unionized economies can grow at higher rates than competitive
ones. In this context, the level of altruism that makes the physical bequest
motive to be operative or not is dicerent for the walrasian and the fully

15



unionized economies. Thus, given a certain level of altruism, the union-
ization degree amects the rate of growth of the economy via two channels:
the direct ecect on human capital investment and the indirect exect on the
operativeness of the bequest motive.

16



Appendix

2 Consumer’s problem in the case of linear technology in the educational
sector

We explain how to get equations (16), (17), (18W) and (18U). The FOC
for s¢ (16) is straightforward from (4). To obtain the FOC for bes1, (17), we
dicerentiate (4) to get

H V" (Des1; bee1) m .

— =Y A.l
Ctt_,'_ll ; @bt+l ( )

Using the envelope theorem in (4) shifted one period ahead, we have
@Vtu (ht+1; bt+l) _ 1 (AZ)

@b¢+1 B CL..

Equation(A.2) into (A.1) for Leeriben) vigjgs the FOC (17). To obtain
q @b+

(18W) and (18U), the FOC for h¢+1, we dizerentiate (4) to obtain

o _, MOVe (b ™, A3
it Ohe+y ' '

Using the envelope theorem in (4) shifted one period ahead, we get
@Wa+ - @h + @ 1+ris @h N
BV (Pursibirs) _ W * Nenagret § Poafhes | Sen St
@he+1 Ciq cL.,

@Vtil (he+2; br+2) Ohtso

Bhs  Bhos (A4
From the human capital accumulation function,
@ht+2 ~T ht+2

Bhes T Ry (A5)

In the walrasian case, wy = Wy and Ny = 1 j Nty. From ..rms’ pro..t maxi-
mizing conditions, plugging (6) into (15) and di=erentiating with respect to
hi+1 yields

OWgy 1

- O
i°1hi(1+°1) 1 Wi+t
@b+

=i%1i°y) Ktoith+1 t+1
5 .

In the unionized economy, wy N¢ j °; = W¢N¢ and Ny = 1 j N¢. This,

together with (6) into (15) and dicerentiating with respect to h¢+1 yields

(A.BW)
ht+l

Owg, ¢
@ht+1

o - o ° i° i °© _ io 1 i ° W 1.
=i @i %) Kt-il-thti-llhtl-i-(i-F D = 15 ht+1l) =2 (ABU)
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From (5) we can obtain

@ 1+r o o °1i i° 1 ° 1+r
0@ *+rue) _ 111 %) Ktizll (Ngs2heso)' 17 =i ==
ez ez N
(A7)

Plugging equations (15), (A.5), (A.6W), (A.7) and (A.3) shifted one period
ahead into (A.4) yields

- - O 1+ri+
OV (Nevaibera) _ (L0 ") Wi (i °) St

@ht+l Ctt+l Ctt+2 '

(A.8W)

and (A.8W) into (A.3) for @—V% gives the FOC (18W). Plugging
equations (15), (A.5), (A.6U), (A.7) and (A.3) shifted one period ahead into
(A.4) yields

a i _ o \2 _(1-0)3 1+rt42
OVe (hte1ibeen) _ Qi 9) Wi 1 1)StH R

Ohees Cia Clz !

(A.8U)

and (A.8U) into (A.3) for 2 Gertidet) gives the FOC (18U).

2 Proof of Proposition 1

The proof of the next two propositions is done below for the walrasian
case. We skip the proof in the unionized case because of its similarity. Before
proceeding with the proof, we will rewrite (16) and (17) in a more convenient
way. From (16), (2), (3) and (14) we get

b
Ki+1 = st = 1+ (Wghe + by i pehesr) + e

“rrey. A9

From (A.9), use wg = w; = W, equations (5), (6), (10) and the rule of
human capital accumulation, and divide by h¢+1N¢+1 to obtain in steady
state

_a i_ol)k_ozL B b + br+1

k= + — =
1+ g 1+ heaN °1he+1N

'SLEEY (A.10)

where K is the capital-e@cient labour ratio, g = g% and N = NW but we
supress the superindex for an easier treatment. From (16), (17) and (5), we
get in steady state

g . %o kil (A.11)

To prove the proposition we proceed by contradiction (see Caballé 1995).
Suppose the proposition is false, that is, % - % and b® > 0. Then the
equilibrium triplet (gc; Kc; b®) must satisfy
T@icpkt, T b by

1+ Oc 1+ heeNe °1he+1Ne

ke = kli®s (A.12)
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and (A.11) holds with equality.

De..ne k as the unique positive solution when the non-negativity con-
straint is just binding in equilibrium, i.e., bj = 0 for all i and (A.11) holds
with equality. Hence, the associated savings function (A.10) becomes

K= (@i ol)E.
1+ g
Given that by > 0 for all i, from (A.12) and (A.13) we have

(A.13)

k°1 il Eol il
C < .
Je g
Since % - %, from (A.11) we get

k:lil Eolil

9 -~ 0
which yields a contradiction. Therefore, (gc; kc) cannot characterize a bal-
anced equilibrium path with positive physical bequests.

2 Proof of Proposition 2

Suppose the proposition is false, i.e., % > % and bf = 0 for all i. Then
(A.11) holds with inequality:

° i1
°11/2 . kcgc (A.14)
By the de..nition of % we get
—e i1
°i’7§ _k T (A.15)
Clearly, since % > %, from (A.14) and (A.15) it follows that
gekli’r > gkt (A.16)
Since by = 0 for all i, from (A.10), we have
ke = ME (A.17)

1+ g
From (A.13) and (A.17) we obtain

gekli®L = gEliol;
which contradicts (A.16).
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2 Consumer’s problem in the case of physical capital in the educational
sector

From problem (4), the ..rst order conditions (FOC’s) for s, bt+1 and hesq
are given by equations (16), (17) and (38) respectively. The derivation of
(38), the FOC for h¢+1, is as follows. From the human capital accumulation
function,

@ht+2 ht+2
=1i°)—:
@h¢+1 (i) N+t

From ..rms’ pro..t maximizing conditions, plugging (6) and (32) into (15)
and dicerentiating with respect to h¢+ yields

(A.18)

Owg. o o L io i
Th = %1 ) KNS N
o - o —°, —j° 5 (14°,)—
i 2(1I 2) Upt+1Ktith'+12ht'+(2+ 2)Nt+1
N N, 1 3 7
= 1% Wi+t h:+11 i “oWie h:+1l = Pees i “1We+1Ne+1 i “oWier1Nerr
+ + +
(A.19)
and from (31),
1+ 1+r
BU*Ttra) _ (g o, Lt (A.20)

Equations (A.18),(A.19),(A.20) and (A.3) shifted one period ahead into
(A.4) yields

° : ° N - - O ht+
Bhee crs

2 1+re+
_St+1 (1 i %) h:lz pt+l i )ht+2 (A.21)
°,) 2 .

t
Ct+2 t+1

and (A.21) into (A3) for LeGeibe) gives the FOC (38). Now we re-

arrange (38) to get a tractable equation; from (16) and (17) we get

1 (A+rag) %L +reg),
Ci't Cili Cirn

(A.22)

Plugging (16) shifted one period ahead and (A.22) into (38) and after rear-
ranging
Yon i Ya

. o \2 St+1
Pt = ﬁ (1§ °)WertNers + (1§ °)WertNea + (1§ ) Neet
+

(A.23)

20



Now we try to get rid of s¢+1 in (A.23). Combining equations (7), (33) and
(36)

o 3 -

w 1i° i li K i
T t+1 = : 1|‘<t+l (ht+th+l)ll= : 1 St i Kt+1 (ht+th+1)ll
+ e 1 1
o M o 1
1ij W — -
=1 1 5 1 2 1+t:1 hertNte1  (heraNees)
1 1 2 t+1
implying
°1 Wi °2 Wi N
——— hi+1Nte1 + —52————h¢+1N+1 =S¢ A.24
13 °7 1+ res 1Nl + 7 S 1+ s t+1Nt+1 = St ( )

Substituting (A.24) into (A.23) for s+ Yields
1 nh i

=T (1§ °)WertNers + (1§ %) WeraNpss
le+1
h 1 ° ° 7
+(1j°,)2 2 WiaoNtap + —2— Wi oN. A.25
( 1 2) ht+l 1+ rt+2 1 i ol t+2INt+2 1 i 02 t+2INt+2 ( )

2 Derivation of the steady-state rate of growth GW

In the competitiv\% equilibrium we have wy = Wy and Ny = 1 j Nt
Besides, 1 +ri 1 = GT from (A.22), and we can rearrange (A.25) as

- o N2 h i
1 K NI o o o
pr =2 N (1§ “2) + (1§ °)
2 t+1Nt+1
B(lj °2)2 Ktz h_ I
+ — N °,i°)+°,.(1ji°,) A.26
S a Ty N (2 i P+ 1 (i %) (A26)
3 s
°2

from the

Substituting (A.26) into (41) for p; and using % = hﬁl L
tINt
human capital accumulation function, we obtain

3 g2 3 7.3 T1io (l.l T
b T o 2 b Llity TP 1li% he+2 2 Noaq (°n 3 ©
htuN¢ °1 1i°, °2 u ht+1UN t+1 [ t+l( 11 2)
%(1j° )Ll h ﬂ%h i)
- 2 NI - -
+(1 i DI+ 553 3 N2 (P21 °)+%1 i %)

(l i c>1) ht+2uﬁt+2

(A.27)
In the balanced growth path, the steady-state growth rate is given by h;{l =

GW. Thus, (A.27) becomes
AGW !°1i:22i1 “02ﬂ°1“1

UN °1 1i°% 2

o 1Tli°l 1 i o nh_ i
2 2 NCri°D+@Qi*%)
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° i
+1/2(1 i 2)h !

—5 N(Ci°)+°1(1i°%) (A.28)
Ti°yp
Now, in order to ..nd N in steady-state, from (A.23) and (A.24) , we get
1 n h __io
——— Prithe (X +re) i he (1§ °)WeNe+ (1§ °2) WeNy
i~
= e - We+1 N1 + 2 Wt+lﬁt+l,: (A.29)
1+ 1§°% 1i°,
From the human capital accumulation function and (32), we have that
Pe;1he = EllTh:-%-—l hence, (A.29) becomes
C — )
1 Wei1he;1N¢; h i
o 2 LTl @) i he (L ) wWeNe+ (1§ °) WiNy
1i®y 1i%
= e % We+1 N1 + 2 Wt+lﬁt+l,: (A.30)
1+ 1§°% 1i°,

Introducing wy =Wy =w, Ny =1 j Ny =1 j NV, and 1+r = % for all

t, and dividing by h;1
h i
o HE%) iPHE(%)
(Li°)+%C1i°) (i %)

Equations (A.28) and (A.31) de..ne the rate of growth in this economy
GY =G (% °1: %)

(A.31)

2 Derivation of the steady-state rate of growth GC
5 .
From equation (13) we have w¢N; = NWt#NO 1§ N¢ , so that (A.26)
11
becomes:

- o < N h i
1i°% K Nt+1 "
— bl — N o - O + 1 - 20 + [e] [e]

Pt ° heNea Nt %0 t+1(°1 i %2) i 2°1+°1%

- o va INE h i
h(Li %) Ko N

+ — — N 2 o - O + o 1 - 20 + o o

02 (1 i ol) ht+2Nt+2 Nt+2 i 01 t+ ( 21 l) 1 ( 1 2 1 2)
(A.32)

Substituting (A.32) into (44) for p; and after some manipulations yields, in
steady-state:

%o 2t 2, Te ®i Tiie e, Mg i
2= 2 L 2y N7(°,i§°)+1j2°,+°,°
" 2 T 24 11 °2) i 2°1+°1%
H(Li®y) G ok N° Tai,
2 i NI - -
+ (1;012) N"C2i°D+°1(1i2°%+°:°) G- (A.33)
1 1
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Reasoning as in the previous case to ..nd out N¢ in steady-state:

O — w1 )I(1i°)(1i2°3+°%°%)+%% 1 (1i°)(1i2°,+°1°,)]
N = e i, AL o i Aol (A.34)

Equations (A.33) and (A.34) de..ne the rate of growth in this economy
GE =GC (% °1; ).

2 Proof of Proposition 4

Substituting (A.31) into (A.28) and (A.34) into (A.33) for N"' and N°
respectively would give us GY and G as a function of the parameters of
the model, and direct comparison between these two rates of growth yields
that (%;°4;°,) 2 —1 if
M 2 2 Miize

Wi °)[(Li°1)°+°1 (13 °2)°] 2 1i°)
1@ ) R )ILi ") 2°1+°1%2)+%° 1 (11 °2)(112°2+°1°))] 1
Equivalently, (%; °1; °,) 2 —» if the above inequality does not hold.

2 Derivation of the steady-state rate of growth GE

The derivation is similar to that of GW, getting:

% ge izi =3°_2 0131i°2 li°131i°2 Hli°2iWE.ITlI 1ll(l i %)
uN °1 1i°, °2 1iN° 2
nh i h io
N- (i %)+ @i°) + 1/2((1li'°12)) N-( i)+ 1i%) ;
(A.35)
where
N-=@ij°,)N": (A.36)

Equations (A.35), (A.36) and (A.31) de..ne the rate of growth of this econ-
omy G= = G= (i;%; °1; °2)-

2 Proof of Proposition 5

Comparing (A.35) to (A.28) using (A.36) and (A.31) to get rid of N=

and N would yield that (%; °;°,) 2 2 if )

| )
g #(Li ) FC1i "2l °2) i (Li ° )] [(Li °2)’+4°1(Li °2)°]g TSy

Li°)+aLi*)TCri*)ki%) i @i )i i c>2)[(1 %17+ (L °2)2]g
Equivalently, (%; °1; °,) 2 =, if the above inequality does not hold.

2 Derivation of the steady-state rate of growth GY

The derivation follows the reasoning for that of GW, getting:
A Pojivoi
A GU 1 1022 1 Hozﬂolul

uN °1 1i*% 2

o ﬂ i° - o
2 L% TR e ey
1
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1 - oyh j¥a
FAioDA °2)]+/((11i—'°12)) NV (% i °)+°1(Li %) @ (A3)
where
NY=@j°,)N": (A.38)

Equations (A.37), (A.38) and (A.31) de..ne the rate of growth of this econ-
omy GY = GY (u;%;°4; °),).
Note that there exists unemployment in this case, given by

UiNY=c, + #1177 [ "0)° 471 (1i °2)°]. (A.39)

U=1;iN (Li°)+%(°1i°2)°Ai%,)

2 Proof of Proposition 6
Directly comparing (A.37) and (A.28) using (A.38) and (A.31).

2 Derivation of the critical levels of altruism %y, and % and proof of
Lemma 7

Consider the limiting case in which b1 = 0 but the ..rst order condition
(17) is just binding. Let us restrict our attention to the steady-state of the
walrasian case. Equation (A.22) implies

o_ G°
1+r = —; (A.40)
%
where the star denotes that is evaluated when bequests are zero. From (5),
(40) and the human capital accumulation function, we obtain

A K ' il K Gn ﬂ¥
1+ rn =° — =° p—yy . (A41)
Combining (A.40) and (A.41) we get
O 11
G".
b = B X (A42)
N

Combining equations (A.41) and, from the derivation of the steady-state
growth rates (A.58), we obtain

1s

o}

5 G” G —1i%i .

e A = (A43)
UN -
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From equations (A.42), (A.43) and, from the derivation of the steady-state
growth rates (A.61), we get, solving for the critical level of altruism’
q
i[F@ D+ @+ [Pa+ i) i)
2°(i°) '

e —
/ZW_

A similar reasoning in the case of the fully unionized economy would give
q
[P+ @0+ [Pa+)+ @i a2 @i)?
2°@i®y

e —
by =

2 Proof of Proposition 8

Noting that k =k, from equations (2), (3), (16), (32), (36), (40) shifted
one period ahead, the rule for human capital accumulation and dividing by
h¢+1N¢+1 We can obtain:

Gki° 1+ o bt o 1+ D1 -o
+—Gkli"=1j°+_—CGki"+ = Gki’:
! N1 2 (L+rt1)hesr
(A.44)
From (15), (16) and (17) we get:
G . vk it; (A.45)
From (5) and (A.59), we can derive:
15°
1 _1+GkiE (A.46)

@i°)P% N

To prove the proposition, we proceed by contradiction. Suppose not,
that is, % - %" and b® > 0. From (A.45) we have that

GSkli® - GoKli”; (A47)

where k; is the unique positive solution when the non-negativity constraint
is just binding in equilibrium, i.e., bj = 0 for all i and (A.45) holds with
equality. The savings function associated to k. (A.44) becomes

o, i —
GE“ w1 et =g e (A.48)
Since % - %°; from (A.44) and (A.48) we get
SIi® - ap i’ -
GES' + 1T Gsk§i°>GE° + 1T Gui (A49)

"We are left with a second degree equation in %, from where we pick the positive
solution, given the assumption that % > 0.
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From (A.47) and (A.49), and since from the human capital accumulation

function %’0 =N, it follows

Ns > Ng: (A.50)
Now, given that % - %°, from (A.46) and (A.47) we have
Ns - Ny; (A.51)
which contradicts (A.50).
2 Proof of Proposition 9

Suppose the proposition is false, that is, % > %" and b; = 0 for all i.
Then (A.44) becomes

Slei - .
G 1F Gotic=1 e (A52)

From (A.45) and the de..nition of ks, we have that
GSkli® > Gokli”: (A.53)
From (A.48), (A.52) and (A.53) we obtain, since % =N,
N; < No: (A.54)
Now, from (A.46) and given that %g > %",

1+Gkii" _1+G%ke®

= = A.55
N, N (A.55)

From (A.53) and (A.55) we have
Ns > Ny;
which contradicts (A.54).
2 Derivation of the steady-state growth rates when b¢+q =0

In the case of inoperative bequests, by+; = 0 and (18) holds with strict
inequality. Combining (2), (3) and (16), we get

— wghe i pehe+r .

Ct T (A.56)
Substituting (A.56) into (2) for C; gives
St = (W?ht i ptht+l)_: (A57)

1+
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Substituting (15) and (A.24) into (A.57) for wg and s; respectively, and
since °; = °, = ° yields, after some manipulations,

W

° 1i°.

1+ L1

G¢
1i°l+re

-
Z|

(A.58)
From (38) and (16), noting that Coog —

ot = GY, substituting for s¢ from (A.24),
_ t

and using pthe+1 = Wlt.1¢'\2l 1= %=
and dividing by h,

we =W, =w forall t, Nt =1 j N¢
A _ !
°  GgY 1 N

@iy wain Y

13T+ ron (A-59)
Solving (A.58) and (A.59) for G¥ and N", using (5) and noting that k = K,
yields

QW = gyytit (1 eyzic TR g F+T 4" @i 2)gtt

1+ +% (1j°)°

(A.60)
1 - 02 - - - O
1+7+% (1§°)
The same reasoning for the case of the fully unionized economy would give
us
n h 2ioo 1ie
. . lin@i©) fl+2 g!
GY = @wti’ @ j °)3¢i” . (A.62
c=0" 1i°) T+ % (1) (A.62)

V= Bi’a+2),
1+7+4% (L)
2 Proof of Proposition 10

(A.63)

5 C_om_pagi_nogh(A.GO) anpo (A.62) we obtain that (%; °4;°,) 2 © if
e R %’Z i (1i°)'% >0. Equivalently, (%;°;;°,) 2 ©,
if the above inequality does not hold.
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