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Abstract
This paper identifies the origins of welfare gains and losses in economies with
accumulation technologies. Welfare gains from any perturbation originate through
five components: cross-sectional and aggregate investment efficiency, cross-sectional
capital use efficiency, and accumulation and production technology change,
regardless of the institutional or market structure. In frictionless competitive
economies, allocative components vanish, and a new accumulation Hulten’s theorem
values improvements in accumulation technologies by accumulation Domar weights:
the value of capital stocks relative to consumption expenditures. In distorted
economies, marginal social values equal discounted prices plus the present value of
wedge revenues. In U.S. data for 1947–2024, the accumulation Domar sum exceeds
the production Domar sum every year: Innovations to accumulation technologies
can be more valuable than innovations to production technologies. A credit
crunch application separates three sources of welfare losses — capital misallocation,
intertemporal-sharing, and redistribution — from a perhaps unexpected gain:
collateral constraints induce overinvestment, so a credit crunch shifts resources from
investment toward consumption, where they are more valuable.
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1 Introduction

Capital accumulation determines how economies transform current resources into future
consumption possibilities. Because capital is durable, resource constraints are linked
across dates: a perturbation that modifies investment today changes the capital available
tomorrow, which in turn determines the goods produced and the capital accumulated at
every subsequent date. Assessing the welfare impact of changes in technologies, policies,
or allocations in economies with capital is consequently far from trivial. It requires tracing
how a perturbation propagates through production and accumulation over time.

In this paper, we systematically identify the origins of welfare gains and losses in
economies with accumulation technologies. We consider a general dynamic environment
with multiple goods and multiple capital goods: goods are contemporaneously produced
using capital, while capital is created over time through accumulation technologies
that use capital and investment. Our environment nests the workhorse models of
capital accumulation, including the neoclassical growth model (Ramsey, 1928; Cass,
1965; Koopmans, 1965), investment-specific technological change (Greenwood, Hercowitz,
and Krusell, 1997), two-sector growth models (Uzawa, 1965; Lucas, 1988; Rebelo, 1991),
investment networks (Horvath, 2000; vom Lehn and Winberry, 2022), and credit cycles
(Kiyotaki and Moore, 1997).1

Origins of Production Efficiency Gains. Our first main result, Theorem 1, shows
that in this environment welfare gains coincide with production efficiency gains, and
attributes them to five components: (i) cross-sectional investment efficiency, which
measures the gains from reallocating investment across capital goods; (ii) aggregate
investment efficiency, which measures the gains from adjusting the share of the aggregate
supply of goods devoted to investment rather than consumption; (iii) cross-sectional
capital use efficiency, which measures the gains from reallocating capital across producers;
(iv) accumulation technology change; and (v) production technology change. The first
three components capture allocative efficiency gains, since they are associated with the
reallocation of resources across the economy; the last two capture technical efficiency gains
from primitive changes in technologies. A defining feature of our approach is that the

1For clarity, the main text studies a deterministic economy with a single (representative) individual;
the Online Appendix extends our results to heterogeneous individuals, elastically supplied factors,
intermediate inputs, and uncertainty.
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decomposition is exclusively based on preferences, technologies, and resource constraints:
it makes no reference to prices, budget constraints, or equilibrium notions. It therefore
identifies the origins of the welfare gains from any perturbation of any feasible allocation
— efficient or not — under any institutional or market structure, and none of the results
rely on optimality conditions.

The decomposition is built from two sets of objects. First, we identify propagation
matrices — an accumulation inverse matrix along with goods, goods-capital, capital-
goods, and capital inverse matrices — that characterize how changes in capital and
investment at a given date translate into goods and capital at all subsequent dates. These
are purely technological objects, defined at a given allocation without reference to prices
or competitive notions. Second, we characterize welfare-relevant statistics — marginal
social values and marginal welfare products — that combine the propagation matrices
with preferences to translate changes in allocations and technologies into welfare.

Since the allocative components are systematically expressed in terms of changes
in allocation shares, the decomposition separates gains due to reallocation — holding
aggregate investment, goods supply, and capital use fixed — from gains due to changes
in aggregates. We also present, to our knowledge, the first characterization of efficiency
conditions in economies with capital and investment at this level of generality.

Technology Change in Frictionless Competitive Economies. Our second main
result, Theorem 2, characterizes the decomposition in frictionless competitive economies.
Since the competitive allocation is efficient, marginal reallocations of investment or capital
have no welfare impact: all allocative efficiency components vanish, and production
efficiency originates exclusively in primitive changes in technologies, valued at equilibrium
prices — an additional unit of good j is worth its discounted goods price, and an additional
unit of capital good z is worth its discounted capital price. Expressed in proportional
terms, this result extends Hulten’s theorem to accumulation technologies: while the
welfare gain from a one-percent improvement in a production technology equals its
production Domar weight — the value of its gross output relative to nominal consumption
expenditures (Hulten, 1978) — the welfare gain from a one-percent improvement in an
accumulation technology equals a new statistic, its accumulation Domar weight, defined as
the value of the corresponding capital stock relative to nominal consumption expenditures.

The value of assets emerges as the key object for the welfare assessment of technological
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change. The date-t price of capital, qz
t , is sufficient to value improvements in accumulation

technologies, even though the additional capital generates goods and further capital at
every subsequent date. The reason is that the price of installed capital already capitalizes
the entire sequence of future propagation, so a single date-t price suffices. This logic
also determines how welfare gains depend on the persistence of a technology change: a
transitory improvement in a production technology raises output at a single date, while
a transitory improvement in an accumulation technology delivers durable capital whose
services decay only at the rate of depreciation — yet its welfare gain is still summarized
by a single accumulation Domar weight. Permanent changes in accumulation technologies
can consequently have large welfare effects, as they correspond to a discounted sum of
capital prices, not of capital rents.

Moreover, we show that there exists an unambiguous relation between production and
accumulation Domar sums: at every date, the accumulation Domar sum weakly exceeds
the production Domar sum, which weakly exceeds one. The proof relies on finding a chain
of valuations: consumption expenditures fall short of gross output because part of output
is invested; gross output equals capital rentals in our baseline environment, in which
capital goods are the only production inputs; and rentals fall short of the value of capital
because installed capital carries continuation value into the future. When production
technologies also use intermediate inputs and additional factors, the ordering can in
principle reverse, so whether across-the-board improvements in accumulation technologies
are more valuable than improvements in production technologies is an empirical question
— the subject of our first application.

Welfare-Relevant Statistics in Distorted Economies. Our third main result,
Theorem 3, characterizes the welfare-relevant statistics in distorted competitive
economies, in which wedges — a reduced-form representation of taxes, subsidies, markups,
or financial frictions — separate the marginal valuations of individuals and firms from
prices along every margin. We show that the marginal social value of any good or capital
good equals its discounted price — the frictionless statistic — plus the present value of
the wedge revenues that the marginal unit generates as it propagates through production
and accumulation. The propagation matrices determine exactly where these revenues are
collected: the additional output that a marginal unit generates at every subsequent date
crosses the consumption or investment margin, while the additional capital it puts in place
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crosses the rental market. Two features distinguish this result from its static counterpart.
First, the leading term for capital goods is the discounted price of capital rather than
a stream of discounted rentals, since the price of capital already capitalizes the after-
wedge rentals that the individual receives; only the net wedge in the rental market — the
use-weighted demand-side wedge net of the supply-side wedge — enters the correction.
Second, whereas a good crosses its margin only once, a unit of capital is rented anew at
every date at which it remains in place, so rental wedge revenues accrue at every future
date and must be discounted. A converse accumulation Hulten’s theorem, Corollary
4, follows: as long as aggregate goods wedges and net capital rental wedges vanish at
every date, prices remain sufficient statistics, so changes in production and accumulation
technologies are still valued by production and accumulation Domar weights, even though
individual wedges need not vanish and the competitive allocation need not be efficient.

Measuring Accumulation and Production Domar Weights. Our first application
measures production and accumulation Domar weights for the postwar U.S. economy.
Using Bureau of Economic Analysis (BEA) input-output and fixed-asset data for 20
industries between 1947 and 2024, we find that the accumulation Domar sum exceeds the
production Domar sum in every year of the sample: the former fluctuates between 3.4 and
4.4, while the latter remains between 2.0 and 2.5, so their ratio ranges from 1.4 to 1.9. A
permanent one-percent Hicks-neutral improvement in all technologies yields welfare gains
of 6%, with roughly 61% originating in accumulation technologies. Domar weights are
concentrated: Real Estate, Public Administration, and Manufacturing jointly account for
almost two thirds of the total, and, across capital-good categories, Structures absorb 79%
of the accumulation total. An interpretation of these magnitudes is that technological
innovations to accumulation can be more valuable than technological innovations to
production.

Origins of Welfare Losses in a Credit Crunch. Our second application identifies the
origins of the welfare losses induced by a credit crunch. We study a two-sector economy
in which manufacturing operates subject to a collateral constraint — a two-individual
variant of Banerjee and Moll (2010), with the credit-crunch experiment of Buera and
Moll (2015) — so that a change in the tightness of the borrowing constraint operates
simultaneously through several margins. Our decomposition separates the welfare losses
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into capital misallocation across producers, aggregate capital accumulation, and transfers
between constrained and unconstrained individuals. A marginal credit crunch reduces
utilitarian welfare at every level of credit-market tightness: capital misallocation and
transfers between constrained and unconstrained individuals generate losses that grow as
the constraint tightens. Perhaps unexpectedly, the aggregate investment margin generates
a welfare gain: collateral constraints induce overinvestment — every unit of wealth
relaxes future constraints — so a credit crunch shifts resources from investment toward
consumption, where their marginal social value is higher. This is the type of phenomenon
that our approach is designed to uncover.

Related Literature. Our results connect to classical studies of optimal capital
accumulation — Ramsey (1928), Cass (1965), Koopmans (1965), and Uzawa (1969) — and
to the characterizations of dynamic efficiency in Cass (1972) and Abel, Mankiw, Summers,
and Zeckhauser (1989). While this work characterizes efficient accumulation paths in
aggregative economies, our decomposition identifies the origins of the welfare gains from
any perturbation of any allocation — efficient or not — in economies with multiple goods,
factors, and capital goods. Our results also connect to neoclassical investment theory and
q-theory, as in Jorgenson (1963), Tobin (1969), Abel (1981), Hayashi (1982), and Abel and
Eberly (1994). In frictionless competitive economies, we show that asset values embed the
welfare-relevant statistics of our decomposition, and we use the shadow price of installed
capital to value improvements in accumulation technologies rather than to characterize a
firm’s investment rule.

The characterization of welfare gains in frictionless competitive economies relates our
results to Hulten’s theorem (Hulten, 1978) and to the growth accounting literature that
follows Solow (1957), including Hall (1990), Basu and Fernald (2002), and Baqaee and
Farhi (2020). The welfare content of measured national aggregates in economies with
accumulation is the subject of Kuznets (1941), Nordhaus and Tobin (1973), Weitzman
(1976), and Hulten (1979), and, more recently, of Barro (2021) and Basu, Pascali,
Schiantarelli, and Servén (2022). Relative to this work, the way in which we attribute
welfare gains to sources (i) makes no assumptions about individual behavior, budget
constraints, prices, or equilibrium notions, and (ii) decomposes welfare gains rather than
changes in output or measured productivity. Our accumulation Hulten’s theorem shows
that changes in production technologies are valued by production Domar weights, while
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changes in accumulation technologies are valued by a new set of weights — accumulation
Domar weights — that measure the value of capital stocks relative to nominal consumption
expenditures. Business cycle accounting (Chari, Kehoe, and McGrattan, 2007) shares
our goal of attributing observed outcomes to distinct margins, including an investment
wedge, and Berger, Bocola, and Dovis (2023) show that heterogeneous-agent economies
with imperfect risk sharing admit a representative-agent representation with wedges.
These approaches account for output dynamics through the lens of a representative agent
equilibrium model with prices, whereas we decompose welfare gains without taking a
stance on the underlying market structure.

Since our decomposition places no restrictions on market structure or individual
behavior, it applies directly to the workhorse macroeconomic models with capital:
economies with investment-specific technological change (Greenwood, Hercowitz, and
Krusell, 1997; Fisher, 2006), investment networks (vom Lehn and Winberry, 2022;
Foerster, Hornstein, Sarte, and Watson, 2022), financial frictions (Kiyotaki and Moore,
1997; Brunnermeier and Sannikov, 2014), and capital misallocation (Restuccia and
Rogerson, 2008; Hsieh and Klenow, 2009; Buera, Kaboski, and Shin, 2011; Moll, 2014;
David and Venkateswaran, 2019).2 Our second application illustrates this generality by
tracing the welfare losses of a credit crunch back to their origins: while output-based
measures attribute the losses of financial crises to capital misallocation, our decomposition
separates the losses due to misallocating capital across producers from the effects of
changing aggregate accumulation and of transferring resources between constrained and
unconstrained individuals.

Our results also relate to recent work on capital accumulation. Baqaee and Malmberg
(2025) represent balanced-growth paths of models with capital as equivalent static
economies in which capital services act as intermediate inputs; their analysis is positive
and concerns comparisons across steady states, while ours is normative and values
the entire sequence of allocations generated by transitory or permanent perturbations,
including economies away from steady state and allocations that need not be competitive
or efficient. Gaillard, Morrison, and Wangner (2026) derive a criterion for over- or under-
saving in overlapping generations economies with household heterogeneity, extending
the golden rule to account for uninsurable risk and shifts in the income distribution.

2Work on sectoral shocks and comovement in economies with capital includes Horvath (2000), Foerster,
Sarte, and Watson (2011), Atalay (2017), and Buera and Moll (2015).
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Carvalho, Covarrubias, and Nuño (2026) quantify the welfare costs of disasters in dynamic
production networks, in which a planner self-insures both by accumulating more capital
and by reallocating capital across sectors — margins connected to the aggregate and
cross-sectional investment efficiency terms of our decomposition.

Finally, this paper extends the welfare accounting framework of Dávila and Schaab
(2025, 2023) to economies with accumulation technologies. This approach systematically
identifies the origins of welfare gains in economies with rich heterogeneity, exclusively
based on preferences, technologies, and resource constraints. In those papers, all goods
are nonstorable, so production and valuation take place within each date. Here, we
explicitly model accumulation technologies, which link resource constraints across dates.
These links create three new allocative margins — aggregate investment efficiency, cross-
sectional investment efficiency, and cross-sectional capital use efficiency — in addition to
technological changes in accumulation.

2 Environment

We first introduce preferences, production and accumulation technologies, and resource
constraints, and then define feasible allocations and perturbations.3

Preferences. We consider a deterministic economy with a single (representative)
individual. Time is discrete, with dates indexed by t ∈ {0, . . . , T}, where T ≤ ∞. The
individual consumes J ≥ 1 perishable goods and services — goods for short — indexed
by j, ℓ ∈ J = {1, . . . , J}. There are also Z ≥ 1 durable goods — capital goods or capital
for short — indexed by z ∈ Z = {1, . . . , Z}. Goods are contemporaneously produced
using capital goods as inputs. Capital goods are created using goods as inputs through
investment.

Individual preferences are represented by

(Preferences) V =
∑

t

βtut

({
cj

t

}
j∈J

)
, (1)

3For clarity, the main text focuses on a deterministic economy with a single individual and only capital
goods as production inputs. Section B of the Online Appendix shows how to accommodate heterogeneous
individuals, elastically and inelastically supplied factors, intermediate inputs, and uncertainty.
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where cj
t denotes final consumption of good j at date t, β ∈ [0, 1) denotes the time discount

factor, and ut (·) corresponds to date-t instantaneous utility.

Production and Accumulation Technologies. Goods are produced using
technologies that take capital goods as inputs. The production technology for good j

at date t, denoted by Gj
t (·) ≥ 0, is given by

(Production Technologies) yj
t = Gj

t

({
kjz,d

t

}
z∈Z

; θ
)

, (2)

where yj
t denotes the amount produced (output) of good j at date t, and kjz,d

t denotes the
amount of capital good z used in the production of good j at date t (the superscript d

stands for demand). We parametrize Gj
t (·; θ) by θ to consider perturbations to production

technologies, as described below.
Accumulation technologies govern the dynamics of capital: they specify the stock

of capital available at date t + 1 as a function of how capital is used at date t and of
investment at that date. The accumulation technology for capital good z between dates
t and t + 1, denoted by Hz

t+1 (·) ≥ 0, is given by

(Accumulation Technologies) kz
t+1 = Hz

t+1

({
kjz,d

t

}
j∈J

,
{
ιzj
t

}
j∈J

; θ
)

, (3)

where kz
t+1 denotes the aggregate supply of capital good z at date t + 1, and ιzj

t denotes
the amount of good j invested in capital good z at date t. We parametrize Hz

t+1 (·; θ) by
θ to consider perturbations to accumulation technologies, as described below.

Resource Constraints. The resource constraint for good j at date t is

(Resource Constraints: Goods) yj
t = cj

t + ιj
t , (4)

where ιj
t = ∑

z ιzj
t denotes the aggregate investment of good j at date t.

The resource constraint for capital good z at date t is

(Resource Constraints: Capital Goods) kz
t = kz,d

t , (5)

where kz,d
t = ∑

j kjz,d
t denotes the aggregate use of capital good z at date t (the superscript
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d stands for demand).

Feasible Allocations and Perturbations. Here we define a feasible allocation.

Definition. (Feasible allocation). An allocation
{
cj

t , ιzj
t , yj

t , kjz,d
t , kz

t

}
is feasible if

equations (2) through (5) hold and the non-negativity constraints cj
t ≥ 0, ιzj

t ≥ 0, yj
t ≥ 0,

kjz,d
t ≥ 0, and kz

t ≥ 0 are satisfied.

We assume throughout that preferences and technologies satisfy standard regularity
conditions, so that all variables are smooth functions of a perturbation parameter θ.
Derivatives such as dcj

t

dθ
, dιzj

t

dθ
, and dkjz,d

t

dθ
are therefore well defined.

Perturbations dθ may represent changes in production or accumulation technologies,
in policies (e.g., taxes) or any other primitive of a fully specified model (e.g., borrowing
constraints). Under this interpretation, the mapping from θ to allocations emerges
endogenously and accounts for equilibrium effects. Alternatively, a perturbation may
correspond to a direct change in feasible allocations selected by a planner — an
interpretation useful to characterize efficient allocations, as in E.4.

Examples. The environment just described nests a wide range of settings involving
accumulation, as the following five examples illustrate.

Example 1. [Neoclassical Growth Model]. The neoclassical growth model (Ramsey,
1928; Cass, 1965; Koopmans, 1965) is the workhorse model of capital accumulation. It
features a deterministic economy with a single good (J = 1) and a single capital good
(Z = 1), with preferences V = ∑

t βtut (ct), after dropping indexes of unit dimensions.
Production and accumulation technologies are yt = Gt

(
kd

t

)
and kt+1 = (1 − δ) kd

t + ιt

where δ denotes the depreciation rate. Resource constraints are yt = ct + ιt and kt = kd
t .4

Introducing adjustment costs (Uzawa, 1969; Hayashi, 1982) simply entails switching to
kt+1 = (1 − δ) kd

t + Υt

(
kd

t , ιt

)
, where Υt (·) captures adjustment costs.

Example 2. [Investment-Specific Technological Change]. The one-sector
Greenwood, Hercowitz, and Krusell (1997) model is the canonical environment to study
investment-specific technological change, a leading instance of technological progress
embodied in accumulation technologies. Relative to Example 1, this economy features

4The neoclassical growth model often features capital reversibility. Section E.6 of the Online Appendix
shows that capital reversibility can be represented using two production technologies.
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two capital goods (Z = 2) instead of one, with a single good (J = 1) whose index we omit.
The production technology becomes yt = Gt

(
k1,d

t , k2,d
t

)
, and accumulation technologies

are k1
t+1 = (1 − δ1) k1,d

t + ι1
t and k2

t+1 = (1 − δ2) k2,d
t + θι2

t , where θ scales investment
in capital good 2 to capture an (unanticipated) investment-specific technology shock.
Resource constraints are yt = ct + ι1

t + ι2
t , k1

t = k1,d
t , and k2

t = k2,d
t .

Example 3. [Two-Sector Growth Model]. The two-sector growth model (Uzawa,
1965; Lucas, 1988; Rebelo, 1991) is the benchmark economy with multiple goods and
capital goods. Relative to Example 2, this economy adds a second good (J = 2), with
preferences V = ∑

t βtut (c1
t ) — good 2 serves only as an input into capital accumulation.

Production technologies become y1
t = G1

t

(
k11,d

t , k12,d
t

)
and y2

t = G2
t

(
k21,d

t , k22,d
t

)
,

accumulation technologies are k1
t+1 = (1 − δ)∑j kj1,d

t + ι1
t and k2

t+1 = (1 − δ)∑j kj2,d
t + ι2

t ,
and resource constraints are y1

t = c1
t + ι1

t , y2
t = ι2

t , k1
t = k11,d

t + k21,d
t , and k2

t = k12,d
t + k22,d

t .

Example 4. [Investment Network]. Horvath (2000) and vom Lehn and Winberry
(2022) study a canonical investment network model. Relative to Example 3, this
economy generalizes to an arbitrary number of goods and capital goods, Z = J ≥ 1,
with preferences V = ∑

t βtut

({
cj

t

}
j∈J

)
. The production technology of good j is

yj
t = Gj

t

(
kj,d

t

)
, and its accumulation technology is kj

t+1 = (1 − δj) kj,d
t + Ij

t

({
ιjℓ
t

}
ℓ∈J

)
,

where Ij
t captures the investment network across goods used as investment inputs, with

ιj
t = ∑

ℓ ιℓj
t . Resource constraints are yj

t = cj
t + ιj

t and kj
t = kj,d

t .

Example 5. [Credit Cycles]. Kiyotaki and Moore (1997) introduce a benchmark
economy in which a capital good in fixed supply is reallocated across technologies.
Farming (j = 1) and gathering (j = 2) produce two perfectly substitutable goods (J = 2)
using a single capital good (Z = 1), land, whose index we omit.5 Production technologies
are y1

t = G1
t

(
k1,d

t

)
and y2

t = G2
t

(
k2,d

t

)
, where G1

t (·) is linear (farming) and G2
t (·) is

strictly concave (gathering). Because land neither depreciates nor can be produced, the
accumulation technology is kt+1 = k1,d

t + k2,d
t = k̄ at all dates. Hence, ιj

t = 0 for all j, and
resource constraints reduce to y1

t + y2
t = c1

t + c2
t and kt = k1,d

t + k2,d
t .6

5Kiyotaki and Moore (1997) feature a single homogeneous good (fruit). We equivalently represent it
with two perfectly substitutable goods, one produced by each technology. This model also features two
types of individuals (I = 2) — impatient farmers and patient gatherers — but individual heterogeneity
does not impact the aggregates described here.

6Cross-sectional capital use efficiency is the only active allocative component in models in which
capital is in fixed supply and its productivity depends on who uses it. Other examples include Section
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We conclude the description of the environment by highlighting its generality beyond
the examples presented above.

Remark 1. (Generality of the environment) The environment covers a broad range of
settings with accumulation. In particular, it allows for (i) accumulation technologies that
link capital and investment across several dates, as with time-to-build in Kydland and
Prescott (1982); (ii) capital goods that enter utility directly, by introducing technologies
that transform capital into goods; (iii) interactions among capital goods in accumulation,
which can be captured by production technologies that generate investment in other
capital types; (iv) variable capital utilization, through the specification of (3); and (v)
human capital as another type of capital good.

3 Origins of Welfare Gains

We now show that the welfare gains from any perturbation in the environment considered
here are solely driven by production efficiency gains, which can be attributed to changes in
allocations (allocative efficiency), or technological changes in production or accumulation
(technical efficiency). The allocative gains can in turn be due to: (i) reallocating
investment towards different capital goods (cross-sectional investment efficiency); (ii)
adjusting the aggregate level of investment (aggregate investment efficiency); (iii)
reallocating capital towards the production of different goods (cross-sectional capital use
efficiency).

3.1 Welfare Assessment

The welfare assessment of any perturbation with a representative individual is given by the
change in utility dV

dθ
. Dividing by a normalizing factor λ, with units [λ] = utils

welfare numeraire ,
expresses the assessment in units of a chosen welfare numeraire, dV λ

dθ
= dV

dθ
/λ.7 To compare

welfare gains across dates, we similarly normalize date-t utility gains by a factor λt, with

2 of Eisfeldt and Rampini (2008), the baseline model of Fuchs, Green, and Papanikolaou (2016), and
Dávila, Jeenas, and Philippon (2026).

7Common choices of welfare numeraires are aggregate perpetual consumption (Lucas, 1987; Alvarez
and Jermann, 2004), date-0 aggregate consumption, and date-0 consumption. These choices respectively
imply

λ =
∑

t

βt
∑

j

∂ut

∂cj
t

cj
t , λ =

∑

j

∂u0

∂cj
0

cj
0, and λ =

∑

j

∂u0

∂cj
0

.
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units [λt] = utils
date-t welfare numeraire , and write

dV λ

dθ
=

dV
dθ

λ
=
∑

t

ωt
dV λ

t

dθ
, where ωt = λt

λ
(6)

is the marginal rate of substitution between the date-t and the lifetime welfare numeraires
(a time discount factor). The date-t flow gain

dV λ
t

dθ
=
∑

j

AMRSj
t,c

dcj
t

dθ
, where AMRSj

t,c =
βt ∂ut

∂cj
t

λt

, (7)

values changes in consumption at the aggregate marginal rate of substitution between
good j and the date-t numeraire, AMRSj

t,c.8 Since welfare is determined entirely by
changes in final aggregate consumption, Lemma 1 reformulates these results in terms of
production efficiency.

Lemma 1. (Welfare as Production Efficiency) In deterministic economies with a single
individual, welfare assessments are solely driven by production efficiency, given by

dV λ

dθ︸ ︷︷ ︸
Welfare
Gains

= ΞE,P
︸ ︷︷ ︸

Production
Efficiency

=
∑

t

ωt

∑

j

AMRSj
t,c

dcj
t

dθ
︸ ︷︷ ︸

=ΞE,P
t

=
∑

t

ωtΞE,P
t , (8)

where ωt and AMRSj
t,c are defined in (6) and (7).

Equation (8) simply states that welfare gains can be expressed as the discounted
value — using ωt — of the date-t changes in aggregate consumption of each of the
goods — each contemporaneously valued at AMRSj

t,c. Therefore, identifying the origins
of welfare/production efficiency gains boils down to tracing back changes in aggregate
consumption cj

t to primitive changes in technology, and capital and investment allocations.

A nominal numeraire can be accommodated as well, as in Section 4. Section E.5 of the Online Appendix
shows how to derive (6) from a global consumption-equivalent formulation and how to compute λ for
different welfare numeraires. Section B of the Online Appendix shows how to make welfare assessments
for welfarist planners with heterogeneous individuals.

8We add the qualifier aggregate to the AMRS to highlight that it is a marginal rate of substitution
for aggregate consumption. This distinction becomes relevant in models with heterogeneous individuals,
as explained in Section B of the Online Appendix.
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Shares Definitions. Working with shares, rather than levels, is critical to distinguish
gains due to reallocation from those due to changes in aggregates. Formally, changes in
capital and investment uses can be expressed as

dkjz,d
t

dθ
=

dχjz,d
t,k

dθ
kz,d

t + χjz,d
t,k

dkz,d
t

dθ
and dιzj

t

dθ
= dχzj

t,ι

dθ
ιj
t + χzj

t,ι

dιj
t

dθ
, (9)

where the date-t capital use share of capital good z used to produce good j is given by
χjz,d

t,k = kjz,d
t /kz,d

t , and the date-t investment use share of good j used to invest in capital
good z is given by χzj

t,ι = ιzj
t /ιj

t .
We also define good j’s date-t investment share by ϕj

t,ι = ιj
t/yj

t , which represents the
share of good j’s date-t aggregate supply yj

t devoted to investment. Therefore, changes
in aggregate investment of good j can be expressed as

dιj
t

dθ
= dϕj

t,ι

dθ
yj

t + ϕj
t,ι

dyj
t

dθ
. (10)

3.2 Propagation and Welfare-Relevant Statistics

Understanding the forces that shape production efficiency requires tracing how
perturbations affect the allocations of goods and capital. The economy has two types
of quantities — goods, produced and used within a period, and capital goods, which
accumulate over time — and each type propagates impulses to the other: capital produces
goods, while goods are invested to produce capital. We characterize this propagation with
five inverse matrices: the accumulation inverse matrix, which carries capital forward in
time, and the goods, goods-capital, capital-goods, and capital inverse matrices, which
form the four blocks of the economy’s propagation system. Relying on these propagation
matrices, we define welfare-relevant statistics that translate changes in allocations and
technologies into welfare changes.

3.2.1 The Propagation System: Inverse Matrices

Lemma 2 derives the inverse matrices that characterize how changes in technology and
input allocations propagate and accumulate through the economy to determine the
ultimate change in the aggregate supply of goods and capital goods.9

9To simplify the exposition, we denote all identity matrices by I; their dimensions are conformable to
the relevant expression and are suppressed throughout, except in the Appendix.
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Lemma 2. (Propagation System) Changes in the aggregate supplies of goods and capital
goods, dy

dθ
and dk

dθ
, can be expressed in terms of the goods and capital impulses as




dy
dθ

dk
dθ


 =


 Ψyy Ψyk

Ψky Ψkk




 Gθ + Gk

dχ
kd

dθ
kd

Hθ + Hk
dχ

kd

dθ
kd + H ι

dχι

dθ
ι + H ιχι

dϕι

dθ
y


 , (11)

where, letting

(Accumulation Inverse) Ak = (I − Hkχkd)−1 , Z (T + 1) × Z (T + 1) (12)

denote the accumulation inverse matrix, the four blocks are given by

(Goods Inverse) Ψyy = (I − GkχkdAkH ιχιϕι)
−1 , J (T + 1) × J (T + 1)

(Goods-Capital Inverse) Ψyk = ΨyyGkχkdAk, J (T + 1) × Z (T + 1)

(Capital-Goods Inverse) Ψky = AkH ιχιϕιΨyy, Z (T + 1) × J (T + 1)

(Capital Inverse) Ψkk = Ak + AkH ιχιϕιΨyk. Z (T + 1) × Z (T + 1)
(13)

The remaining matrices are defined in Appendix A.

Lemma 2 characterizes how the aggregate supplies of goods and capital goods ultimately
change in response to the goods and capital impulses, which represent the first-round
impact of the perturbation on the supply of goods and capital goods, respectively. A
perturbation that changes capital use shares at date t by dχjz,d

t,k

dθ
mechanically changes

capital use kjz,d
t in proportion to kz,d

t , which raises the supply of good j at date t by
∂Gj

t

∂kjz,d
t

and the supply of capital good z at date t + 1 by ∂Hz
t+1

∂kjz,d
t

. A perturbation that

changes investment use shares at date t by dχzj
t,ι

dθ
mechanically changes investment use

ιzj
t in proportion to ιj

t , raising the supply of capital good z at date t + 1 by ∂Hz
t+1

∂ιzj
t

. A

perturbation that changes investment shares by dϕj
t,ι

dθ
changes aggregate investment ιj

t in
proportion to yj

t , and hence investment use ιzj
t in proportion to χzj

t,ιy
j
t , raising the supply

of capital good z at date t + 1 by ∂Hz
t+1

∂ιzj
t

. Finally, changes in production and accumulation

technologies mechanically raise aggregate supplies by ∂Gj
t

∂θ
and ∂Hz

t

∂θ
.

Such first-round changes trigger knock-on effects beyond their impact dates, through
two mechanisms: capital accumulates, carrying impulses forward in time, and goods and
capital goods feed into each other, passing impulses back and forth between them. The
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key determinant of dynamic propagation is the accumulation inverse matrix Ak.
An additional unit of capital good z at date t contributes to current production

while also generating additional capital at date t + 1, through the use-weighted marginal
accumulation products ∑j χjz,d

t,k

∂Hz
t+1

∂kjz,d
t

. This additional capital contributes to production
and accumulation at t+1, generating capital at t+2, and so on. Adding up these rounds,
Ak = I + Hkχkd + (Hkχkd)2 + . . . characterizes the ultimate change in the aggregate
supply of capital goods induced by unit impulses in the supply of capital goods, holding
all shares fixed. Because capital is the only connection between dates, Ak is what pushes
every propagation channel forward in time: any effect of a perturbation on dates beyond
its impact date must travel through the accumulation of some capital good, and therefore
through Ak.10

Example. (Neoclassical Growth Model). In the neoclassical growth model, the
accumulation technology is kt+1 = (1 − δ) kd

t + ιt, so ∂Ht+1
∂kd

t
= 1 − δ, and capital has a

single use, so χt,k = 1. The matrix Hkχkd is then a one-period-lag operator with entries
1 − δ, so the accumulation inverse matrix is

Ak = (I − Hkχkd)−1 =




1
1 − δ 1

(1 − δ)2 1 − δ 1
... . . . . . .

(1 − δ)T (1 − δ)T −1 · · · 1 − δ 1




.

The entry in row s and column t, given by (1 − δ)s−t for s ≥ t, measures the increase in
the supply of capital at date s induced by a unit impulse to the supply of capital at date
t: the fraction of the impulse that survives depreciation between dates t and s. With full
depreciation (δ = 1), Ak = I, so impulses to the supply of capital do not propagate over
time. Without depreciation (δ = 0), all entries on and below the diagonal equal one, so
impulses to the supply of capital are permanent.

Propagation continues through the interaction between goods and capital goods.
Additional capital raises the supply of goods contemporaneously through the use-weighted

10The accumulation inverse matrix Ak is nonnegative and block lower triangular with identity diagonal
blocks: capital propagates only forward in time, while contemporaneous capital supply shocks pass one
for one.
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marginal products, Gkχkd , while, for given allocation shares, the invested share of any
additional output becomes additional capital at the next date, H ιχιϕι. The goods inverse
matrix Ψyy characterizes the ultimate change in the aggregate supply of goods induced by
unit impulses in the supply of goods: the impulse passes through one for one; its invested
share becomes capital, which accumulates through Ak while raising the supply of goods
at subsequent dates, part of which is reinvested, and so on — each round of the series
Ψyy = I + GkχkdAkH ιχιϕι + . . . completes one pass of this investment-accumulation-
production loop. The goods-capital inverse matrix Ψyk characterizes the ultimate change
in the aggregate supply of goods induced by unit impulses in the supply of capital goods:
reading Ψyk = ΨyyGkχkdAk from right to left, the impulse first accumulates through
Ak, the resulting trajectory of capital is harvested into goods through Gkχkd , and the
harvested goods then propagate as goods impulses through Ψyy.

Symmetrically, the capital-goods inverse matrix Ψky characterizes the ultimate change
in the aggregate supply of capital goods induced by unit impulses in the supply of goods:
reading Ψky = AkH ιχιϕιΨyy from right to left, the impulse first propagates to the
ultimate response of goods through Ψyy, the invested share of that response is planted
into capital through H ιχιϕι, and the new capital accumulates through Ak. Finally, the
capital inverse matrix Ψkk = Ak + AkH ιχιϕιΨyk characterizes the ultimate change in
the aggregate supply of capital goods induced by unit impulses in the supply of capital
goods, which it splits into two parts: the direct impact of the impulse itself, captured by
Ak, and the capital created by reinvesting part of the output that the surviving capital
produces along the way.

The propagation system can thus be understood in terms of three basic operations:
Gkχkd converts capital into goods, H ιχιϕι converts goods into capital, and Ak

propagates capital through time. Each block of the propagation system simply combines
these operations as needed to map its source into its destination.11

Remark 2. (Propagation Matrices are Purely Technological) While propagation matrices
abound in the study of models with rich production structures, the propagation matrices

11Unlike the accumulation inverse matrix, Ψyy, Ψky, Ψyk, and Ψkk typically do not admit closed-form
expressions. Nonetheless, for the same reason as the accumulation inverse matrix, all four blocks are
block lower triangular: every propagation channel runs forward in time. The diagonal blocks of Ψyy and
Ψkk are identity matrices: contemporaneous impulses pass through one for one. The diagonal blocks of
Ψyk equal the corresponding blocks of Gkχkd — capital raises goods contemporaneously — while Ψky

is strictly block lower triangular: goods become capital with a one-period lag.
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introduced in Lemma 2 are purely technological objects at a given allocation.12 That is,
Ψyy, Ψky, Ψyk, and Ψkk, as well as the accumulation inverse matrix Ak, are exclusively
based on production and accumulation technologies, and are defined without relying on
prices or competitive notions.

3.2.2 Welfare-Relevant Statistics

Finally, understanding the origins of production efficiency gains requires defining the
welfare-relevant statistics that translate changes in allocations and technologies into
welfare changes: MSV , MWP , and AMWP .

Definition 1. (Marginal Social Value) The marginal social values of good j and capital
good z available at date t, MSV j

t,y and MSV z
t,k, are defined as the elements of the

1 × J (T + 1) and 1 × Z (T + 1) vectors MSV y and MSV k, given by

MSV y = ωAMRScϕcΨyy and MSV k = ωAMRScϕcΨyk, (14)

where ω is the 1 × (T + 1) vector of ωt, AMRSc is the (T + 1) × J (T + 1) matrix
of AMRSj

t,c for all goods at all dates, ϕc is the J (T + 1) × J (T + 1) matrix of the
consumption shares ϕj

t,c = cj
t/yj

t for all goods at all dates, Ψyy is the J (T + 1)×J (T + 1)
goods inverse matrix, and Ψyk is the J (T + 1) × Z (T + 1) goods-capital inverse matrix.

The marginal social value of good j (capital good z) available at date t captures the welfare
gain associated with having an additional unit of that good (capital good) leaving shares
unchanged. While a unit impulse in the supply of goods (capital goods) generates an
ultimate increase in the aggregate supply of goods given by the goods inverse matrix Ψyy

(goods-capital inverse matrix Ψyk), only the aggregate consumption share ϕc is consumed
by the individual. AMRSc captures the gain associated with increasing aggregate
consumption expressed in units of the date-t welfare numeraire. This definition highlights
that the social value of a good or a capital good emanates from the final consumption —
potentially of other goods at different dates — it ultimately generates.

Definition 2. (Marginal Welfare Product) The marginal welfare products of investment
12The allocations at which the inverse matrices are evaluated can themselves be endogenously

determined within a particular economic or market structure.
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z and capital z for technology j at date t are given by

MWP zj
t,ι = MSV z

t+1,k

∂Hz
t+1

∂ιzj
t

and MWP jz
t,k = MSV j

t,y

∂Gj
t

∂kjz,d
t

+ MSV z
t+1,k

∂Hz
t+1

∂kjz,d
t

. (15)

Marginal welfare products capture the welfare gains associated with increasing investment
or using a capital good. Marginal increases in ιzj

t increase the amount of capital good z

available at date t+1 at impact by the corresponding technological marginal accumulation
product, ∂Hz

t+1
∂ιzj

t

. As just described, the social value of a capital good at date t + 1 is
summarized by MSV z

t+1,k. Hence, the marginal welfare product of investment is given by
the product of the marginal accumulation product of investment and the marginal social
value of capital.

Marginal increases in kjz,d
t have two effects. First, they increase the supply of good j

at date t at impact by the technological marginal product of capital, ∂Gj
t

∂kjz,d
t

. Second, they
increase the amount of capital good z available at date t+1 at impact by the corresponding
technological marginal accumulation product, ∂Hz

t+1
∂kjz,d

t

. The social value of the first effect is
equal to the product of the social value of good j available at date t, given by MSV j

t,y,
and the marginal product of capital. The social value of the second effect is equal to the
product of the social value of capital good z available at date t + 1, given by MSV z

t+1,k,
and the marginal accumulation product of capital. And the marginal welfare product of
capital is the sum of the social value of both effects.

Definition 3. (Aggregate Marginal Welfare Product) The aggregate marginal welfare
products of investment j and capital z at date t are given by

AMWP j
t,ι =

∑

z

χzj
t,ιMWP zj

t,ι and AMWP z
t,k =

∑

j

χjz,d
t,k MWP jz

t,k. (16)

The aggregate marginal welfare product of investment for technology j at date t

corresponds to the efficiency gain associated with increasing the amount of aggregate
investment of good j in proportion to the investment use shares. The aggregate marginal
welfare product of capital for capital good z at date t corresponds to the efficiency gain
associated with increasing the use of capital z in proportion to the capital use shares.
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3.3 Origins of Production Efficiency Gains

Once we have defined the welfare-relevant statistics, we are ready to present the first
main result of the paper. Theorem 1 shows that it is possible to attribute all production
efficiency gains to allocative efficiency gains due to adjusting investment and capital uses
as well as technical efficiency gains from primitive changes in technologies.

Theorem 1. (Production Efficiency Decomposition) Production efficiency gains, ΞE,P ,
can be attributed to (i) cross-sectional investment efficiency, (ii) aggregate investment
efficiency, (iii) cross-sectional capital use efficiency, (iv) accumulation technology change,
and (v) production technology change, as follows

ΞE,P =

Investment Efficiency︷ ︸︸ ︷
∑

t

∑

j

CovΣ
z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
ιj
t

︸ ︷︷ ︸
Cross-Sectional

Investment Efficiency

+
∑

t

∑

j

(
AMWP j

t,ι − ωtAMRSj
t,c

) dϕj
t,ι

dθ
yj

t

︸ ︷︷ ︸
Aggregate

Investment Efficiency

+

Capital Efficiency︷ ︸︸ ︷
∑

t

∑

z

CovΣ
j


MWP jz

t,k,
dχjz,d

t,k

dθ


 kz,d

t

︸ ︷︷ ︸
Cross-Sectional

Capital Use Efficiency

+
∑

t

∑

z

MSV z
t,k

∂Hz
t

∂θ
︸ ︷︷ ︸

Accumulation
Technology Change

+
∑

t

∑

j

MSV j
t,y

∂Gj
t

∂θ
︸ ︷︷ ︸

Production
Technology Change

,

(17)
where CovΣ

z [·, ·] = Z · Covz [·, ·] and CovΣ
j [·, ·] = J · Covj [·, ·] denote cross-sectional

covariance-sums among capital and goods, respectively.

Cross-sectional components correspond to covariances across uses, measuring gains from
reallocating investment or capital goods from low to high marginal welfare product uses,
for given levels of aggregate investment or capital use. The aggregate investment efficiency
component measures the gains associated with adjusting the share of the aggregate supply
of goods devoted to investment, for a given level of aggregate supply. Consequently, for
good j available at date t, it is determined by the product of the difference of the value of
investing relative to consuming, AMWP j

t,ι−ωtAMRSj
t,c, and the change in the investment

share, dϕj
t,ι

dθ
yj

t . These three components capture allocative efficiency gains since they are
associated with the reallocation of resources across the economy.

The final two components are associated with efficiency gains due to primitive changes
in technologies for given allocations. The gain from changes in the production technology
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Figure 1: Production Efficiency Decomposition
Note: This diagram illustrates the production efficiency decomposition introduced in this paper.
Theorem 1 decomposes production efficiency in deterministic economies with a single individual into
investment efficiency, capital efficiency, accumulation technology change, and production technology
change. Theorem 4 in Section B generalizes this decomposition to economies with intermediate inputs
and factors; the corresponding diagram is reported in Figure OA1.

of good j available at date t is given by its marginal social value, MSV j
t,y. The gain from

changes in the accumulation technology of capital good z available at date t is given by
its marginal social value, MSV z

t,k. These last two components capture technical efficiency
gains since they are associated with changes in technologies.

Corollary 1 presents several properties that production efficiency satisfies. These are
helpful to understand the economics behind each term, and to justify each of the labels.

Corollary 1. (Properties of Production Efficiency Decomposition)

(a) (Single Good Economies) In economies with a single good (J = 1), cross-sectional
capital use efficiency is zero.

(b) (Single Capital Good Economies) In economies with a single capital good (Z = 1),
cross-sectional investment efficiency is zero.

(c) (Specialized Investment/Capital Economies) In economies in which all capital goods
(investment) are specialized with χjz,d

t,k = 1
(
χzj

t,ι = 1
)

for all z (j) at all dates, cross-
sectional capital use (investment) efficiency is zero.
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(d) (Equalized MWP zj
t,ι or MWP jz

t,k) If marginal welfare products of capital (investment)
are equalized across all goods j (capital goods z) with kd

t > 0
(
ιj
t > 0

)
at all dates,

cross-sectional capital use (investment) efficiency is zero.

(e) (Fixed Investment Shares Economies) In economies in which all investment shares,
ϕj

t,ι, are fixed for all j at all dates, aggregate investment efficiency is zero.

In Section E.9 of the Online Appendix, we apply Theorem 1 to each of the five examples
described in Section 2. Table 1 summarizes which components are active in each of these
examples.

Table 1: Allocative Production Efficiency

Example Cross-Sectional
Investment
Efficiency

Aggregate
Investment
Efficiency

Cross-Sectional
Capital Use
Efficiency

Neoclassical Growth/
Adjustment Costs = 0 ✓ = 0

Investment-Specific
Technological Change ✓ ✓ = 0

Two-Sector
Growth Model = 0 ✓ ✓

Investment Network ✓ ✓ = 0

Credit Cycles = 0 = 0 ✓

Note: This table illustrates which components of the production efficiency decomposition in Theorem
1 are non-zero in each of the examples. Both technology change components — accumulation and
production — are possible in all examples, so the table only reports the allocative components.

Insights from Production Efficiency Decomposition. The following remarks
highlight insights that emerge from the production efficiency decomposition.

Remark 3. (Technological and Preference Origins of Production Efficiency Gains).
Theorem 1 traces the origins of efficiency gains under any perturbation to changes in the
allocation of resources and to primitive changes in technology. Since this decomposition is
purely based on preferences, technologies, and resource constraints, it is useful to quantify,
compare, and contrast different economic environments, e.g., competitive, strategic,
search, bargaining, or contracting. Note also that none of our results so far — Lemma 2
and Theorem 1 — rely on any optimality conditions (i.e., the envelope theorem).
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Remark 4. (Social Value of Changes in Accumulation or Production Technologies).
Theorem 1 shows that the efficiency gains from pure technological change are summarized
by MSV j

t,y and MSV z
t,k, without making assumptions about individual behavior, budget

constraints, prices, or equilibrium notions. The technology change components are always
positive if technology improves since MSV j

t,y > 0 and MSV z
t,k > 0. However, production

efficiency can be negative after a technological improvement if its impact on allocative
efficiency is sufficiently negative, which can only happen at inefficient allocations.

Remark 5. (Rationale and Uniqueness of the Decomposition). By design, the allocative
efficiency components are systematically expressed in terms of changes in allocation shares.
Working with shares allows us to separate changes due to reallocation (holding aggregate
investment, goods supply, and capital use fixed) from changes in aggregates. This
separation would not be possible if the decomposition were expressed in levels. This is the
unique decomposition that, at each step, separates changes in variables into components
reflecting changes in shares and changes in aggregates.

Remark 6. (Efficiency Conditions). The decomposition in Theorem 1 can also be used
to characterize the set of Pareto efficient allocations. As we show in Appendix E.4,
an allocation is efficient when no feasible perturbation of investment, investment use,
or capital use shares makes any allocative efficiency component positive. Theorem 5
translates this requirement into conditions on marginal welfare products, providing, to
our knowledge, the first characterization of efficiency conditions in economies with capital
and investment at this level of generality.

4 Frictionless Competition

Up to this point, the analysis has remained agnostic about optimizing behavior and
equilibrium. We now turn to frictionless competitive economies, where we exploit
optimality conditions to show that equilibrium prices encode the welfare-relevant statistics
identified in Theorem 1. This allows us to define a new set of Domar weights that
determine the pure impact of changes to accumulation technologies — accumulation
Domar weights — in addition to the well-understood production Domar weights. A
central result of this section is Corollary 3, which shows that the accumulation Domar
sum is larger than the production Domar sum.

23



4.1 Competitive Equilibrium

We consider a competitive equilibrium in which the individual consumes goods, owns
and accumulates capital, and rents capital to firms who operate production technologies.
Formally, the individual utility maximization problem is given by

V = max
{cj

t ,ιzj
t ,kjz,s

t }

∑

t

βtut

({
cj

t

}
j∈J

)
,

subject to the predetermined date-0 supply of capital goods kz
0, accumulation technologies

(3), and the date-t budget constraint

∑

j

pj
t

(
cj

t +
∑

z

ιzj
t

)
=
∑

z

rz
t kz

t +
∑

j

πj
t ,

where pj
t denotes the price of good j at date t, rz

t denotes the rental rate of capital good
z at date t, and πj

t denotes the profits of production technology j at date t.
Firms operating production technology j rent capital to maximize their date-t profits,

given by
πj

t = max
{kjz,d

t }
pj

ty
j
t −

∑

z

rz
t kjz,d

t .

Since firms solve a sequence of static problems, all intertemporal decisions rest with the
individual, who owns and accumulates the capital stock.

Definition 4. (Frictionless Competitive Equilibrium) Given the date-0 supply of capital
goods {kz

0}z∈Z and taking the nominal numeraire to be the date-t welfare numeraire, a
frictionless competitive equilibrium is given by a feasible allocation

{
cj

t , ιzj
t , yj

t , kjz,d
t , kz

t

}

and prices
{
pj

t , qz
t , rz

t

}
that satisfy resource constraints for goods and capital (4) and (5),

such that the following conditions hold:

(i) The aggregate marginal rates of substitution satisfy: AMRSj
t,c = pj

t .

(ii) Investment satisfies the optimality condition: pj
t = ωt+1

ωt
qz

t+1
∂Hz

t+1
∂ιzj

t

, for all z and
t < T ; at the terminal date, no resources are invested, ιzj

T = 0.

(iii) The capital Euler equations hold: qz
t = rz

t + ωt+1
ωt

qz
t+1

∂Hz
t+1

∂kjz,s
t

, for all j and t < T , with
terminal condition qz

T = rz
T .

(iv) Firms operate technology to maximize profits: pj
t

∂Gj
t

∂kjz,d
t

= rz
t .
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Conditions (i) through (iv) equalize marginal valuations along every margin of adjustment.
In (i), the representative individual equates aggregate marginal rates of substitution to
goods prices. In (ii), they equate the discounted marginal revenue accumulation product of
investment, ωt+1

ωt
qz

t+1
∂Hz

t+1
∂ιzj

t

, to the price of good j, pj
t . Condition (iii) is the Euler equation

governing the dynamics of capital goods prices. In (iv), firms equate the marginal revenue
product of capital, pj

t
∂Gj

t

∂kjz,d
t

, to the rental rate rz
t .

Characterizing the welfare-relevant statistics in competitive economies is critical
because they determine the efficiency gains from technology change as well as the marginal
welfare products behind every production efficiency component. Combining conditions (i)
through (iv), it is straightforward to show that the welfare-relevant statistics in frictionless
competitive interior economies are given by

AMRSj
t,c = pj

t , MSV j
t,y = MWP zj

t,ι = ωtp
j
t , MSV z

t,k = MWP jz
t,k = ωtq

z
t . (18)

That is, in frictionless competitive economies, (i) the aggregate marginal rates of
substitution are given by the prices of goods, pj

t ; (ii) the marginal social value of goods
and the marginal welfare product of investment are given by the discounted prices of
goods, ωtp

j
t ; and (iii) the marginal social value of capital goods and the marginal welfare

product of capital are given by the discounted prices of capital goods, ωtq
z
t .

4.2 Frictionless Competition: Production and Accumulation
Hulten’s Theorem

Substituting the welfare-relevant statistics (18) into the production efficiency
decomposition of Theorem 1 yields the next result. Since marginal welfare products
are equalized across uses — MWP zj

t,ι = ωtp
j
t , ∀z, and MWP jz

t,k = ωtq
z
t , ∀j — the cross-

sectional covariance terms of Theorem 1 vanish, and since AMWP j
t,ι = ωtAMRSj

t,c = ωtp
j
t ,

the aggregate investment margin vanishes as well. Production efficiency is then only due
to changes in technology.

Theorem 2. (Technology Change in Frictionless Competitive Economies) In frictionless
competitive economies,

a) (Production Efficiency) allocative efficiency does not contribute to production
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efficiency, which is given by

ΞE,P =
∑

t

ωt

∑

z

qz
t

∂Hz
t

∂θ
︸ ︷︷ ︸

Accumulation
Technology Change

+
∑

t

ωt

∑

j

pj
t

∂Gj
t

∂θ
︸ ︷︷ ︸

Production
Technology Change

;

b) (Production and Accumulation Hulten’s Theorem) taking date-t aggregate
consumption as date-t welfare numeraire and perpetual aggregate consumption as
lifetime welfare numeraire, the welfare gains from a one-percent Hicks-neutral
change at date t in the production technology of good j and in the accumulation
technology of capital good z are respectively given by

ωtDj
t,y and ωtDz

t,k,

where production and accumulation Domar weights are given by

(Production Domar Weights) Dj
t,y = pj

ty
j
t∑

j pj
tc

j
t

(Accumulation Domar Weights) Dz
t,k = qz

t kz
t∑

j pj
tc

j
t

.

Theorem 2a) exploits the First Welfare Theorem. Since the competitive allocation is
efficient, reallocating investment or capital across uses at the margin can have no welfare
effect: the covariance and aggregate-investment components of Theorem 1 are identically
zero. All production efficiency gains originate in primitive changes in technologies, valued
at equilibrium prices — an additional unit of capital good z is worth ωtq

z
t , and an

additional unit of good j is worth ωtp
j
t , in units of the lifetime welfare numeraire. This

result explains why the value of capital is the central object of this section: the entire
welfare impact of a change in accumulation technologies is mediated by the prices of
capital goods.

Theorem 2b) restates part a) in proportional terms and extends Hulten’s theorem
(Hulten, 1978) to accumulation technologies.13 The welfare impact of a proportional
improvement in a production technology equals its production Domar weight, the value
of its gross output relative to nominal consumption expenditures. The new result is

13Formally, one can explicitly introduce production and accumulation technology shifters ϑj
t,y and ϑz

t,k,
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the accumulation counterpart: the welfare impact of a proportional improvement in
an accumulation technology equals its accumulation Domar weight, the value of the
corresponding capital stock relative to nominal consumption expenditures. In both
cases, equilibrium prices are sufficient: no knowledge of the production network or of
the accumulation technologies themselves is required to value technology changes. This
formula allows us to compute the welfare impact of any change in technology, in production
or in accumulation, at any date.

Remark 7. (Capital Prices as Sufficient Statistics for Changes in Accumulation
Technologies). While both production and accumulation Hulten’s theorems rely on prices,
they do so in different ways. Production Domar weights value gross output at goods
prices, pj

t , while accumulation Domar weights value capital stocks at capital prices, qz
t .

The key insight of Theorem 2b) is that the date-t price of capital is sufficient to value
the contribution of new capital, even though this capital subsequently generates both
future goods and additional capital through the accumulation process. The reason is
that the capital price qz

t already capitalizes the entire sequence of future propagation. A
single date-t price therefore suffices to value the technological change. To our knowledge,
this result has not previously been formalized. It highlights capital markets as a central
determinant of the social value of technological innovations.

4.3 Transitory vs. Permanent Technology Changes

Having valued individual technology changes, we now examine how welfare gains depend
on the persistence of the change: whether it is transitory or permanent. Consider a

so that

yj
t = Gj

t

({
kjz,d

t

}
z∈Z

; ϑj
t,y

)
and kz,s

t+1 = Hz
t+1

({
kjz,d

t

}
j∈J

,
{

ιzj
t

}
j∈J

; ϑz
t+1,k

)
,

in which case production efficiency is given by

ΞE,P =
∑

t

ωt

∑

j
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∂ ln Gj
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t,y
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,

which covers arbitrary technology changes. A Hicks-neutral change at date t corresponds to ∂ ln Gj
t

∂ ln ϑj
t,y

=
∂ ln Hz

t

∂ ln ϑz
t,k

= 1, and a one-percent change to d ln ϑj
t,y

dθ = d ln ϑz
t,k

dθ = 1.
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one-percent Hicks-neutral change taking place at date τ , applied either to the production
technology of good j or to the accumulation technology of capital good z, and either
transitory — affecting date τ only — or permanent — affecting all dates t ≥ τ . Theorem
2b) characterizes the answer for all four cases.

Corollary 2. (Hicks-Neutral Technology Changes) In frictionless competitive economies,
the welfare gains from a one-percent Hicks-neutral change in the production technology of
good j or in the accumulation technology of capital good z at date τ are — depending on
whether the change is transitory or permanent — given by

Transitory Permanent

Production Dj
τ,y

∑
t≥τ

ωt

ωτ
Dj

t,y

Accumulation Dz
τ,k

∑
t≥τ

ωt

ωτ
Dz

t,k

Consider first a transitory improvement in a production technology. Output rises at
date τ , and no effect remains afterward: the welfare gain is the date-τ production Domar
weight, and the persistence of the welfare gain mirrors the persistence of the change — a
permanent improvement adds the discounted production Domar weights of all subsequent
dates.

Consider next a transitory improvement in an accumulation technology. The
improvement itself lasts a single period, but it delivers additional capital, and capital
is durable: the additional units provide productive services at every subsequent date,
decaying only at the rate of depreciation. The welfare gain is nonetheless captured by
a single date-τ statistic, the accumulation Domar weight, because the price of capital
capitalizes the entire stream of rentals the additional capital will earn. A permanent
improvement in an accumulation technology can in turn be interpreted as a sequence of
transitory improvements, one at each subsequent date, each with a persistent welfare effect
of its own. Permanent changes in accumulation technologies can consequently have large
welfare effects. The discounted sum of accumulation Domar weights, ∑t≥τ

ωt

ωτ
Dz

t,k, prices
exactly this process: each term already capitalizes an entire stream of future rentals, and
the sum adds these capitalized streams across all dates t ≥ τ .
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4.4 Domar Sums

Summing the transitory entries of Corollary 2 across goods and across capital goods
yields the production Domar sum, ∑j Dj

t,y, and the accumulation Domar sum, ∑z Dz
t,k:

the welfare gains from a one-percent Hicks-neutral change applied to all production or
to all accumulation technologies at date t. There exists a clear relation between the two
sums, and comparing them reveals whether across-the-board production or accumulation
technology shocks carry higher value.14

Corollary 3. (Domar Weight Ordering) In frictionless competitive economies, at every
date t < T at which investment is positive and capital does not fully depreciate

∑

z

Dz
t,k

︸ ︷︷ ︸
Accumulation
Domar Sum

≥
∑

j

Dj
t,y

︸ ︷︷ ︸
Production

Domar Sum

≥ 1.

The proof of Corollary 3 is a chain of valuations:

∑

j

pj
tc

j
t

︸ ︷︷ ︸
Consumption

<
∑

j

pj
ty

j
t

︸ ︷︷ ︸
Gross Output

=
∑

z

rz
t kz

t

︸ ︷︷ ︸
Capital Rentals

<
∑

z

qz
t kz

t

︸ ︷︷ ︸
Value of Capital

.

The first gap is the value of investment: consumption is the only final good, and
investment goods are intertemporal intermediate inputs, so gross output exceeds
consumption expenditures — just as intermediate inputs push the standard Domar sum
above one. The second gap is the stock-flow distinction: rental payments already account
for the value of gross output, and the price of installed capital adds the continuation value
on top, since capital is valued for the output it yields today and for the undepreciated
stock it carries into the future. At the terminal date, both gaps close: investment is zero
in any interior equilibrium — it reduces consumption with no offsetting benefit — and
the price of capital equals its rental rate, so both sums equal one.

Formally, multiplying the capital Euler equations — condition (iii) — by kjz,s
t and

14To simplify the exposition, we assume constant-returns-to-scale in production for this section, which
ensures that profits are zero.
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summing across pairs yields

∑

z

qz
t kz

t =
∑

z

rz
t kz

t + Ct, where Ct = Λt+1

Λt

∑

z

qz
t+1

∑

j

∂Hz
t+1

∂kjz,s
t

kjz,s
t ≥ 0.

The continuation value Ct is the discounted value of the capital that survives into date
t+1, and Λt denotes the Lagrange multiplier associated with the date-t budget constraint.
When accumulation technologies also exhibit constant returns to scale, iterating this
identity forward yields Λt

∑
z qz

t kz
t = ∑

s≥t Λs
∑

j pj
sc

j
s: the value of capital equals the

present value of consumption, so the accumulation Domar sum satisfies ∑z Dz
t,k = ∑

s≥t
ωs

ωt
.

Remark 8. (Beyond the Baseline Environment) The unambiguous ordering of the Domar
sums in Corollary 3 can in principle be reversed when production technologies also use
intermediate inputs and additional factors. As shown in the Appendix, in this case, the
gross output identity becomes ∑j pj

ty
j
t = ∑

z rz
t kz

t +∑f wf
t nf,d

t +∑j pj
tx

j
t , and the difference

between the Domar sums becomes

∑

z

Dz
t,k −

∑

j

Dj
t,y =

Ct −
(∑

f wf
t nf,d

t +∑
j pj

tx
j
t

)

∑
j pj

tc
j
t

,

so the accumulation Domar sum exceeds the production Domar sum if and only if the
continuation value of capital exceeds date-t payments to factors and intermediate inputs.
Equivalently, in ratio form,

∑
z Dz

t,k∑
j Dj

t,y

=
∑

z rz
t kz

t∑
j pj

ty
j
t︸ ︷︷ ︸

Capital Share of
Gross Output ≤1

×
(

1 + Ct∑
z rz

t kz
t

)

︸ ︷︷ ︸
Capitalization

Factor ≥1

.

The first term falls below one when payments to other factors or intermediate inputs are
positive; the second always exceeds one when capital survives. Since the two terms push in
opposite directions, whether the accumulation Domar sum exceeds the production Domar
sum is an empirical question, which we study in Section 6.
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5 Distorted Economies

We now turn to distorted economies, in which wedges separate the marginal valuations of
individuals and firms from prices. Wedges provide a reduced-form representation of taxes,
subsidies, markups, financial frictions, or other constraints on behavior. We first define
a competitive equilibrium in which every choice margin is saturated with a wedge. We
then show that the marginal social values in distorted economies equal their frictionless
counterparts — discounted prices — plus the present value of the wedge revenues that
marginal units generate as they propagate through the economy, and we identify the
conditions under which prices remain the welfare-relevant sufficient statistics.

5.1 Competitive Equilibrium with Wedges

To allow for distortions, we saturate all choices with wedges, which we take as primitives.
Formally, the representative individual faces the following date-t budget constraint

∑

j

pj
t

((
1 + τ j

t,c

)
cj

t +
∑

z

(
1 + τ zj

t,ι

)
ιzj
t

)
=
∑

z

rz
t

(
1 + τ z,s

t,k

)
kz

t +
∑

j

πj
t + Rt,

where Rt denotes transfers that rebate wedges back to the representative individual.
Date-t profits from operating production technology j are given by

πj
t = max

{kjz,d
t }

pj
t

(
1 + τ j

t,y

)
yj

t −
∑

z

rz
t

(
1 + τ jz,d

t,k

)
kjz,d

t .

Definition 5. (Competitive Equilibrium with Wedges) Given the date-0 supply of capital
goods {kz

0}z∈Z , wedges
{
τ j

t,c, τ zj
t,ι , τ z,s

t,k , τ jz,d
t,k , τ j

t,y

}
, and taking the nominal numeraire to be

the date-t welfare numeraire, a competitive equilibrium with wedges is given by a feasible
allocation

{
cj

t , ιzj
t , yj

t , kjz,d
t , kz

t

}
and prices

{
pj

t , qz
t , rz

t

}
that satisfy resource constraints for

goods and capital (4) and (5), such that the following conditions hold:

(i) The aggregate marginal rates of substitution satisfy: AMRSj
t,c = pj

t

(
1 + τ j

t,c

)
.

(ii) Investment satisfies the optimality condition: pj
t

(
1 + τ zj

t,ι

)
= ωt+1

ωt
qz

t+1
∂Hz

t+1
∂ιzj

t

, for all z

and t < T ; at the terminal date, no resources are invested, ιzj
T = 0.

(iii) The capital Euler equations hold: qz
t = rz

t

(
1 + τ z,s
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)
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T
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)
.
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(iv) Firms operate technology to maximize profits: pj
t

∂Gj
t

∂kjz,d
t

= rz
t

(
1+τ jz,d

t,k

1+τ j
t,y

)
.

In a competitive equilibrium with wedges, individuals and firms equalize marginal
valuations along every margin of adjustment with the corresponding prices cum wedges.

5.2 Marginal Social Values in Distorted Economies

In frictionless competitive economies, the welfare-relevant statistics are given by
discounted prices, as shown in Equation (18). In distorted economies, wedges break that
and the marginal social values are no longer tantamount to discounted prices. Theorem
3 characterizes the marginal social values in distorted economies.

Theorem 3. (MSV in Distorted Economies) In distorted competitive economies, the
marginal social values of goods and capital goods are given by

MSV y = ωp + ωpτ̄ yΨyy + ωrτ̄ kΨky and MSV k = ωq + ωpτ̄ yΨyk + ωrτ̄ kΨkk,

(19)
where τ̄ y = τ cϕc + τ ιχιϕι denotes the aggregate goods wedge and τ̄ k = τ kdχkd − τ ks

denotes the net capital rental wedge.

The theorem states that, in distorted economies, the marginal social value of any good
or capital good equals its market price plus the present value of the wedge revenues that
the marginal unit generates as it propagates through production and accumulation.

The leading terms, ωp and ωq, are the welfare-relevant statistics of frictionless
competition: absent wedges, the discounted price of a marginal unit already capitalizes
the value of the final consumption that the unit ultimately generates. With wedges,
individuals and firms equate their marginal valuations to prices cum wedges, whenever
the marginal unit — or any of the output and capital it subsequently generates — crosses
a distorted margin, the value society places on that unit differs from the price at which
it trades, and the difference is exactly the wedge revenue collected at that margin.

The correction terms in Theorem 3 collect these revenues margin by margin and date
by date. Consider MSV y. A unit impulse in the supply of a good generates additional
output for all goods at all dates, given by the goods inverse matrix Ψyy. Each additional
unit of output is disposed of according to the allocation shares: its consumed share
crosses the consumption margin, which collects τ j

t,c per unit of expenditure, while its
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invested share crosses the investment margin, which collects the use-weighted investment
wedge ∑z χzj

t,ιτ
zj
t,ι . The aggregate goods wedge, with elements τ̄ j

t,y = τ j
t,cϕ

j
t,c +∑

z χzj
t,ιτ

zj
t,ι ϕ

j
t,ι,

therefore measures the wedge revenue collected per additional unit of output, in proportion
to its price, so ωpτ̄ yΨyy is the present value of the wedge revenues collected along the
goods trajectory. The impulse also generates additional capital for all capital goods at
all dates, given by the capital-goods inverse matrix Ψky, and each additional unit of
capital in place crosses the rental market, where firms pay the demand wedges while
the individual receives the supply wedge. The net capital rental wedge, with elements
τ̄ z

t,k = ∑
j χjz,d

t,k

τ jz,d
t,k

−τ j
t,y

1+τ j
t,y

− τ z,s
t,k , therefore measures the net wedge revenue collected per

unit of capital, in proportion to its rental rate, so ωrτ̄ kΨky is the present value of
the wedge revenues collected along the capital trajectory. The expression for MSV k

is identical, with Ψyk and Ψkk in place of Ψyy and Ψky: goods and capital impulses
collect wedge revenues at the same two margins; what differs is the trajectories along
which they propagate, which are exactly the blocks of the propagation system.

Two features of Theorem 3 make it truly dynamic. First, the leading term of MSV k

is the discounted price of capital rather than a discounted stream of rental rates: as we
show in the Appendix, ωr (I + τ ks) Ak = ωq, so the price of capital already capitalizes
the after-wedge rental stream that the individual receives as the marginal unit survives
through the accumulation inverse matrix. This is why only the net rental wedge appears
in the correction: supply-side wedge revenues are already embedded in ωq. Second, in
the static economies of Dávila and Schaab (2023), the analogous result corrects prices
only for the aggregate goods wedge. In dynamic economies, wedge revenues accrue at all
future dates — hence the discounting by ω — and the rental market for capital opens a
margin with no static counterpart. Whereas a good crosses its margin only once — it is
consumed or invested at the date it exists, and used up — a unit of capital is not used
up when it is rented: it survives into the next date and is rented again. The rental wedge
is therefore collected anew at every date at which the capital generated by the marginal
unit remains in place, and ωrτ̄ kΨky capitalizes this stream.

Corollary 4. (Converse accumulation Hulten’s theorem: conditions for MSV y = ωp

and MSV k = ωq) The conditions that ensure that prices remain the welfare-relevant
sufficient statistics are that aggregate goods wedges and net capital rental wedges are zero
at all dates: τ̄ y = 0 and τ̄ k = 0.
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Individual wedges need not vanish. Within a good, consumption and investment wedges
may offset in the aggregate, τ j

t,cϕ
j
t,c + ∑

z χzj
t,ιτ

zj
t,ι ϕ

j
t,ι = 0; within a capital good, the use-

weighted demand-side composite may equal the supply wedge, ∑j χjz,d
t,k

(
τ jz,d

t,k
−τ j

t,y

1+τ j
t,y

)
= τ z,s

t,k

— symmetric treatment of the two sides of the rental market. The competitive equilibrium
can thus be inefficient while ωp and ωq still price marginal units correctly. This
generalizes the static converse (production) Hulten’s theorem of Dávila and Schaab (2023)
with a new condition: in dynamic economies, prices are sufficient only if, in addition, the
rental market for every capital good is undistorted on net.

6 Application 1: Measuring Accumulation and
Production Domar Weights

Motivated by Theorem 2 and Corollaries 2 and 3, we now proceed to measure and analyze
accumulation and production Domar weights in the U.S. economy and their evolution.
An interpretation of the finding that accumulation weights are larger than production
weights is that technological innovations to accumulation can be more valuable than
those to production.

Data Description. We focus on the postwar U.S. economy between 1947 and 2024. For
each of the 20 2-digit North American Industry Classification System (NAICS) industries,
we observe nominal gross output and aggregate nominal final consumption from the BEA
input-output (I-O) Use tables. This allows us to compute production Domar weights
at each date. For each of those 20 industries, we also observe nominal capital from the
BEA’s Fixed Asset tables, split into three categories: (i) Equipment, (ii) Structures,
and (iii) Intellectual Property Products (IPP). This allows us to compute accumulation
Domar weights aggregated and disaggregated per category per industry.15 When needed
to compute ωt, we assume an isoelastic flow utility such that V = ∑

t βt C1−γ
t

1−γ
where

Ct =
[∑J

j=1

(
cj

t

)σ−1
σ

] σ
σ−1

is a CES consumption aggregator. We use standard values:
β = 0.98, γ = 2, and σ = 0.349 as in Schaab and Tan (2025). Section D.1 of the Online
Appendix includes a more detailed description of the data.

15Hence, we implicitly map the 20 2-digit industries to J , and then assume that Z = 3J when reporting
disaggregated numbers, or Z = J when aggregated.
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Figure 2: Application 1: Measuring Domar Weights

Note: Discounted sums of production and accumulation Domar weights,
∑

t ωtDj
t,y and

∑
t ωtDj

t,k, by
industry — the welfare gains from permanent one-percent Hicks-neutral technology changes — under
the lifetime welfare numeraire λ =

∑
t λt (postwar U.S., 1947–2024; β = 0.98, γ = 2, σ = 0.349). Data

on nominal gross output and final consumption are taken from the BEA I-O Use tables and data on
nominal capital are taken from the BEA’s Fixed Asset tables. Industries are sorted by total contribution
in the left panel; the three largest are annotated with their totals and shares of the aggregate 6.087. The
right panel plots each industry’s discounted sum of accumulation Domar weights against its production
counterpart; the dashed line is the 45-degree line and ρ denotes the correlation.

Findings: Industry Weights. The left panel of Figure 2 reports the discounted
production and accumulation Domar weights by industry, ∑t ωtDj

t,y and ∑t ωtDj
t,k. These

can be interpreted as time-averages of Domar weights and, by Corollary 2, as the
welfare gains from permanent one-percent Hicks-neutral improvements in each industry’s
production and accumulation technologies. Summing across industries, a permanent
one-percent improvement in all technologies yields welfare gains of 6.087% of lifetime
consumption, with 2.391 percentage points originating in production Domar weights and
3.695 in accumulation Domar weights (roughly 61%).

Weights are significantly concentrated, as shown in the left panel of Figure 2. Real
Estate and Rental and Leasing alone accounts for 1.501 (24.7% of the total), Public
Administration accounts for 1.228 (20.2%), and Manufacturing accounts for 1.127 (18.5%);
together these three industries contribute 63.4% of the total. Industries also differ in
the composition of their contribution: accumulation Domar weights dominate for Real
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Estate and Public Administration, whereas production Domar weights dominate for
Manufacturing. Transportation and Warehousing (0.362), Retail Trade (0.231), Utilities
(0.202), Agriculture (0.196), Information (0.179), and Construction (0.155) follow. Table
OA2 in the Appendix reports the exact values. The right panel of Figure 2 plots
each industry’s discounted sum of accumulation Domar weights against its production
counterpart: Real Estate and Public Administration lie far above the 45-degree line,
whereas Manufacturing lies far below it.
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Figure 3: Application 1: Evolution of Domar Sums

Note: Accumulation and production Domar sums,
∑

z Dz
t,k and

∑
j Dj

t,y, computed year by year (postwar
U.S., 1947–2024; β = 0.98, γ = 2, σ = 0.349). The dashed line marks 1.

Findings: Domar Sums. Figure 3 plots the accumulation and production Domar
sums, ∑z Dz

t,k and ∑
j Dj

t,y, year by year. The Domar weight ordering of Corollary
3, ∑z Dz

t,k >
∑

j Dj
t,y > 1, thus holds in every year of the sample: the accumulation

sum fluctuates between 3.4 and 4.4 — peaking around 1980 — while the production
sum remains between 2.0 and 2.5, so their ratio ranges from 1.4 to 1.9. This finding
indicates that technological innovations to accumulation can be more valuable than those
to production.

Figure 4 separates each sum into a Hodrick–Prescott trend and a cyclical component:
the accumulation sum is substantially more cyclical than the production sum, while the
two cyclical components strongly comove positively.
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Figure 4: Application 1: Domar Sums Cyclicality

Note: Accumulation and production Domar sums,
∑

z Dz
t,k and

∑
j Dj

t,y (postwar U.S., 1947–2024;
β = 0.98, γ = 2, σ = 0.349). The left panel reports the Hodrick–Prescott cyclical components; the right
panel illustrates their comovement, with ρ denoting the correlation between the two cyclical components.

Additional Findings. We report several additional findings in Appendix D.1. Three
are worth highlighting. First, time variation in the industry-level weights is minimal for
the discounted sums: replacing each industry’s Domar weight path by its unweighted time
mean leaves the discounted sum of accumulation Domar weights essentially unchanged and
lowers its production counterpart by 4.1%, so Figure 2 should be read as a description of
the ωt-weighted postwar path, dominated by the early decades. Second, the industry-
level series reallocate substantially over the postwar period: Real Estate and Public
Administration carry the two largest accumulation Domar weights throughout, while
production Domar weights decline in Manufacturing and rise in service industries (Figure
OA4). Third, Structures absorb 79% of the discounted sum of accumulation Domar
weights (Table OA1). Accordingly, the accumulation Domar weights of the U.S. economy
are dominated by Structures.

37



7 Application 2: Origins of Welfare Losses in a
Credit Crunch

This application identifies the origins of welfare losses associated with a credit crunch. A
large literature studies the output losses associated with financial crises (Buera, Kaboski,
and Shin, 2011; Moll, 2014; Buera and Moll, 2015). Output-based measures, however,
cannot determine whether the associated welfare losses stem from misallocating capital
across sectors, from accumulating too little capital in the aggregate, or from reallocating
resources between constrained and unconstrained individuals. Theorem 1 separates these
margins. A credit crunch is therefore an ideal setting to put the results to use, as a change
in the tightness of a borrowing/collateral constraint operates through multiple margins
at once, and we are able to quantify the contribution of each.

Environment. We consider a deterministic economy with I = 2 individuals, two
intermediate goods, one final good, and a single capital good. Time is discrete, with
dates indexed by t ∈ {0, . . . , T}, where T ≤ ∞. The environment is a two-individual
variant of Banerjee and Moll (2010); the credit-crunch experiment follows Buera and
Moll (2015). Intermediate good i = 1 is produced by services, a small-scale industry,
and intermediate good i = 2 by manufacturing, a large-scale industry.16 Guided by
the evidence on establishment scale, we model services as the unconstrained sector and
manufacturing as the constrained sector.17

Individual i derives utility from consuming the final good,

V i =
T∑

t=0

(
βi
)t

u
(
ci

t

)
where u (c) = c1−γ

1 − γ
.

Using the final good as numeraire, individual i’s budget constraint is

ci
t + ai

t+1 = (rt + 1 − δ) ai
t + πi

t,

where ai
t denotes individual i’s wealth, rt the rental rate of the capital good, and πi

t the
16Note that to simplify the exposition, we are implicitly mapping j = {1, 2} to i = {1, 2}.
17Scale is the defining sectoral characteristic in Buera, Kaboski, and Shin (2011): manufacturing

operates at roughly three times the establishment scale of services, and larger scale means larger per-
establishment financing needs, so financial frictions fall hardest on manufacturing. Mirroring their
mechanism, we assign the collateral constraint to the manufacturing industry.
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profits of production technology i.
Intermediate good i is produced by a firm owned by individual i that rents capital

and maximizes date-t profits subject to a collateral constraint tied to its owner’s wealth,

πi
t = max

ki,d
t

pi
ty

i
t − rtk

i,d
t s.t. yi

t =
(
ki,d

t

)ζk and ki,d
t ≤ ai

t

θ
,

where θ ∈ [0, 1] indexes the tightness of the credit market: a higher θ raises the wealth
required per unit of capital rented. The final good is produced with the constant-returns
Cobb–Douglas technology

yt =
2∏

i=1

(
xi

t

)ζi
y

,

where ζ i
y ≥ 0 and ∑2

i=1 ζ i
y = 1.18 The single accumulation technology is given by

kt+1 = (1 − δ)
∑

i

ki,d
t + ιt.

Finally, the resource constraints are

yt = ct + ιt, yi
t = xi

t, and kt =
∑

i

ki,d
t = kd

t ,

where ct = ∑
i ci

t.

Origins of Efficiency Losses. We consider the welfare effects of the credit-market
perturbation for a utilitarian planner, W = ∑

i V i. We use date-t aggregate consumption
as date-t welfare numeraire and perpetual aggregate consumption as lifetime welfare
numeraire,

λi
t =

(
βi
)t

u′
(
ci

t

)
ct and λi =

∑

t

λi
t,

so that MRSi
t,c = (βi)t

u′(ci
t)

λi
t

= 1
ct

, which in turn implies that MRSi
t,c is equalized across

individuals and exchange efficiency vanishes. The welfare decomposition is given by

dW λ

dθ
=

∑

t

ωtAMRSt,c
dct

dθ
︸ ︷︷ ︸

ΞAE (Aggregate Efficiency)

+
∑

t

ωtCovΣ
i

[
ωi

t

ωt

, MRSi
t,c

dci
t

dθ

]

︸ ︷︷ ︸
ΞIS (Intertemporal-Sharing)

+CovΣ
i

[
ωi,

dV i|λ

dθ

]

︸ ︷︷ ︸
ΞRD (Redistribution)

,

18The unit-elastic aggregator follows Buera, Kaboski, and Shin (2011), who set the elasticity of
substitution between services and manufacturing to one and argue that the choice is conservative.
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Table 2: Parameter Values (Application 2)

Description Parameter(s) Value(s)

Preferences Utility Curvature γ 2
Discount Factors β1, β2 0.9937, 0.9390

Technology
Capital Share ζk 0.4505
Depreciation Rate δ 0.0483
Final-Good Production Shares ζ1

y , ζ2
y 0.4915, 0.5085

Credit Market Collateral Parameter θ0 0.2410
Initial Conditions Initial Wealth a1

0, a2
0 19.124, 2.332

Note: This table summarizes the choice of parameter values used in Section 7.

where the normalized individual weights, dynamic weights, and average dynamic weights
are

ωi = λi

1
I

∑
i λi

, ωi
t = λi

t

λi
, and ωt = 1

I

∑

i

ωi
t,

and CovΣ
i [·, ·] = I · Covi [·, ·] denotes a covariance-sum across individuals.

Transfers between constrained and unconstrained individuals affect welfare through
two distinct components. Their efficiency content appears as intertemporal-sharing:
constrained and unconstrained individuals value date-t resources differently relative to
their lifetime valuations — their normalized dynamic weights ωi

t differ — so transferring
resources toward the individual who values them relatively more at a given date increases
efficiency. Their equity content appears as redistribution, which captures the equity
concerns embedded in the social welfare function through the covariance between the
normalized individual weights ωi and individual lifetime welfare changes.

Because MRSi
t,c are equalized, aggregate efficiency involves only production efficiency.

With a single capital good, cross-sectional investment efficiency vanishes, and absent
technology changes the decomposition reduces to two possibly nonzero components,

ΞAE = ΞAE,P =
∑

t

CovΣ
j


MWP j

t,k,
dχj,d

t,k

dθ


 kd

t

︸ ︷︷ ︸
Cross-Sectional

Capital Use Efficiency

+
∑

t

(AMWPt,ι − ωtAMRSt,c)
dϕt,ι

dθ
yt

︸ ︷︷ ︸
Aggregate

Investment Efficiency

.
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Figure 5: Application 2: Origins of Welfare Losses in a Credit Crunch

Note: Panel (a): welfare accounting decomposition for a utilitarian planner. Panel (b): efficiency and
its two components, aggregate efficiency and intertemporal-sharing. Panel (c): production efficiency and
its two components, cross-sectional capital use efficiency and aggregate investment efficiency. All objects
are in units of perpetual aggregate consumption.

Calibration. Table 2 summarizes our parametrization. We set γ = 2 and take
the remaining parameters from postwar U.S. data (1947–2024): ζk = 0.4505 is one
minus the average aggregate labor share, δ = 0.0483 the average depreciation rate, and
r⋆ = 0.0546 the average real interest rate, so that β1 = 1

1+r⋆−δ
= 0.9937; ζ1

y = 0.4915
and ζ2

y = 0.5085 are services’ share of total nominal gross output and its complement.
The credit-market parameters are disciplined by external finance: θ0 = 1

4.15 = 0.241
adopts the U.S. collateral parameter of Moll (2014), and β2 = 0.9390 is calibrated so that
steady-state external finance matches the U.S. external-finance-to-GDP ratio of Beck,
Demirgüç-Kunt, and Levine (2000). We start every transition from the steady state,
a0 = a⋆ (θ0) = (19.124, 2.332).
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Results. We model a credit crunch as an increase in θ, that is, a tightening of the
collateral constraint ki,d

t ≤ ai
t

θ
, so the experiment is dθ > 0. A marginal credit crunch

reduces utilitarian welfare at every level of tightness. Near the status quo θ0 = 0.241,
the efficiency loss is small, and driven by both intertemporal-sharing considerations (as
the initially constrained individuals can borrow even less) and production efficiency. The
same forces increase the marginal efficiency loss as the constraint keeps tightening.

The split of production efficiency losses is somewhat surprising. First, at all times,
tightening the borrowing constraint generates losses due to capital misallocation, as
captured by the cross-sectional capital use efficiency term. However, this tightening is
associated with a positive aggregate investment effect. At each date, a marginal unit
of the final good is worth ωtAMRSt,c if consumed and AMWPt,ι if invested. In a
frictionless equilibrium, individuals equalize both margins, but with collateral constraints,
the constrained individual’s private return to saving includes the collateral shadow value
— every unit of wealth relaxes tomorrow’s constraint — so there is too much investment
in equilibrium, leaving the marginal invested unit socially worth less than the marginal
consumed unit (AMWPt,ι < ωtAMRSt,c). Because a credit crunch lowers the investment
share at essentially every date (dϕt,ι/dθ < 0), it moves final goods from investment to
consumption and each shifted unit yields a positive welfare gain on this margin.

Since the tightening of the borrowing constraints already hurts the borrowing-
constrained individuals, an equal-weighted utilitarian planner perceives an additional
redistribution loss, as shown in panel (a) of Figure 5.

8 Conclusion

This paper systematically identifies the origins of welfare gains and losses in economies
with accumulation technologies, in which capital links resource constraints across dates.
It draws four main conclusions.

First, welfare gains coincide with production efficiency gains and originate through
five channels: cross-sectional and aggregate investment efficiency, cross-sectional capital
use efficiency, and accumulation and production technology change. A defining feature of
our approach is that it is exclusively based on preferences, technologies, and resource
constraints, without invoking prices, budget constraints, or equilibrium notions. It
therefore identifies the origins of the welfare gains from any perturbation of any feasible
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allocation — efficient or not — under any institutional or market structure.
Second, in frictionless competitive economies all allocative efficiency components

vanish, and the value of assets becomes the key object for the welfare assessment of
technological change. We show that the welfare gain from a one-percent improvement
in a production technology equals its production Domar weight — the well-known
production Hulten’s theorem — while the welfare gain from a one-percent improvement
in an accumulation technology equals its accumulation Domar weight: the value of the
corresponding capital stock relative to nominal consumption expenditures — a new
accumulation Hulten’s theorem. A single date-t capital price is sufficient to value a
technology change whose effects extend over every subsequent date, since the price of
installed capital already capitalizes the entire sequence of future propagation through
production and accumulation. At every date, the accumulation Domar sum (the sum
of all accumulation Domar weights) weakly exceeds the production Domar sum, which
weakly exceeds one.

Third, in distorted economies, in which wedges separate the marginal valuations of
individuals and firms from prices, the marginal social value of any good or capital good
equals its discounted price plus the present value of the wedge revenues that the marginal
unit generates as it propagates through production and accumulation. Because the price
of installed capital already capitalizes the after-wedge rentals that the individual receives,
only the net wedge in the rental market enters the correction, and because capital is rented
anew at every date at which it remains in place, rental wedge revenues accrue at every
future date. Prices remain the welfare-relevant sufficient statistics — and technology
changes are still valued by production and accumulation Domar weights — as long as
aggregate goods wedges and net capital rental wedges vanish at every date, even if
individual wedges do not.

Fourth, the decomposition can be taken directly to the data and to quantitative
models. Between 1947 and 2024, the accumulation Domar sum exceeds the production
Domar sum every year, with a ratio between 1.4 and 1.9. Our measures imply that a
permanent one-percent Hicks-neutral improvement in all technologies would yield welfare
gains of 6%, with roughly 61% originating in accumulation technologies, suggesting
that technological innovations to accumulation can be more valuable than technological
innovations to production. In a credit crunch, our approach allows us to separate the
welfare losses due to misallocating capital across producers from the effects of changing
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aggregate accumulation and from transfers between constrained and unconstrained
individuals, who value consumption differently at different dates. Capital misallocation
and reallocating resources away from already constrained individuals generate losses at
every level of the collateral constraints, while the aggregate investment margin generates
a gain: collateral constraints induce overinvestment, so a credit crunch shifts final goods
from investment toward consumption, where their social value is higher.

Our results imply that assessing the welfare impact of technological change in
economies with capital critically hinges on valuing stocks of assets in addition to flows of
output. As long as national accounts measure capital stocks at the industry and asset
level, accumulation Domar weights can be computed wherever production Domar weights
can — across countries, time periods, and finer industry and asset categories. We hope the
approach developed in this paper, which the Online Appendix extends to heterogeneous
individuals, elastically supplied factors, intermediate inputs, and uncertainty, proves
useful to identify the origins of welfare gains in the rich class of economies with
accumulation.
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Online Appendix
Section A of this Online Appendix provides explicit definitions of the vectors and matrices used in
the paper. Section B generalizes our results in the body of the paper to account for intermediate
inputs, multiple factors, and endowments, and to allow for heterogeneous individuals. Section
C presents proofs and derivations. Section E includes additional results.

To simplify the exposition, we assume throughout that (i) consumption is (weakly) desirable,
i.e., ∂ut/∂cj

t ≥ 0; (ii) the marginal products of capital goods are weakly positive, i.e.,
∂Gj

t /∂kjz,d
t ≥ 0; (iii) the marginal accumulation products of capital goods and investments

are weakly positive, i.e., ∂Hz
t+1/∂kjz,d

t ≥ 0 and ∂Hz
t+1/∂ιzj

t ≥ 0; and (iv) the no-free-lunch
property holds, i.e., Gj

t (·) = 0 if kjz,d
t = 0, ∀z, and Hz

t+1 (·) = 0 if kjz,d
t = 0 and ιzj

t = 0,
∀j. Many of our results, including the welfare accounting decomposition, do not require such
restrictions.

A Matrix Definitions
This section defines all matrices used in the body of the paper and in this Appendix. To simplify
the exposition, we represent all matrices for the I = 2, J = 2, Z = 2, F = 2 case, although
we define matrix dimensions for the general case. For clarity, we typically use L to denote the
number of intermediate inputs, although L = J .

Allocations. We collect capital good uses at date t, kjz,d
t , in the JZ × 1 vector k̊

d
t , factor

uses at date t, njf,d
t , in the JF × 1 vector n̊d

t , and investment allocations at date t, ιzj
t , in a

ZJ × 1 vector ι̊t, given by

k̊
d
t =




k11,d
t

k21,d
t

k12,d
t

k22,d
t




JZ×1

, n̊d
t =




n11,d
t

n21,d
t

n12,d
t

n22,d
t




JF ×1

, ι̊t =




ι11
t

ι21
t

ι12
t

ι22
t




ZJ×1

.

We stack capital good uses kjz,d
t , for all dates in the JZ (T + 1) × 1 vector k̊

d, factor uses, njf,d
t ,

for all dates in the JF (T + 1) × 1 vector n̊d, and investment allocations, ιzj
t , for all dates in a

ZJ (T + 1) × 1 vector ι̊, given by

k̊
d =




k̊
d
0
...

k̊
d
t
...

k̊
d
T




JZ(T +1)×1

, n̊d =




n̊d
0
...

n̊d
t
...

n̊d
T




JF (T +1)×1

, ι̊ =




ι̊0
...
ι̊t

...
ι̊T




ZJ(T +1)×1

.
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Aggregate allocations. We collect aggregate consumption at date t, cj
t , aggregate

investment at date t, ιj
t , aggregate intermediate use at date t, xj

t , goods’ supply at date t,
yj,s

t , aggregate goods endowment at date t, ȳj,s
t , and aggregate goods supply at date t, yj

t , in
J × 1 vectors ct, ιt, xt, ys

t , ȳs
t , and yt, given by

ct =
(

c1
t

c2
t

)

J×1
, ιt =

(
ι1
t

ι2
t

)

J×1
, xt =

(
x1

t

x2
t

)

J×1
,

ys
t =

(
y1,s

t

y2,s
t

)

J×1
, ȳs

t =
(

ȳ1,s
t

ȳ2,s
t

)

J×1
, yt =

(
y1

t

y2
t

)

J×1
.

Similarly, we collect aggregate use, kz,d
t , supply, kz,s

t , aggregate endowment, k̄z,s
t , and aggregate

supply, kz
t , of capital goods at date t in Z × 1 vectors kd

t , ks
t , k̄s

t , and kt, given by

kd
t =

(
k1,d

t

k2,d
t

)

Z×1
, ks

t =
(

k1,s
t

k2,s
t

)

Z×1
, k̄s

t =
(

k̄1,s
t

k̄2,s
t

)

Z×1
, kt =

(
k1

t

k2
t

)

Z×1
.

Analogously, we collect aggregate use, nf,d
t , aggregate elastic supply, nf,s

t , aggregate endowment,
n̄f,s

t , and aggregate supply, nf
t , of factors at date t in F × 1 vectors nd

t , ns
t , n̄s

t , and nt, given by

nd
t =

(
n1,d

t

n2,d
t

)

F ×1
, ns

t =
(

n1,s
t

n2,s
t

)

F ×1
, n̄s

t =
(

n̄1,s
t

n̄2,s
t

)

F ×1
, nt =

(
n1

t

n2
t

)

F ×1
.

We stack aggregate consumption, cj
t , aggregate investment, ιj

t , aggregate intermediate use, xj
t ,

goods’ supply, yj,s
t , aggregate goods endowment, ȳj,s

t , and aggregate goods supply, yj
t , for all

dates in J (T + 1) × 1 vectors c, ι, x, ys, ȳs, and y, given by

c =




c0
...

ct

...
cT




J(T +1)×1

, ι =




ι0
...
ιt

...
ιT




J(T +1)×1

, x =




x0
...

xt

...
xT




J(T +1)×1

,

ys =




ys
0
...

ys
t
...

ys
T




J(T +1)×1

, ȳs =




ȳs
0
...

ȳs
t
...

ȳs
T




J(T +1)×1

, y =




y0
...

yt
...

yT




J(T +1)×1

.
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Similarly, we stack aggregate use, kz,d
t , supply, kz,s

t , aggregate endowment, k̄z,s
t , and aggregate

supply, kz
t , of capital goods for all dates in Z (T + 1) × 1 vectors kd, ks, k̄s, and k, given by

kd =




kd
0
...

kd
t
...

kd
T




Z(T +1)×1

, ks =




ks
0
...

ks
t
...

ks
T




Z(T +1)×1

, k̄s =




k̄s
0
...

k̄s
t
...

k̄s
T




Z(T +1)×1

, k =




k0
...

kt

...
kT




Z(T +1)×1

.

Analogously, we stack aggregate use, nf,d
t , aggregate elastic supply, nf,s

t , aggregate endowment,
n̄f,s

t , and aggregate supply, nf
t , of factors for all dates in F (T + 1) × 1 vectors nd, ns, n̄s, and

n, given by

nd =




nd
0
...

nd
t
...

nd
T




F (T +1)×1

, ns =




ns
0
...

ns
t

...
ns

T




F (T +1)×1

, n̄s =




n̄s
0
...

n̄s
t

...
n̄s

T




F (T +1)×1

, n =




n0
...

nt

...
nT




F (T +1)×1

.

Allocation shares. We collect factor use shares at date t, χjf,d
t,n , in a JF × F matrix χt,nd ,

intermediate use shares at date t, χjℓ
t,x, in a JL × L matrix χt,x, intermediate-supply shares at

date t, ξjℓ
t , in a JL × L matrix ξt, capital use shares at date t, χjz,d

t,k , in a JZ × Z matrix χt,kd ,
and investment use shares at date t, χzj

t,ι, in a ZJ × J matrix χt,ι, given by

χt,nd =




χ11,d
t,n 0

χ21,d
t,n 0
0 χ12,d

t,n

0 χ22,d
t,n




JF ×F

, χt,x =




χ11
t,x 0

χ21
t,x 0
0 χ12

t,x

0 χ22
t,x




JL×L

, ξt =




ξ11
t 0

ξ21
t 0
0 ξ12

t

0 ξ22
t




JL×L

,

χt,kd =




χ11,d
t,k 0

χ21,d
t,k 0
0 χ12,d

t,k

0 χ22,d
t,k




JZ×Z

, χt,ι =




χ11
t,ι 0

χ21
t,ι 0
0 χ12

t,ι

0 χ22
t,ι




ZJ×J

.

We collect aggregate consumption, aggregate intermediate input, and aggregate investment
shares, ϕj

t,c, ϕj
t,x, and ϕj

t,ι, at date t in J × J diagonal matrices, ϕt,c, ϕt,x, and ϕt,ι, given
by

ϕt,c =
(

ϕ1
t,c 0
0 ϕ2

t,c

)

J×J

, ϕt,x =
(

ϕ1
t,x 0
0 ϕ2

t,x

)

J×J

, ϕt,ι =
(

ϕ1
t,ι 0
0 ϕ2

t,ι

)

J×J

.
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We stack factor use shares, χjf,d
t,n , for all dates in a JF (T + 1)×F (T + 1) block-diagonal matrix

χnd , intermediate use shares, χjℓ
t,x, for all dates in a JL (T + 1)×L (T + 1) block-diagonal matrix

χx, intermediate-supply shares, ξjℓ
t , for all dates in a JL (T + 1) × L (T + 1) block-diagonal

matrix ξ, capital use shares, χjz,d
t,k , in a JZ (T + 1) × Z (T + 1) block-diagonal matrix χkd , and

investment use shares, χzj
t,ι, for all dates in a ZJ (T + 1) × J (T + 1) block-diagonal matrix χι,

given by

χnd = diag
(
χ0,nd , . . . , χt,nd , . . . , χT,nd

)
, χx = diag

(
χ0,x, . . . , χt,x, . . . , χT,x

)
,

ξ = diag (ξ0, . . . , ξt, . . . , ξT ) , χkd = diag
(
χ0,kd , . . . , χt,kd , . . . , χT,kd

)
,

χι = diag
(
χ0,ι, . . . , χt,ι, . . . , χT,ι

)
.

We stack aggregate consumption, aggregate intermediate input, and aggregate investment
shares, ϕj

t,c, ϕj
t,x, and ϕj

t,ι, for all dates in J (T + 1) × J (T + 1) block-diagonal matrices, ϕc,
ϕx, and ϕι, given by

ϕc = diag
(
ϕ0,c, . . . , ϕt,c, . . . , ϕT,c

)
, ϕx = diag

(
ϕ0,x, . . . , ϕt,x, . . . , ϕT,x

)
,

ϕι = diag
(
ϕ0,ι, . . . , ϕt,ι, . . . , ϕT,ι

)
.

Marginal accumulation products/accumulation technology change. We collect
marginal accumulation products of capital at date t + 1 in a Z × JZ matrix Ht+1,k, marginal
accumulation products of investment at date t+1 in a Z ×ZJ matrix Ht+1,ι, and accumulation
technology changes at date t + 1 in a Z × 1 vector Ht+1,θ, given by

Ht+1,k =




∂H1
t+1

∂k11,d
t

∂H1
t+1

∂k21,d
t

0 0

0 0 ∂H2
t+1

∂k12,d
t

∂H2
t+1

∂k22,d
t




Z×JZ

,

Ht+1,ι =




∂H1
t+1

∂ι11
t

0 ∂H1
t+1

∂ι12
t

0

0 ∂H2
t+1

∂ι21
t

0 ∂H2
t+1

∂ι22
t




Z×ZJ

, Ht+1,θ =




∂H1
t+1

∂θ
∂H2

t+1
∂θ




Z×1

.

We stack marginal accumulation products of capital for all dates in a Z (T + 1) × JZ (T + 1)
matrix Hk, marginal accumulation products of investment for all dates in a Z (T + 1) ×
ZJ (T + 1) matrix Hι, and accumulation technology changes for all dates in a Z (T + 1) × 1
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vector Hθ, given by

Hk = Srdiag (H1,k, . . . , Ht,k, . . . , HT,k) Sc,

Hι = Srdiag (H1,ι, . . . , Ht,ι, . . . , HT,ι) Sc, Hθ =




H0,θ

...
Ht,θ

...
HT,θ




Z(T +1)×1

,

where diag (H1,k, . . . , Ht,k, . . . , HT,k) and diag (H1,ι, . . . , Ht,ι, . . . , HT,ι) denote block-diagonal
matrices of dimensions ZT ×JZT and ZT ×ZJT , respectively, whereas Sr and Sc are selection
matrices given by

Sr =
(

0Z×ZT

IZT

)

Z(T +1)×ZT

and Sc =
(

IJZT 0JZT ×JZ

)
JZT ×JZ(T +1)

,

where 0Z×ZT and 0JZT ×JZ denote zero matrices of dimensions Z × ZT and JZT × JZ,
respectively, whereas IZT and IJZT denote identity matrices of dimensions ZT and JZT ,
respectively.

Marginal products/production technology change. We collect marginal products of
capital at date t in a J×JZ matrix Gt,k, marginal products of factors at date t in a J×JF matrix
Gt,n, marginal products of intermediates at date t in a J × JL matrix Gt,x, and production
technology changes at date t in a J × 1 vector Gt,θ, given by

Gt,k =




∂G1
t

∂k11,d
t

0 ∂G1
t

∂k12,d
t

0

0 ∂G2
t

∂k21,d
t

0 ∂G2
t

∂k22,d
t




J×JZ

, Gt,x =




∂G1
t

∂x11
t

0 ∂G1
t

∂x12
t

0

0 ∂G2
t

∂x21
t

0 ∂G2
t

∂x22
t




J×JL

,

Gt,n =




∂G1
t

∂n11,d
t

0 ∂G1
t

∂n12,d
t

0

0 ∂G2
t

∂n21,d
t

0 ∂G2
t

∂n22,d
t




J×JF

, Gt,θ =




∂G1
t

∂θ
∂G2

t
∂θ




J×1

.

We stack marginal products of capital for all dates in a J (T + 1) × JZ (T + 1) block-diagonal
matrix Gk, marginal products of factors for all dates in a J (T + 1) × JF (T + 1) block-diagonal
matrix Gn, marginal products of intermediates for all dates in a J (T + 1) × JL (T + 1) block-
diagonal matrix Gx, and production technology changes for all dates in a J (T + 1) × 1 vector
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Gθ, given by

Gk = diag (G0,k, . . . , Gt,k, . . . , GT,k) , Gx = diag (G0,x, . . . , Gt,x, . . . , GT,x) ,

Gn = diag (G0,n, . . . , Gt,n, . . . , GT,n) , Gθ =




G0,θ

...
Gt,θ

...
GT,θ




J(T +1)×1

.

Aggregate marginal rates of substitution. We collect aggregate marginal rates of
substitution at date t in 1 × J and 1 × F vectors AMRSt,c and AMRSt,n, given by

AMRSt,c =
(

AMRS1
t,c AMRS2

t,c

)
1×J

and AMRSt,n =
(

AMRS1
t,n AMRS2

t,n

)
1×F

.

We stack aggregate marginal rates of substitution for all dates in (T + 1) × J (T + 1) and
(T + 1) × F (T + 1) block-diagonal matrices AMRSc and AMRSn, given by

AMRSc = diag (AMRS0,c, . . . , AMRSt,c, . . . , AMRST,c) ,

AMRSn = diag (AMRS0,n, . . . , AMRSt,n, . . . , AMRST,n) .

Marginal social values. We collect marginal social values at date t in 1 × J and 1 × Z

vectors MSV t,y and MSV t,k, given by

MSV t,y =
(

MSV 1
t,y MSV 2

t,y

)
1×J

and MSV t,k =
(

MSV 1
t,k MSV 2

t,k

)
1×Z

.

We stack marginal social values for all dates in 1 × J (T + 1) and 1 × Z (T + 1) vectors MSV y

and MSV k, given by

MSV y = (MSV 0,y, . . . , MSV t,y, . . . , MSV T,y)1×J(T +1) ,

MSV k = (MSV 0,k, . . . , MSV t,k, . . . , MSV T,k)1×Z(T +1) ,

where MSV y = ωAMRScϕcΨyy and MSV k = ωAMRScϕcΨyk.

Marginal welfare products. We collect marginal welfare products for all dates in
1×JZ (T + 1), 1×ZJ (T + 1), 1×JL (T + 1), and 1×JF (T + 1) matrices MW P k, MW P ι,
MW P x, and MW P n, given by

MW P k = MSV yGk + MSV kHk, MW P ι = MSV kHι,

MW P x = MSV yGx, MW P n = MSV yGn.

We stack aggregate marginal welfare products for all dates in 1 × Z (T + 1), 1 × J (T + 1),
1 × L (T + 1), and 1 × F (T + 1) matrices AMW P k, AMW P ι, AMW P x, and AMW P n,
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given by
AMW P k = MW P kχkd , AMW P ι = MW P ιχι,

AMW P x = MW P xχx, AMW P n = MW P nχnd .

Prices. In competitive economies, we collect goods’ prices pj
t at date t in the 1 × J vector pt,

capital goods’ prices qz
t at date t in the 1 × Z vector qt, and capital rental rates rz

t at date t in
the 1 × Z vector rt, given by

pt =
(

p1
t p2

t

)
1×J

, qt =
(

q1
t q2

t

)
1×Z

, rt =
(

r1
t r2

t

)
1×Z

.

We stack goods’ prices pj
t for all dates in the (T + 1) × J (T + 1) block-diagonal matrix

p = diag (p0, . . . , pt, . . . , pT ), capital goods’ prices qz
t for all dates in the (T + 1) × Z (T + 1)

block-diagonal matrix q = diag (q0, . . . , qt, . . . , qT ), and capital rental rates rz
t for all dates in

the (T + 1) × Z (T + 1) block-diagonal matrix r = diag (r0, . . . , rt, . . . , rT ).

Wedges. We collect consumption wedges at date t in the J ×J matrix τ t,c, investment wedges
at date t in the J × ZJ matrix τ t,ι, capital supply wedges at date t in the Z × Z matrix τ t,ks ,
intermediate use wedges at date t in the J × JL matrix τ t,x, capital demand wedges at date t

in the Z × JZ matrix τ t,kd , and factor demand wedges at date t in the F × JF matrix τ t,nd ,
given by

τ t,c =
(

τ1
t,c 0
0 τ2

t,c

)

J×J

, τ t,ι =
(

τ11
t,ι τ21

t,ι 0 0
0 0 τ12

t,ι τ22
t,ι

)

J×ZJ

, τ t,ks =
(

τ1
t,ks 0
0 τ2

t,ks

)

Z×Z

,

τ t,x =




τ11
t,x−τ1

t,y

1+τ1
t,y

τ21
t,x−τ2

t,y

1+τ2
t,y

0 0

0 0 τ12
t,x−τ1

t,y

1+τ1
t,y

τ22
t,x−τ2

t,y

1+τ2
t,y




J×JL

,

τ t,kd =




τ11,d
t,k

−τ1
t,y

1+τ1
t,y

τ21,d
t,k

−τ2
t,y

1+τ2
t,y

0 0

0 0 τ12,d
t,k

−τ1
t,y

1+τ1
t,y

τ22,d
t,k

−τ2
t,y

1+τ2
t,y




Z×JZ

,

τ t,nd =




τ11,d
t,n −τ1

t,y

1+τ1
t,y

τ21,d
t,n −τ2

t,y

1+τ2
t,y

0 0

0 0 τ12,d
t,n −τ1

t,y

1+τ1
t,y

τ22,d
t,n −τ2

t,y

1+τ2
t,y




F ×JF

.

We stack consumption wedges for all dates in the J (T + 1) × J (T + 1) block-diagonal matrix
τ c = diag (τ 0,c, . . . , τ t,c, . . . , τ T,c), investment wedges for all dates in the J (T + 1) × ZJ (T + 1)
block-diagonal matrix τ ι = diag (τ 0,ι, . . . , τ t,ι, . . . , τ T,ι), capital supply wedges for all dates
in the Z (T + 1) × Z (T + 1) block-diagonal matrix τ ks = diag (τ 0,ks , . . . , τ t,ks , . . . , τ T,ks),
intermediate use wedges for all dates in the J (T + 1) × JL (T + 1) block-diagonal
matrix τ x = diag (τ 0,x, . . . , τ t,x, . . . , τ T,x), capital demand wedges for all dates in the
Z (T + 1) × JZ (T + 1) block-diagonal matrix τ kd = diag

(
τ 0,kd , . . . , τ t,kd , . . . , τ T,kd

)
, and
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factor demand wedges for all dates in the F (T + 1) × JF (T + 1) block-diagonal matrix
τ nd = diag

(
τ 0,nd , . . . , τ t,nd , . . . , τ T,nd

)
.

B Extensions: Generalized Environments
In this section, we extend our results to more general environments. Section B.1 extends the
production efficiency decomposition to economies with intermediate inputs, multiple factors, and
endowments of goods, factors, and capital. We work directly with production efficiency, ΞAE,P ,
which makes the results directly applicable to models with a single (representative) individual.
Section B.2 shows how welfare assessments in economies with heterogeneous individuals recover
ΞAE,P as one of their components.

B.1 Intermediate Inputs, Multiple Factors, and Endowments
B.1.1 Preferences, Technologies, and Resource Constraints

Here, we extend the production efficiency decomposition to economies with multiple factors,
intermediate inputs, and endowments of goods, factors, and capital. We consider an economy
with a single individual, which allows us to abstract from redistributional considerations and to
focus on characterizing (Kaldor–Hicks) efficiency gains associated with the economy’s production
side.19 Throughout this subsection, we work directly with production efficiency, ΞAE,P , which
coincides with the welfare assessment of a perturbation in economies with a single individual —
Lemma 1. Section B.2 shows that ΞAE,P remains one of the components of welfare assessments
in economies with heterogeneous individuals.

We extend the baseline environment by assuming that there are F ≥ 0 factors, indexed by
f ∈ F = {1, . . . , F}. In that case, preferences are given by

V =
∑

t

βtut

({
cj

t

}
j∈J

,
{

nf,s
t

}
f∈F

)
,

where nf,s
t denotes the amount of factor f supplied at date t.

Goods are produced using technologies that take goods, capital goods, and factors as inputs.
The production technology for good j at date t is given by

yj,s
t = Gj

t

({
xjℓ

t

}
ℓ∈J

,
{

kjz,d
t

}
z∈Z

,
{

njf,d
t

}
f∈F

; θ

)
, (OA1)

where yj,s
t denotes the supply of good j produced at date t, xjℓ

t denotes the amount of good ℓ

used in the production of good j at date t, and njf,d
t denotes the amount of factor f used in the

19Kaldor–Hicks efficiency corresponds to the unweighted sum of individual willingness-to-pay for the
perturbation in units of the lifetime welfare numeraire. Hence, perturbations in which ΞE > 0 can be
turned into Pareto improvements if transfers are feasible and costless.
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production of good j at date t. The accumulation technologies are the same as in the body of
the paper.

The economy is also endowed with exogenous amounts of goods, factors, and capital, denoted
by ȳj,s

t (θ), n̄f,s
t (θ), and k̄z,s

t (θ), which are potentially impacted by the perturbation. The
resource constraints are given by

yj
t = cj

t + ιj
t + xj

t , kz
t = kz,d

t , and nf,d
t = nf,s

t + n̄f,s
t (θ) ,

where yj
t = yj,s

t + ȳj,s
t (θ) denotes the aggregate amount of good j available at date t, kz

t =
kz,s

t + k̄z,s
t (θ) denotes the aggregate amount of capital good z available at date t, xj

t = ∑
ℓ xℓj

t ,
and nf,d

t = ∑
j njf,d

t . When ȳj,s
t = n̄f,s

t = k̄z,s
t = 0 for all dates, this environment reduces to the

one in the body of the paper, augmented with intermediate inputs and factors.

B.1.2 Production Efficiency

The normalized date-t welfare gains — Equation (6) — now account for changes in factor supply,
so production efficiency is given by

ΞAE,P
︸ ︷︷ ︸

Production
Efficiency

=
∑

t

ωtΞAE,P
t , where ΞAE,P

t = dV λ
t

dθ
=
∑

j

AMRSj
t,c

dcj
t

dθ
−
∑

f

AMRSf
t,n

dnf,s
t

dθ
,

where AMRSf
t,n = −

βt ∂ut

∂n
f,s
t

λt
denotes the aggregate marginal rate of substitution between the

supply of factor f and the date-t welfare numeraire, which is positive when supplying factors is
undesirable. Production efficiency is the object we decompose in the remainder of this subsection.

In addition to the shares defined in the main text, we define (i) intermediate share,
ϕj

t,x = xj
t /yj

t , which represents the share of good j devoted to intermediate use in production at
date t, (ii) intermediate-use share, χjℓ

t,x = xjℓ
t /xℓ

t, which represents the share of good ℓ’s aggregate
intermediate input used in the production of good j at date t, and (iii) intermediate-supply share,
ξjℓ

t = χjℓ
t,xϕℓ

t,x = xjℓ
t /yℓ

t , as the product of the two.
Hence, changes in intermediate use are given by

dxjℓ
t

dθ
= dξjℓ

t

dθ
yℓ

t + ξjℓ
t

dyℓ
t

dθ
, where dξjℓ

t

dθ
=

dχjℓ
t,x

dθ
ϕℓ

t,x + χjℓ
t,x

dϕℓ
t,x

dθ
. (OA2)

We also define the factor use share, χjf,d
t,n = njf,d

t /nf,d
t , which represents good j’s factor f use as

a share of the aggregate use of factor f at date t, so changes in factor use are given by

dnjf,d
t

dθ
=

dχjf,d
t,n

dθ
nf,d

t + χjf,d
t,n

dnf,d
t

dθ
, where dnf,d

t

dθ
= dnf,s

t

dθ
+ dn̄f,s

t

dθ
. (OA3)

Finally, changes in the goods, factor, and capital endowments, dȳj,s
t

dθ , dn̄f,s
t

dθ , and dk̄z,s
t

dθ , are
exogenously determined by the perturbation.
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B.1.3 The Propagation System: Inverse Matrices

Lemma 3 generalizes Lemma 2 to account for intermediate inputs, factors, and endowments.

Lemma 3. (Propagation System) Changes in the aggregate supplies of goods and capital goods,
dy
dθ and dk

dθ , can be expressed in terms of the goods and capital impulses as

(
dy
dθ
dk
dθ

)
=
(

Ψyy Ψyk

Ψky Ψkk

)
 Gθ + Gx

dξ
dθ y + Gk

dχ
kd

dθ kd + Gn
dn̊d

dθ + dȳs

dθ

Hθ + Hk
dχ

kd

dθ kd + Hι
dχι
dθ ι + Hιχι

dϕι
dθ y + dk̄

s

dθ


 , (OA4)

where, letting Ak = (I − Hkχkd)−1 denote the accumulation inverse matrix, the four blocks are
given by

(Goods Inverse) Ψyy = (I − GkχkdAkHιχιϕι − Gxξ)−1 , J (T + 1) × J (T + 1)
(Goods-Capital Inverse) Ψyk = ΨyyGkχkdAk, J (T + 1) × Z (T + 1)
(Capital-Goods Inverse) Ψky = AkHιχιϕιΨyy, Z (T + 1) × J (T + 1)

(Capital Inverse) Ψkk = Ak + AkHιχιϕιΨyk. Z (T + 1) × Z (T + 1)
(OA5)

We highlight several features of Lemma 3. First, there are two “goods impulse” terms in
addition to the ones in the main text due to the existence of intermediate inputs and factors. A
perturbation that changes intermediate-supply shares at date t by dξjℓ

t
dθ mechanically increases

the amount of good ℓ devoted to the production of good j in proportion to yℓ
t , which in turn

increases the supply of good j at date t by ∂Gj
t

∂xjℓ
t

. Similarly, a perturbation that changes the use

of factor f in the production of good j at date t by dnjf,d
t
dθ mechanically increases the supply of

good j at date t by ∂Gj
t

∂njf,d
t

.20

Second, changes in endowments act as additional impulses. Changes in goods endowments,
dȳs

dθ , are direct goods impulses. Changes in capital endowments, dk̄
s

dθ , are direct capital
goods impulses. Changes in factor endowments enter through changes in factor use, since
dnf,d

t
dθ = dnf,s

t
dθ + dn̄f,s

t
dθ .

Third, first-round changes in the aggregate supply of goods induce further changes in the level
of intermediate inputs, which in turn induce further changes in the supply of goods in addition
to the goods’ knock-on effects due to investment previously explained in the main text. Hence,
we have static propagation due to input-output linkages emerging from intermediate inputs,
and dynamic propagation due to capital accumulation. The remaining mechanisms behind the
propagation inverse matrices remain identical.

20The goods inverse matrix generalizes the one introduced in Dávila and Schaab (2023) to economies
with capital accumulation and investment.
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B.1.4 Welfare-Relevant Statistics

The marginal social values are identical to the ones in Definition 1. As for the marginal welfare
products, we define them for factors and intermediate inputs in addition to the ones previously
defined in Definitions 2 and 3.

Definition 6. (Marginal Welfare Product) The marginal welfare products of input ℓ and factor
f for technology j at date t are given by

MWP jℓ
t,x = MSV j

t,y

∂Gj
t

∂xjℓ
t

and MWP jf
t,n = MSV j

t,y

∂Gj
t

∂njf,d
t

.

Marginal welfare products capture the efficiency gain associated with using a factor or an
intermediate input. Marginal increases in xjℓ

t or njf,d
t mechanically increase the supply of good

j at date t by their corresponding technological marginal products, ∂Gj
t

∂xjℓ
t

and ∂Gj
t

∂njf,d
t

. Hence, the
marginal welfare product of intermediate inputs and factors are given by the product of the
corresponding marginal product and the marginal social value of goods.

Definition 7. (Aggregate Marginal Welfare Product) The aggregate marginal welfare products
of input j and factor f at date t are given by

AMWP j
t,x =

∑

ℓ

χℓj
t,xMWP ℓj

t,x and AMWP f
t,n =

∑

j

χjf,d
t,n MWP jf

t,n.

The aggregate marginal welfare product of intermediate inputs captures the efficiency gains
associated with increasing the amount of aggregate intermediate use of good j in proportion
to the intermediate use shares. The aggregate marginal welfare product of factors captures the
efficiency gains associated with increasing the use of factor f in proportion to the factor use
shares.

B.1.5 Production Efficiency Decomposition

Theorem 4. (Production Efficiency Decomposition) Production efficiency, ΞAE,P , can be
decomposed into (i) cross-sectional intermediate input efficiency, (ii) aggregate intermediate
input efficiency, (iii) cross-sectional investment efficiency, (iv) aggregate investment efficiency,
(v) cross-sectional factor use efficiency, (vi) aggregate factor efficiency, (vii) cross-sectional
capital use efficiency, (viii) accumulation technology change, (ix) production technology change,
(x) good endowment growth, (xi) factor endowment growth, and (xii) capital endowment growth,

OA-11



as

ΞAE,P =

Intermediate Input Efficiency︷ ︸︸ ︷
∑

t

∑

ℓ

CovΣ
j

[
MWP jℓ

t,x,
dχjℓ

t,x

dθ

]
xℓ

t

︸ ︷︷ ︸
Cross-Sectional

Intermediate Input Efficiency

+
∑

t

∑

ℓ

(
AMWP ℓ

t,x − ωtAMRSℓ
t,c

) dϕℓ
t,x

dθ
yℓ

t

︸ ︷︷ ︸
Aggregate

Intermediate Input Efficiency

+

Investment Efficiency︷ ︸︸ ︷
∑

t

∑

j

CovΣ
z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
ιj
t

︸ ︷︷ ︸
Cross-Sectional

Investment Efficiency

+
∑

t

∑

j

(
AMWP j

t,ι − ωtAMRSj
t,c

) dϕj
t,ι

dθ
yj

t

︸ ︷︷ ︸
Aggregate

Investment Efficiency

+

Factor Efficiency︷ ︸︸ ︷
∑

t

∑

f

CovΣ
j

[
MWP jf

t,n,
dχjf,d

t,n

dθ

]
nf,d

t

︸ ︷︷ ︸
Cross-Sectional

Factor Use Efficiency

+
∑

t

∑

f

(
AMWP f

t,n − ωtAMRSf
t,n

) dnf,s
t

dθ
︸ ︷︷ ︸

Aggregate
Factor Efficiency

+

Capital Efficiency︷ ︸︸ ︷
∑

t

∑

z

CovΣ
j


MWP jz

t,k,
dχjz,d

t,k

dθ


 kz,d

t

︸ ︷︷ ︸
Cross-Sectional

Capital Use Efficiency

+
∑

t

∑

z

MSV z
t,k

∂Hz
t

∂θ
︸ ︷︷ ︸

Accumulation
Technology Change

+
∑

t

∑

j

MSV j
t,y

∂Gj
t

∂θ
︸ ︷︷ ︸

Production
Technology Change

+

Endowment Growth︷ ︸︸ ︷
∑

t

∑

z

MSV z
t,k

dk̄z,s
t

dθ
︸ ︷︷ ︸

Capital
Endowment Growth

+
∑

t

∑

j

MSV j
t,y

dȳj,s
t

dθ
︸ ︷︷ ︸

Good
Endowment Growth

+
∑

t

∑

f

AMWP f
t,n

dn̄f,s
t

dθ
︸ ︷︷ ︸

Factor
Endowment Growth

.

The new cross-sectional components correspond to covariances across uses, measuring gains from
reallocating intermediate inputs or factors from low to high marginal welfare product uses, for
given levels of aggregate intermediate use or factor use.

The endowment growth components value changes in endowments at the corresponding
welfare-relevant statistics: changes in goods endowments are valued at the marginal social value
of goods, changes in factor endowments at the aggregate marginal welfare product of factors,
and changes in capital endowments at the marginal social value of capital.

B.2 Heterogeneous Individuals
Here, we show how to go from welfare assessments in economies with heterogeneous individuals
to production efficiency, ΞAE,P , the object decomposed in Section B.1. We consider a perfect
foresight economy populated by a finite number I ≥ 1 of individuals, indexed by i ∈ I =
{1, . . . , I}.
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An individual i derives utility from consuming goods and (dis)utility from supplying factors,
with a lifetime utility representation given by

V i =
∑

t

(
βi
)t

ui
t

({
cij

t

}
j∈J

,
{

nif,s
t

}
f∈F

)
,

where βi ∈ [0, 1) denotes individual i’s discount factor, and ui
t (·) corresponds to individual i’s

instantaneous utility, cij
t denotes individual i’s final consumption of good j at date t, and nif,s

t

denotes individual i’s supply of factor f at date t.
We consider welfare assessments for welfarist planners, that is, planners with a social welfare

function W (·) given by
W = W

(
V 1, . . . , V i, . . . , V I

)
.

A welfare assessment can be expressed as

dW

dθ
=
∑

i

∂W
∂V i

dV i

dθ
=
∑

i

∂W
∂V i

λi dV i|λ

dθ
,

where the normalized individual lifetime welfare gains, dV i|λ

dθ , are given by

dV i|λ

dθ
=

dV i

dθ

λi
=
∑

t

λi
t

λi

dV
i|λ

t

dθ
, where dV

i|λ
t

dθ
=
∑

j

(
βi
)t ∂ui

t

∂cij
t

λi
t

dcij
t

dθ
+
∑

f

(
βi
)t ∂ui

t

∂nif,s
t

λi
t

dnif,s
t

dθ
,

where λi is a normalizing factor that allows us to express individual welfare gains or losses in
units of a common lifetime welfare numeraire and λi

t is a date-t normalizing factor that allows
us to express individual welfare gains or losses in units of a common date welfare numeraire.
These normalizing factors must be strictly positive for all individuals.

Lemma 4 derives Dávila and Schaab (2025)’s welfare decomposition. Afterwards, we
decompose aggregate efficiency as in Dávila and Schaab (2023) into exchange and production
efficiency.

Lemma 4. (Welfare Decomposition) A normalized welfare assessment for a welfarist
planner can be decomposed into (i) aggregate efficiency, (ii) intertemporal-sharing, and (iii)
redistribution, as

dW λ

dθ︸ ︷︷ ︸
Welfare

Assessment

=

ΞE (Efficiency)︷ ︸︸ ︷
∑

t

ωt
dV λ

t

dθ
︸ ︷︷ ︸

ΞAE (Aggregate Efficiency)

+
∑

t

ωtCovΣ
i

[
ωi

t

ωt
,
dV

i|λ
t

dθ

]

︸ ︷︷ ︸
ΞIS (Intertemporal-Sharing)

+CovΣ
i

[
ωi,

dV i|λ

dθ

]

︸ ︷︷ ︸
ΞRD (Redistribution)

,

where the normalized individual weights, ωi, the normalized dynamic weights, ωi
t, and the average
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of the normalized dynamic weights, ωt, are given by

ωi =
∂W
∂V i λi

1
I

∑
i

∂W
∂V i λi

(Normalized Individual Weight)

ωi
t = λi

t

λi
(Normalized Dynamic Weight)

ωt = 1
I

∑

i

ωi
t. (Average Normalized Dynamic Weight)

Aggregate efficiency can be decomposed into (i) exchange efficiency and (ii) production efficiency
as

ΞAE =
∑

t

ωt

∑

j

CovΣ
i

[
MRSij

t,c,
dχij

t,c

dθ

]
cj

t −
∑

t

ωt

∑

f

CovΣ
i

[
MRSif

t,n,
dχif,s

t,n

dθ

]
nf,s

t

︸ ︷︷ ︸
ΞAE,X (Exchange Efficiency)

+
∑

t

ωt

∑

j

AMRSj
t,c

dcj
t

dθ
−
∑

t

ωt

∑

f

AMRSf
t,n

dnf,s
t

dθ
︸ ︷︷ ︸

ΞAE,P (Production Efficiency)

,

where the individual and aggregate marginal rates of substitution are given by

MRSij
t,c =

(
βi
)t ∂ui

t

∂cij
t

λi
t

, AMRSj
t,c =

∑

i

χij
t,cMRSij

t,c,

MRSif
t,n = −

(
βi
)t ∂ui

t

∂nif,s
t

λi
t

, AMRSf
t,n =

∑

i

χif,s
t,n MRSif

t,n,

where χij
t,c = cij

t /cj
t denotes individual i’s consumption share of good j at date t, and χif,s

t,n =
nif,s

t /nf,s
t denotes individual i’s factor supply share of factor f at date t.

The efficiency component, ΞE , corresponds to Kaldor–Hicks efficiency, that is, it is the sum
of individual willingness-to-pay for the perturbation in units of the welfare numeraire. The
redistribution component, ΞRD, captures the equity concerns embedded in a particular social
welfare function.

The aggregate efficiency component corresponds to the discounted sum — using average
dynamic weights as a discount factor — of the aggregate willingness-to-pay for the perturbation.
The intertemporal-sharing component captures the contribution to efficiency due to differences
in valuation over time across individuals.

The exchange efficiency component corresponds to the efficiency gains associated with the
reallocation of consumption and factor supply across individuals. The production efficiency
component corresponds to the efficiency gains associated with higher aggregate consumption
and lower aggregate factor supply. See Dávila and Schaab (2025) and Dávila and Schaab (2023)
for a detailed discussion of the properties of each component.
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The production efficiency component, ΞAE,P , is exactly the object characterized in Section
B.1, with the aggregate marginal rates of substitution now defined as share-weighted averages
of individual marginal rates of substitution. Hence, Theorem 4 applies unchanged to economies
with heterogeneous individuals. When I = 1, the exchange efficiency, intertemporal-sharing, and
redistribution components are zero, and welfare assessments coincide with production efficiency,
recovering Lemma 1 in the body of the paper.

B.3 Uncertainty
The results in this appendix extend to economies with uncertainty. Allocations, allocation
shares, and welfare-relevant statistics are then indexed by histories, and dynamic weights
value consumption across dates and histories. With heterogeneous individuals, the efficiency
component of a welfare assessment includes a risk-sharing component, which captures the gains
from reallocating consumption risk across individuals, in addition to the aggregate efficiency
and intertemporal-sharing components — see Dávila and Schaab (2023). Aggregate efficiency
— and with it the production efficiency decomposition — is unchanged in form, now applying
date-by-date and history-by-history.

While extending the results is conceptually straightforward, operationalizing the matrix
representation under uncertainty involves additional challenges — the propagation matrices
acquire a dimension for each history — which we leave for future research.

C Proofs and Derivations

C.1 Sections 3.1 and B.2
Proof of Lemmas 1 and 4. (Welfare Accounting)

Proof. A welfare assessment can be expressed as

dW

dθ
=
∑

i

∂W
∂V i

dV i

dθ
=
∑

i

∂W
∂V i

λi
dV i

dθ

λi
.

The normalized welfare assessment takes the form

dW λ

dθ
=

dW
dθ

1
I

∑
i

∂W
∂V i λi

=
∑

i

ωi
dV i

dθ

λi
=

∑

i

dV i

dθ

λi

︸ ︷︷ ︸
ΞE (Efficiency)

+ CovΣ
i

[
ωi,

dV i

dθ

λi

]

︸ ︷︷ ︸
ΞRD (Redistribution)

.
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Note that the normalized individual welfare gains can be expressed as

dV i|λ

dθ
=

dV i

dθ

λi
=
∑

t

λi
t

λi︸︷︷︸
=ωi

t

dV
i|λ

t

dθ
, where dV

i|λ
t

dθ
=
∑

j

(
βi
)t ∂ui

t

∂cij
t

λi
t︸ ︷︷ ︸

=MRSij
t,c

dcij
t

dθ
+
∑

f

(
βi
)t ∂ui

t

∂nif
t

λi
t︸ ︷︷ ︸

=−MRSif
t,n

dnif,s
t

dθ
.

Hence, the efficiency component can be decomposed as

ΞE =
∑

t

∑

i

ωi
t

dV
i|λ

t

dθ
=

∑

t

ωt

∑

i

dV
i|λ

t

dθ
︸ ︷︷ ︸

ΞAE (Aggregate Efficiency)

+
∑

t

ωtCovΣ
i

[
ωi

t

ωt
,
dV

i|λ
t

dθ

]

︸ ︷︷ ︸
ΞIS (Intertemporal-Sharing)

,

where ωt = 1
I

∑
i ωi

t denotes the average dynamic weights. Given that χij
t,c = cij

t /cj
t and

χif,s
t,n = nif,s

t /nf,s
t , we can express changes in individual consumption and factor supply as

dcij
t

dθ
=

dχij
t,c

dθ
cj

t + χij
t,c

dcj
t

dθ
and dnif,s

t

dθ
=

dχif,s
t,n

dθ
nf,s

t + χif,s
t,n

dnf,s
t

dθ
.

Hence, starting from the definition of aggregate efficiency:

ΞAE =
∑

t

ωt

∑

j

∑

i

MRSij
t,c

dcij
t

dθ
−
∑

t

ωt

∑

f

∑

i

MRSif
t,n

dnif,s
t

dθ

=
∑

t

ωt

∑

j

∑

i

MRSij
t,c

dχij
t,c

dθ
cj

t −
∑

t

ωt

∑

f

∑

i

MRSif
t,n

dχif,s
t,n

dθ
nf,s

t

+
∑

t

ωt

∑

j

∑

i

MRSij
t,cχ

ij
t,c

︸ ︷︷ ︸
=AMRSj

t,c

dcj
t

dθ
−
∑

t

ωt

∑

f

∑

i

MRSif
t,nχif,s

t,n

︸ ︷︷ ︸
=AMRSf

t,n

dnf,s
t

dθ

=
∑

t

ωt

∑

j

CovΣ
i

[
MRSij

t,c,
dχij

t,c

dθ

]
cj

t −
∑

t

ωt

∑

f

CovΣ
i

[
MRSif

t,n,
dχif,s

t,n

dθ

]
nf,s

t

︸ ︷︷ ︸
ΞAE,X (Exchange Efficiency)

+
∑

t

ωt

∑

j

AMRSj
t,c

dcj
t

dθ
−
∑

t

ωt

∑

f

AMRSf
t,n

dnf,s
t

dθ
︸ ︷︷ ︸

ΞAE,P (Production Efficiency)

.

Lemma 1 corresponds to the case where I = 1 and F = 0, which illustrates that dW λ

dθ = ΞE =
ΞAE,P in the body of the paper.

C.2 Sections 3 and B.1
Proof of Lemmas 2 and 3. (Propagation System)
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Proof. Given (3) and the capital resource constraint, kz
t = kz,s

t + k̄z,s
t , we can express dkz

t+1
dθ as

dkz
t+1

dθ
= ∂Hz

t+1
∂θ

+
∑

j

∂Hz
t+1

∂kjz,d
t

dkjz,d
t

dθ
+
∑

j

∂Hz
t+1

∂ιzj
t

dιzj
t

dθ
+

dk̄z,s
t+1

dθ
.

Using (9), (10), and (5), we can write

dkz
t+1

dθ
= ∂Hz

t+1
∂θ

+
∑

j

∂Hz
t+1

∂kjz,d
t


dχjz,d

t,k

dθ
kz,d

t + χjz,d
t,k

dkz
t

dθ




+
∑

j

∂Hz
t+1

∂ιzj
t

(
dχzj

t,ι

dθ
ιj
t + χzj

t,ι

dϕj
t,ι

dθ
yj

t + χzj
t,ιϕ

j
t,ι

dyj
t

dθ

)
+

dk̄z,s
t+1

dθ
.

Alternatively, in matrix form, we can write

dk

dθ
= Hθ + Hk

dχkd

dθ
kd + Hι

dχι

dθ
ι + Hιχι

dϕι

dθ
y

+ Hιχιϕι

dy

dθ
+ Hkχkd

dk

dθ
+ dk̄

s

dθ
.

Given (OA1) and the goods resource constraint, yj
t = yj,s

t + ȳj,s
t , we can write

dyj
t

dθ
= ∂Gj

t

∂θ
+
∑

ℓ

∂Gj
t

∂xjℓ
t

dxjℓ
t

dθ
+
∑

z

∂Gj
t

∂kjz,d
t

dkjz,d
t

dθ
+
∑

f

∂Gj
t

∂njf,d
t

dnjf,d
t

dθ
+ dȳj,s

t

dθ
.

Using (9), (5), and (OA2), we can write

dyj
t

dθ
= ∂Gj

t

∂θ
+
∑

ℓ

∂Gj
t

∂xjℓ
t

dξjℓ
t

dθ
yℓ

t +
∑

ℓ

∂Gj
t

∂xjℓ
t

ξjℓ
t

dyℓ
t

dθ
+ dȳj,s

t

dθ

+
∑

z

∂Gj
t

∂kjz,d
t

dχjz,d
t,k

dθ
kz,d

t +
∑

z

∂Gj
t

∂kjz,d
t

χjz,d
t,k

dkz,d
t

dθ
+
∑

f

∂Gj
t

∂njf,d
t

dnjf,d
t

dθ
.

Alternatively, in matrix form, using the capital resource constraint, we can write

dy

dθ
= Gθ + Gx

dξ

dθ
y + Gk

dχkd

dθ
kd + Gn

dn̊d

dθ
+ dȳs

dθ
+ Gxξ

dy

dθ
+ Gkχkd

dk

dθ
.

Stacking changes in aggregate supplies of goods and capital goods, we get
(

dy
dθ
dk
dθ

)
=


 Gθ + Gx

dξ
dθ y + Gk

dχ
kd

dθ kd + Gn
dn̊d

dθ + dȳs

dθ

Hθ + Hk
dχ

kd

dθ kd + Hι
dχι
dθ ι + Hιχι

dϕι
dθ y + dk̄

s

dθ


+

(
Gxξ Gkχkd

Hιχιϕι Hkχkd

)(
dy
dθ
dk
dθ

)
.
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Therefore, we have
(

dy
dθ
dk
dθ

)
=
(

Ψyy Ψyk

Ψky Ψkk

)
 Gθ + Gx

dξ
dθ y + Gk

dχ
kd

dθ kd + Gn
dn̊d

dθ + dȳs

dθ

Hθ + Hk
dχ

kd

dθ kd + Hι
dχι
dθ ι + Hιχι

dϕι
dθ y + dk̄

s

dθ


 ,

where (
Ψyy Ψyk

Ψky Ψkk

)
=
(

IJ(T +1) − Gxξ −Gkχkd

−Hιχιϕι IZ(T +1) − Hkχkd

)−1

.

The Schur complement of IZ(T +1) − Hkχkd is IJ(T +1) − GkχkdAkHιχιϕι − Gxξ where we
defined Ak =

(
IZ(T +1) − Hkχkd

)−1
. The standard partitioned-inverse formulas then deliver

the four blocks
Ψyy =

(
IJ(T +1) − GkχkdAkHιχιϕι − Gxξ

)−1

Ψyk = ΨyyGkχkdAk

Ψky = AkHιχιϕιΨyy

Ψkk = Ak + AkHιχιϕιΨyk.

That corresponds to Equation (OA5). Equation (13) in the main text corresponds to the
case without factors other than capital goods, without intermediate inputs, and without
endowments.

Proof of Theorems 1 and 4. (Production Efficiency Decomposition)

Proof. We can express production efficiency in matrix form as

ΞAE,P = ωAMRSc
dc

dθ
− ωAMRSn

dns

dθ
. (OA6)

Note that the change in aggregate consumption is given by

dc

dθ
= dy

dθ
− dι

dθ
− dx

dθ
= dy

dθ
−
(

ϕι

dy

dθ
+ ϕx

dy

dθ
+ dϕι

dθ
y + dϕx

dθ
y

)
= ϕc

dy

dθ
− dϕι

dθ
y − dϕx

dθ
y .

Using (OA4), we can write dc
dθ as

dc

dθ
= ϕcΨyy

(
Gθ + Gx

dξ

dθ
y + Gk

dχkd

dθ
kd + Gn

dn̊d

dθ
+ dȳs

dθ

)
− dϕι

dθ
y − dϕx

dθ
y

+ ϕcΨyk

(
Hθ + Hk

dχkd

dθ
kd + Hι

dχι

dθ
ι + Hιχι

dϕι

dθ
y + dk̄

s

dθ

)
.

(OA7)

OA-19



Combining (OA2), (OA3), (OA6), and (OA7), yields

ΞAE,P =

Intermediate Input Efficiency︷ ︸︸ ︷
MW P x

dχx

dθ
x

︸ ︷︷ ︸
Cross-Sectional

Intermediate Input Efficiency

+ (AMW P x − ωAMRSc)
dϕx

dθ
y

︸ ︷︷ ︸
Aggregate

Intermediate Input Efficiency

+

Investment Efficiency︷ ︸︸ ︷
MW P ι

dχι

dθ
ι

︸ ︷︷ ︸
Cross-Sectional

Investment Efficiency

+ (AMW P ι − ωAMRSc)
dϕι

dθ
y

︸ ︷︷ ︸
Aggregate

Investment Efficiency

+

Factor Efficiency︷ ︸︸ ︷
MW P n

dχnd

dθ
nd

︸ ︷︷ ︸
Cross-Sectional

Factor Use Efficiency

+ (AMW P n − ωAMRSn) dns

dθ︸ ︷︷ ︸
Aggregate

Factor Efficiency

+

Capital Efficiency︷ ︸︸ ︷
MW P k

dχkd

dθ
kd

︸ ︷︷ ︸
Cross-Sectional

Capital Use Efficiency

+ MSV kHθ︸ ︷︷ ︸
Accumulation

Technology Change

+ MSV yGθ︸ ︷︷ ︸
Production

Technology Change

+

Endowment Growth︷ ︸︸ ︷

MSV k
dk̄

s

dθ︸ ︷︷ ︸
Capital

Endowment Growth

+ MSV y
dȳs

dθ︸ ︷︷ ︸
Good

Endowment Growth

+ AMW P n
dn̄s

dθ︸ ︷︷ ︸
Factor

Endowment Growth

.

Theorem 1 corresponds to the case without factors other than capital goods, without
intermediate inputs, and without endowments.

Proof of Corollary 1. (Properties of Production Efficiency Decomposition)

Proof. Proceeding item-by-item:

(a) When J = 1, CovΣ
j

[
MWP jz

t,k,
dχjz,d

t,k

dθ

]
= 0, ∀z.

(b) When Z = 1, CovΣ
z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
= 0, ∀j.

(c) If all capital goods are specialized at all dates, dχjz,d
t,k

dθ = 0, ∀j, ∀z. If all investment uses

are specialized at all dates, dχzj
t,ι

dθ = 0, ∀j, ∀z.

(d) When the marginal welfare products of capital are equalized, CovΣ
j

[
MWP jz

t,k,
dχjz,d

t,k

dθ

]
=

0, ∀z. When the marginal welfare products of investment are equalized,
CovΣ

z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
= 0, ∀j.
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(e) When the investment shares are fixed for all goods at all dates, dϕj
t,ι

dθ = 0, ∀j.

C.3 Sections 4 and 5
We prove our results in interior economies with intermediate inputs and factors. Formally, firms
operating production technology j choose xjℓ

t , kjz,d
t , and njf,d

t to maximize their date-t profits,
given by

πj
t = max{

xjℓ
t ,kjz,d

t ,njf,d
t

} pj
t

(
1 + τ j

t,y

)
yj

t −
∑

ℓ

pℓ
t

(
1 + τ jℓ

t,x

)
xjℓ

t −
∑

z

rz
t

(
1 + τ jz,d

t,k

)
kjz,d

t −
∑

f

wf
t

(
1 + τ jf,d

t,n

)
njf,d

t ,

where wf
t denote the price of factor f at date t, and production technologies are given by (OA1).

The optimality conditions can be compactly expressed as

AMRSc = p + pτ c, ωqHιχιϕι = ωpϕι + ωpτ̄ ιϕι, pGxχx = p + pτ̄ x,

pGkχkd = r + rτ̄ kd and pGnχnd = w + wτ̄ nd ,
(OA8)

where we used that τ̄ ι = τ ιχι, τ̄ x = τ xχx, τ̄ kd = τ kdχkd , and τ̄ nd = τ ndχnd .

Proof of Theorem 3 and Equation (18). (Welfare-Relevant Statistics in
Competitive Economies)

Proof. The marginal social value of goods is given by

MSV y = ωAMRScϕcΨyy = ωpϕcΨyy + ωpτ cϕcΨyy.

Next, the market value of the change in aggregate consumption, can be expressed as

pϕcΨyy = pΨyy − pϕιΨyy − pϕxΨyy

= p + pGkχkd︸ ︷︷ ︸
=r+rτ̄

kd

AkHιχιϕιΨyy + pGxξΨyy − pϕιΨyy − pϕxΨyy

= p + (r + rτ̄ kd) AkHιχιϕιΨyy + (pGxχx − p)︸ ︷︷ ︸
=pτ̄ x

ϕxΨyy − pϕιΨyy

= p + (r + rτ̄ kd) AkHιχιϕιΨyy + pτ̄ xϕxΨyy − pϕιΨyy,

where we used that Ψyy = IJ(T +1) + GkχkdAkHιχιϕιΨyy + GxξΨyy and the optimality
conditions (OA8). Iterating the Euler equations forward from the terminal condition, qz

T =
rz

T

(
1 + τ z,s

T,k

)
, we can get the following, for t < T ,

ωt+1qz
t+1

∂Hz
t+1

∂kz,s
t

=
T −t∑

∆=1
ωt+∆rz

t+∆
(
1 + τ z,s

t+∆,k

) ∆∏

m=1

∂Hz
t+m

∂kz,s
t+m−1

,
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where ∂Hz
t+1

∂kz,s
t

= ∑
j χjz,d

t,k

∂Hz
t+1

∂kjz,s
t

. Consequently, the date-t elements of ωr
(
IZ(T +1) + τ ks

)
Ak can

be expressed as

ωtr
z
t

(
1 + τ z,s

t,k

)
+

T −t∑

∆=1
ωt+∆rz

t+∆
(
1 + τ z,s

t+∆,k

) ∆∏

m=1

∂Hz
t+m

∂kz,s
t+m−1

= ωtr
z
t

(
1 + τ z,s

t,k

)
+ωt+1qz

t+1
∂Hz

t+1
∂kz,s

t

= ωtq
z
t ,

where the last equality is the date-t Euler equation for t < T ; at the terminal date, the sum is
empty and the equality is the terminal condition. In matrix form,

ωr
(
IZ(T +1) + τ ks

)
Ak = ωq :

the market price of capital capitalizes the after-wedge rental stream received by the individual.
Defining the net capital rental wedge, τ̄ k ≡ τ̄ kd − τ ks , with elements τ̄ z

t,k = τ̄ z,d
t,k − τ z,s

t,k and

τ̄ z,d
t,k = ∑

j χjz,d
t,k

(
τ jz,d

t,k
−τ j

t,y

1+τ j
t,y

)
, we can therefore write

ω (r + rτ̄ kd) Ak = ωr
(
IZ(T +1) + τ ks

)
Ak + ωrτ̄ kAk = ωq + ωrτ̄ kAk.

We can then show that

MSV y = ωp + ω (r + rτ̄ kd) AkHιχιϕιΨyy − ωpϕιΨyy + ωpτ̄ xϕxΨyy + ωpτ cϕcΨyy

= ωp + ωqHιχιϕιΨyy + ωrτ̄ k AkHιχιϕιΨyy︸ ︷︷ ︸
Ψky

−ωpϕιΨyy + ωpτ̄ xϕxΨyy + ωpτ cϕcΨyy

= ωp + ωpϕιΨyy + ωpτ̄ ιϕιΨyy + ωrτ̄ kΨky − ωpϕιΨyy + ωpτ̄ xϕxΨyy + ωpτ cϕcΨyy

= ωp + ωpτ̄ ιϕιΨyy + ωpτ̄ xϕxΨyy + ωpτ cϕcΨyy + ωrτ̄ kΨky

= ωp + ωpτ̄ yΨyy + ωrτ̄ kΨky,

where τ̄ y = τ cϕc + τ̄ ιϕι + τ̄ xϕx.
Next, the marginal social value of capital goods is given by

MSV k = ωAMRScϕcΨyk

= MSV yGkχkdAk

= ωpGkχkdAk + ωpτ̄ yΨyk + ωrτ̄ kΨkyGkχkdAk

= ω (r + rτ̄ kd) Ak + ωpτ̄ yΨyk + ωrτ̄ kAkHιχιϕιΨyk

= ωq + ωpτ̄ yΨyk + ωrτ̄ kΨkk,

where we used that ΨkyGkχkdAk = AkHιχιϕιΨyk. Equation (19) in the main text corresponds
to MSV y and MSV k we just proved but without intermediate inputs.

In the frictionless competitive case, τ j
t,c = τ zj

t,ι = τ z,s
t,k = τ zj,d

t,k = τ jℓ
t,x = τ jf,d

t,n = τ j
t,y = 0.

Consequently, MSV j
t,y = ωtp

j
t and MSV z

t,k = ωtq
z
t as in Equation (18). The marginal welfare
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product of capital is then given by

MWP jz
t,k = MSV j

t,y

∂Gj
t

∂kjz,d
t

+ MSV z
t+1,k

∂Hz
t+1

∂kjz,d
t

= ωtp
j
t

∂Gj
t

∂kjz,d
t

+ ωt+1qz
t+1

∂Hz
t+1

∂kjz,d
t

= ωtr
z
t + ωt+1qz

t+1
∂Hz

t+1

∂kjz,d
t

=⇒ MWP jz
t,k = ωtq

z
t ,

where we used the optimality conditions (OA8). Lastly, the marginal welfare product of
investment is given by

MWP zj
t,ι = MSV z

t+1,k

∂Hz
t+1

∂ιzj
t

= ωt+1qz
t+1

∂Hz
t+1

∂ιzj
t

= ωtp
j
t ,

where we used the optimality conditions (OA8) in the last step.

Proof of Theorem 2a). (Production Efficiency in Frictionless Competitive
Economies)

Proof. Theorem 2a) follows immediately when Theorem 1 and Equation (18) are combined with
Corollary 1.

Proof of Theorem 2b). (Production and Accumulation Hulten’s Theorem)

Proof. Define the following normalized prices

p̌j
t = pj

t∑
j pj

t cj
t

, q̌z
t = qz

t∑
j pj

t cj
t

, řz
t = rz

t∑
j pj

t cj
t

, and w̌f
t = wf

t∑
j pj

t cj
t

.

We can then show that the first-order conditions can be written as

AMRSc = p̌, ωq̌Hιχι = ωp̌, p̌Gxχx = p̌, p̌Gkχkd = ř and p̌Gnχnd = w̌,

and that the Euler equations can be written as

ωtq̌
z
t = ωtř

z
t + ωt+1q̌z

t+1
∂Hz

t+1

∂kjz,s
t

for t < T

ωT q̌z
T = ωT řz

T for t = T.

Using the same steps as in the derivation of Equation (18), we can show that

MSV j
t,y = ωtp̌

j
t , MSV z

t,k = ωtq̌
z
t , and MWP zj

t,ι = ωtp̌
j
t .
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Analogously to Theorem 2, we can express production efficiency as

ΞAE,P =
∑

t

ωt

∑

z

q̌z
t

∂Hz
t

∂θ
+
∑

t

ωt

∑

j

p̌j
t

∂Gj
t

∂θ
,

which can be expressed as

ΞAE,P =
∑

t

ωt

∑

z

qz
t kz,s

t∑
j pj

t cj
t

∂ ln Hz
t

∂ ln ϑz
t,k

d ln ϑz
t,k

dθ
+
∑

t

ωt

∑

j

pj
t yj

t∑
j pj

t cj
t

∂ ln Gj
t

∂ ln ϑj
t,y

d ln ϑj
t,y

dθ
.

Using the definitions of the Domar weights, we get Theorem 2b).

C.4 Section E
Proof of Lemma 5. (Existence of the Propagation Matrices)

Proof. a) Since capital available at date t + 1 is produced from capital used at date t, the only
nonzero date blocks of Hkχkd map date t into date t + 1. A product of T + 1 such matrices
would have to advance the date T + 1 times, which is impossible with dates 0, . . . , T ; hence
(Hkχkd)T +1 = 0 and Ak = (I − Hkχkd)−1 = ∑T

s=0 (Hkχkd)s always exists.
b) Ordering all variables chronologically, I −B is block lower triangular with date-t diagonal

block I − Dt, so that det (I − B) = ∏T
t=0 det (I − Dt). Since Dt is block upper triangular with

diagonal blocks (Gxξ)t and 0, we have det (I − Dt) = det (IJ − (Gxξ)t), which yields Equation
(OA10). Moreover, since Ak always exists, the determinant factors along the Schur complement:
det (I − B) = det (I − Hkχkd) det (I − GkχkdAkHιχιϕι − Gxξ), where det (I − Hkχkd) = 1
by the nilpotency established in part a). Hence, the goods inverse — and, by Equation (OA5),
the goods-capital, capital-goods, and capital inverses — exists if and only if det (I − B) ̸= 0,
that is, if and only if IJ − (Gxξ)t is invertible at every date t.

c) Without intermediate inputs, Gxξ = 0. Assign to capital goods at date t the index 2t and
to goods at date t the index 2t+1. Each of the three remaining blocks of B strictly increases the
index: Gkχkd maps capital at date t (index 2t) into goods at date t (index 2t+1); Hιχιϕι maps
goods at date t (index 2t+1) into capital at date t+1 (index 2t+2); and Hkχkd maps capital at
date t (index 2t) into capital at date t + 1 (index 2t + 2). Since the index takes 2 (T + 1) values,
any product of 2 (T + 1) blocks of B vanishes, so that B2(T +1) = 0 and (I − B)−1 = ∑2T +1

s=0 Bs

always exists.

Proof of Lemma 6. (Nonnegativity and Monotonicity)

Proof. Since B is block lower triangular in dates, its eigenvalues are those of its date-
diagonal blocks Dt, whose nonzero eigenvalues are in turn those of (Gxξ)t; hence, ρ (B) =
maxt ρ ((Gxξ)t) < 1 and the Neumann series (I − B)−1 = ∑

s≥0 Bs converges, which establishes
i). Every term of the series — and, similarly, every term of Ak = ∑T

s=0 (Hkχkd)s — is a
nonnegative matrix whose entries are polynomials with nonnegative coefficients in the entries of
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B, which establishes iii) and the nonnegativity part of ii). Finally, the s = 0 terms of both series
equal the identity, while all remaining terms have nonnegative diagonals, so that the diagonal
entries of Ak, Ψyy, and Ψkk — the diagonal blocks of (I − B)−1 — are weakly greater than
one.

Proof of Lemma 7. (Existence at Competitive Allocations)

Proof. The frictionless optimality conditions — Equation (OA8) with all wedges set to zero —
read pGxχx = p, pGkχkd = r, and ωqHιχιϕι = ωpϕι, while the capital supply optimality
condition implies ωrAk = ωq. Therefore, using that ξ = χxϕx,

ωpGxξ = ωpGxχxϕx = ωpϕx and ωpGkχkdAkHιχιϕι = ωrAkHιχιϕι = ωqHιχιϕι = ωpϕι.

Adding both equations and using that ϕc + ϕι + ϕx = I, with ϕj
t,c ≥ ϕ

c
and ωp entrywise

positive, yields Equation (OA11). Denote M = Gxξ + GkχkdAkHιχιϕι and v = ωp, so
that Equation (OA11) reads vM ≤

(
1 − ϕ

c

)
v, where M is entrywise nonnegative under our

maintained sign assumptions and v is entrywise positive. We now show that any such pair
satisfies ρ (M) ≤ 1 − ϕ

c
. Let µ be an arbitrary eigenvalue of M with associated — possibly

complex — right eigenvector u ̸= 0, and let |u| collect the absolute values of the entries of u.
Taking entrywise absolute values in µu = Mu and applying the triangle inequality — valid
entry by entry because M is nonnegative — yields

|µ| |u| = |Mu| ≤ M |u| .

Premultiplying by the positive row vector v and using vM ≤
(
1 − ϕ

c

)
v, we obtain

|µ| v |u| ≤ vM |u| ≤
(
1 − ϕ

c

)
v |u| .

Since v is entrywise positive and |u| is nonnegative and nonzero, the scalar v |u| is strictly
positive, and therefore |µ| ≤ 1 − ϕ

c
. As µ was arbitrary, ρ (M) ≤ 1 − ϕ

c
.21 Finally,

GkχkdAkHιχιϕι only has blocks strictly below the date diagonal, so the eigenvalues of M

are those of its date-diagonal blocks (Gxξ)t; hence, ρ ((Gxξ)t) ≤ 1 − ϕ
c

< 1 at every date t.

Proof of Lemma 8. (Structure and Spectra)

Proof. a) By Lemma 5a), Ak = ∑T
s=0 (Hkχkd)s is block lower triangular in dates with date-

diagonal blocks IZ , since the s = 0 term is the identity and every s ≥ 1 term lies strictly below
21The inequality ρ (M) ≤ maxj (vM)j /vj for an entrywise positive row vector v is the upper

Collatz–Wielandt bound from the Perron–Frobenius theory of nonnegative matrices; taking the infimum
over v recovers ρ (M) exactly. Equivalently, vM ≤

(
1 − ϕ

c

)
v states that the operator norm of M

induced by the weighted norm ∥u∥v = v |u| is at most 1 − ϕ
c
, and the spectral radius is bounded

above by any induced matrix norm, consistent with Gelfand’s formula ρ (M) = lims→∞ ∥M s∥1/s. The
argument in the text proves the direction we use from first principles.
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the date diagonal. Similarly, the inverse of the block lower triangular matrix I − B is block
lower triangular with date-diagonal blocks

(I − Dt)−1 =
(

(IJ − (Gxξ)t)
−1 (IJ − (Gxξ)t)

−1 (Gkχkd)t

0 IZ

)
,

whose four blocks are the date-t diagonal blocks of Ψyy, Ψyk, Ψky, and Ψkk, which yields
Equation (OA12).

b) The eigenvalues of a block triangular matrix are those of its diagonal blocks, and its
determinant is the product of their determinants. Applying this observation to part a): Ak

and Ψkk have all date-diagonal blocks equal to IZ , so their eigenvalues all equal one and
their determinants equal one; the eigenvalues of Ψyy are those of its date-diagonal blocks
(IJ − (Gxξ)t)

−1, which reduce to IJ without intermediate inputs.

Proof of Lemma 9. (Propagation in Levels)

Proof. By Euler’s homogeneous function theorem, the supply of each good satisfies yj
t =

∑
ℓ

∂Gj
t

∂xjℓ
t

xjℓ
t +∑z

∂Gj
t

∂kjz,d
t

kjz,d
t +∑f

∂Gj
t

∂njf,d
t

njf,d
t + ȳj,s

t . Substituting the definitions of the use shares

— xjℓ
t = χjℓ

t,xϕℓ
t,xyℓ

t = ξjℓ
t yℓ

t , kjz,d
t = χjz,d

t,k kz
t , and njf,d

t = χjf,d
t,n nf,d

t — and stacking across goods
yields, date by date,

yt = (Gxξ)t yt + (Gkχkd)t kt + (Gnχnd)t nd
t + ȳs

t ,

which is Equation (OA13) after rearranging.
a) Fix a date t and denote M = (Gxξ)t and vt = (IJ − M) yt, so that Myt = yt − vt,

where M ≥ 0 under our sign assumptions and vt ≫ 0 by Equation (OA13). Since Myt ≥ 0,
the supply vector satisfies yt ≥ vt ≫ 0, and therefore, entry by entry,

Myt = yt − vt ≤ εtyt, where εt = 1 − min
j

vj
t

yj
t

< 1 :

the within-date intermediate input loop returns at most the fraction εt of every supply. The
proof of Lemma 7 established the spectral bound for exactly this configuration — a nonnegative
matrix shrinking a positive vector — with the vector multiplying from the left. Transposing
converts one configuration into the other: M ′ is nonnegative, the positive row vector y′

t satisfies
y′

tM
′ = (Myt)′ ≤ εty

′
t, and M ′ has the same eigenvalues as M — they share the characteristic

polynomial. Therefore ρ ((Gxξ)t) ≤ εt < 1 at every date, and Lemma 6 delivers existence,
nonnegativity, and the convergent Neumann series.

b) Euler’s theorem applied to the accumulation technologies gives kz,s
t+1 = ∑

j
∂Hz

t+1
∂ιzj

t

ιzj
t +

∑
j

∂Hz
t+1

∂kjz,d
t

kjz,d
t , and substituting ιzj

t = χzj
t,ιϕ

j
t,ιy

j
t , kjz,d

t = χjz,d
t,k kz

t , and kt+1 = ks
t+1 + k̄

s
t+1, with
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k0 = k̄
s
0 at the initial date, and stacking all dates together with the goods identity above yields

y = Gxξy + Gkχkdk + Gnχndnd + ȳs and k = Hιχιϕιy + Hkχkdk + k̄
s
,

that is, in terms of the system matrix of Equation (OA9),

(I − B)
(

y

k

)
=
(

Gnχndnd + ȳs

k̄
s

)
.

Whenever the propagation matrices exist, the four blocks of (I − B)−1 are the inverses of
Equation (OA5), and premultiplying by it yields Equation (OA14).

Proof of Lemma 10. (Valuation in Levels)

Proof. a) Premultiplying the goods block of Equation (OA14) by ωAMRScϕc yields

ωAMRScϕcy = ωAMRScϕcΨyy

(
Gnχndnd + ȳs

)
+ ωAMRScϕcΨykk̄

s
.

Using c = ϕcy on the left, and the definitions of the welfare-relevant statistics, MSV y =
ωAMRScϕcΨyy and MSV k = ωAMRScϕcΨyk, on the right, delivers Equation (OA15).

b) The definitions of the welfare-relevant statistics imply the stacked recursions

MSV y = ωAMRScϕc+MSV kHιχιϕι+MSV yGxξ and MSV k = MSV yGkχkd+MSV kHkχkd ,

as established in the proof of Lemma 11. Since Hιχιϕι and Hkχkd are date-subdiagonal, the
date-t blocks of these recursions read

MSV t,y = ωtAMRSt,cϕt,c + MSV t+1,k (Hιχιϕι)t + MSV t,y (Gxξ)t ,

MSV t,k = MSV t,y (Gkχkd)t + MSV t+1,k (Hkχkd)t ,

where (Hιχιϕι)t and (Hkχkd)t denote the blocks mapping date t into date t + 1, with the
convention MSV T +1,k = 0. Postmultiplying the first recursion by yt, using ct = ϕt,cyt, and
substituting the date-t goods identity from the proof of Lemma 9, (Gxξ)t yt = yt−(Gkχkd)t kt−
mt with mt = (Gnχnd)t nd

t + ȳs
t , yields

MSV t,y (Gkχkd)t kt = ωtAMRSt,cct − MSV t,ymt + MSV t+1,k (Hιχιϕι)t yt.

Postmultiplying the second recursion by kt, substituting the expression above, and using the
date-t capital identity kt+1 = (Hιχιϕι)t yt + (Hkχkd)t kt + k̄

s
t+1, we obtain

MSV t,kkt = ωtAMRSt,cct − MSV t,ymt + MSV t+1,k

(
kt+1 − k̄

s
t+1
)

:

the welfare value of installed capital equals the welfare value of current consumption, net of the
social value of the current goods impulses, plus the value of the capital carried into the next
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date net of its endowed component. Iterating forward until the terminal date yields Equation
(OA16).

c) and d) As shown in the proof of Theorem 3, the optimality conditions in Equation (OA8)
imply

MSV y = ωp + ωpτ̄ yΨyy + ωrτ̄ kΨky and MSV k = ωq + ωpτ̄ yΨyk + ωrτ̄ kΨkk,

where τ̄ y = τ cϕc + τ̄ ιϕι + τ̄ xϕx and τ̄ k = τ̄ kd − τ ks . For part c), all wedges are zero,
so MSV y = ωp and MSV k = ωq; substituting into Equation (OA15), together with
AMRSc = p and the factor demand optimality condition pGnχnd = w, yields Equation
(OA17). For part d), substituting the expressions above into Equation (OA15) and using
Equation (OA14) to recombine the propagation terms, Ψyy

(
Gnχndnd + ȳs

)
+ Ψykk̄

s = y

and Ψky

(
Gnχndnd + ȳs

)
+ Ψkkk̄

s = k, we obtain

ωAMRScc = ωp
(
Gnχndnd + ȳs

)
+ ωqk̄

s + ωpτ̄ yy + ωrτ̄ kk.

Finally, using τ̄ yy = τ cc+ τ̄ ιι+ τ̄ xx, the consumption optimality condition AMRSc = p+pτ c

— which cancels the consumption wedge revenues ωpτ cc on both sides — and the factor demand
optimality condition pGnχnd = w + wτ̄ nd yields Equation (OA18).

Proof of Lemma 11. (Recursive Marginal Social Value)

Proof. Using the fact that Ψyy = IJ(T +1) + ΨyyGkχkdAkHιχιϕι + ΨyyGxξ = IJ(T +1) +
ΨykHιχιϕι + ΨyyGxξ, we can express the marginal social value of goods as

MSV y = ωAMRScϕcΨyy

= ωAMRScϕc + MSV kHιχιϕι + MSV yGxξ

= ωAMRScϕc + MSV kHιχιϕι + MSV yGxχxϕx

= ωAMRScϕc + AMW P ιϕι + AMW P xϕx,

which corresponds to MSV j
t,y in Equation (OA19) in matrix form.

Next, using the fact that Ak = IZ(T +1) + AkHkχkd , we express the marginal social value
of capital as

MSV k = ωAMRScϕcΨyk

= ωAMRScϕcΨyyGkχkdAk

= MSV yGkχkdAk

= MSV yGkχkd + MSV yGkχkdAk︸ ︷︷ ︸
=MSV k

Hkχkd

= MSV yGkχkd + MSV kHkχkd

= AMW P k,
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which corresponds to MSV z
t,k in Equation (OA19) in matrix form.

Proof of Theorem 5. (Production Efficiency Conditions)

Proof. Each condition follows from requiring that the corresponding allocative component of
Theorem 1 is non-positive for every feasible perturbation of the associated shares. Because
the decomposition is additive and each component involves a separate set of shares, the three
margins can be considered independently.

First, consider cross-sectional investment efficiency. For goods with ιj
t > 0, the investment

use shares satisfy ∑
z χzj

t,ι = 1, so any feasible perturbation satisfies ∑z
dχzj

t,ι

dθ = 0 and the
covariance-sum reduces to

CovΣ
z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
ιj
t =

∑

z

MWP zj
t,ι

dχzj
t,ι

dθ
ιj
t .

Consider a perturbation that reallocates an investment share ε > 0 from capital good z′ towards
capital good z′′, which is feasible whenever χz′j

t,ι > 0. Its contribution to production efficiency
is ε

(
MWP z′′j

t,ι − MWP z′j
t,ι

)
ιj
t . No such perturbation is welfare-improving if and only if the

marginal welfare products of investment are equalized across all capital goods with positive
shares — in which case the common value is AMWP j

t,ι = ∑
z χzj

t,ιMWP zj
t,ι — and weakly lower

for capital goods at the corner, which can only receive shares. This is Theorem 5a).
Second, consider aggregate investment efficiency, whose component in Theorem 1 is

(
AMWP j

t,ι − ωtAMRSj
t,c

) dϕj
t,ι

dθ
yj

t .

When ϕj
t,ι ∈ (0, 1), perturbations of either sign are feasible, so efficiency requires AMWP j

t,ι =

ωtAMRSj
t,c. When ϕj

t,ι = 1, only dϕj
t,ι

dθ ≤ 0 is feasible, so efficiency requires AMWP j
t,ι ≥

ωtAMRSj
t,c. When ϕj

t,ι = 0, only dϕj
t,ι

dθ ≥ 0 is feasible; since good j is not invested, the investment
use shares are unrestricted, so the planner directs the first unit of investment towards its best
use and the relevant statistic is maxz

{
MWP zj

t,ι

}
, which efficiency requires to be weakly below

ωtAMRSj
t,c. This is Theorem 5b).

Finally, the argument for capital use shares is symmetric to the one for investment use shares.
For capital goods with kz,d

t > 0, feasible perturbations satisfy ∑j

dχjz,d
t,k

dθ = 0, and reallocating a
share of capital good z from use j′ towards use j′′ contributes ε

(
MWP j′′z

t,k − MWP j′z
t,k

)
kz,d

t to
production efficiency. Ruling out welfare-improving perturbations requires the marginal welfare
products of capital to be equalized across all uses with positive shares — the common value
being AMWP z

t,k = ∑
j χjz,d

t,k MWP jz
t,k — and weakly lower for uses at the corner. This is Theorem

5c).
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D Applications

D.1 Measuring Accumulation and Production Domar Weights
D.1.1 List of Sectors

We use the following J = 20 industries: Agriculture, Forestry, Fishing, and Hunting (NAICS
11); Mining (NAICS 21); Utilities (NAICS 22); Construction (NAICS 23); Manufacturing
(NAICS 31-33); Wholesale Trade (NAICS 42); Retail Trade (NAICS 44-45); Transportation
and Warehousing (NAICS 48-49); Information (NAICS 51); Finance and Insurance (NAICS 52);
Real Estate and Rental and Leasing (NAICS 53); Professional, Scientific, and Technical Services
(NAICS 54); Management of Companies and Enterprises (NAICS 55); Administrative and
Waste Management Services (NAICS 56); Educational Services (NAICS 61); Health and Social
Assistance (NAICS 62); Arts, Entertainment, and Recreation (NAICS 71); Accommodation and
Food Services (NAICS 72); Other Services (except Public Administration) (NAICS 81); Public
Administration (NAICS 92).

D.1.2 Data Construction

Data on nominal gross output and aggregate nominal final consumption are taken from the BEA
I-O Use tables. For each year we aggregate the BEA industries and commodities to our J = 20
two-digit NAICS partition. Nominal gross output of sector j is the “Total Industry Output”
row of the Use table summed across the BEA industries that map to j. Aggregate nominal final
consumption, ∑j pj

t cj
t , is the sum of the BEA “Personal consumption expenditures” column and

the three general-government consumption columns of the Use table. Data on nominal capital
are taken from the BEA’s Fixed Asset tables (3.1E, 3.1S, 3.1I for the 19 private industries; 7.1
for Public Administration). Real aggregate consumption, Ct, is a Törnqvist chain index of real
personal consumption expenditures and real government consumption expenditures, anchored at
the 2017 nominal aggregate. To construct the Törnqvist chain index, we use NIPA’s chain-type
quantity indexes (personal consumption expenditures (PCE) quantity index from NIPA Table
2.3.3 and government-consumption quantity index from NIPA Table 3.9.3) and we compute
nominal consumption shares using NIPA’s annual nominal series (PCE from NIPA Table 2.3.5
and government consumption from NIPA Table 3.9.5).

D.1.3 Deriving the Dynamic Weight

Let Λt denote the Lagrange multiplier associated with date-t budget constraint. The first-order
condition with respect to cj

t is then given by

βtC−γ
t

(
cj

t

Ct

)− 1
σ

= Λtp
j
t .
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This can be expressed as

βtC1−γ
t

(
cj

t

Ct

)σ−1
σ

= Λtp
j
t cj

t ,

which implies that
Λt

∑

j

pj
t cj

t = βtC1−γ
t .

Now recall that

ωt = λt

λ
=

Λt
∑

j pj
t cj

t

λ
.

Taking λ = ∑
t λt, we get

ωt = βtC1−γ
t∑

s βsC1−γ
s

.

D.1.4 Time Variation in Industry Domar Weights

Time variation in the industry-level weights is small for the discounted sums. The dynamic
weights spend half of their mass by 1959, roughly three quarters by 1970, and only 5% after
2000, so the discounted sums value the postwar path largely at its early-postwar levels. Formally,
replacing each industry’s Domar weight path by its unweighted time mean leaves the discounted
sum of accumulation Domar weights essentially unchanged (3.701 versus 3.695) and lowers its
production counterpart by 4.1% (2.294 versus 2.391). Almost all of the difference reflects
Manufacturing, whose total contribution of 1.127 exceeds its flat-path counterpart of 0.942
because the dynamic weights are largest in the decades in which Manufacturing was largest;
the mirror image applies to late-rising service industries such as Health (0.099 versus 0.164) and
Finance and Insurance (0.117 versus 0.183). Figure 2 should accordingly be read as a description
of the ωt-weighted postwar path, dominated by the early decades, rather than of the present-day
economy.

D.1.5 Decomposing Accumulation Domar Weights

Table OA1 reports the weighted accumulation Domar weight ∑t ωtDj
t,k broken down by industry

j (rows) and capital good z ∈ {Equipment, Structures, IPP} (columns). The row totals match
column 2 of Table OA2 (within rounding); the column totals show that Structures absorb 79%
of the entire accumulation channel, Equipment 17%, and Intellectual Property Products 4%.
Figure OA2 plots the same three column totals as time series: Dz

t,k = ∑
j Djz

t,k = qz
t kz

t∑
j

pj
t cj

t

for

z ∈ {Equipment, Structures, IPP}, 1947–2024.
In levels, Structures absorb 2.917 of the 3.695 discounted sum of accumulation Domar

weights, Equipment 0.632, and Intellectual Property Products 0.146. The accumulation Domar
weights of the U.S. economy are dominated by Structures.

This is consistent across industries. Real Estate’s accumulation Domar weight of 1.340 is
essentially all Structures (1.316, or 98%), which in turn captures the economy’s housing stock.
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Public Administration’s 0.981 is also Structures-dominated (0.738, or 75%) — the highways,
schools, federal facilities, and military structures — with sizable contributions from government
Equipment (0.177, or 18%) and government Intellectual Property Products (0.066, or 7%). The
next two largest holders — Transportation and Warehousing and Utilities — are also Structures-
dominated: the rail, port, warehouse, power-plant, and grid infrastructure they carry on their
books makes Structures three quarters or more of their accumulation weight.

There are some exceptions. Manufacturing is the only large sector with a balanced capital
mix — 0.137 Equipment, 0.111 Structures, and 0.037 IPP — reflecting the heavy machinery,
plant, and process-control systems that together constitute manufacturing capital. Information
is the only sector in which Intellectual Property Products are quantitatively comparable to
the other two types (0.030 IPP versus 0.031 Equipment and 0.046 Structures); this is the
welfare-weighted footprint of the late-1990s and post-2000 rise of software and digital intangibles,
captured at the industry that holds them rather than at the professional-and-technical-services
industry that produces much of them. Construction’s accumulation Domar weight is the smallest
in the table (0.021) and is overwhelmingly Equipment (0.018, or 86%). Mining’s 0.097 is 86%
Structures because BEA classifies mines, wells, and shafts as structures rather than equipment.

Table OA1: Accumulation Domar Weights by Capital Good

Sector Equipment Structures IPP Total

Agriculture, Forestry, Fishing, and Hunting 0.040 0.054 0.000 0.094
Mining 0.014 0.083 0.000 0.097
Utilities 0.031 0.129 0.000 0.160
Construction 0.018 0.003 0.000 0.021
Manufacturing 0.137 0.111 0.037 0.285
Wholesale Trade 0.015 0.007 0.000 0.023
Retail Trade 0.013 0.054 0.000 0.067
Transportation and Warehousing 0.073 0.189 0.000 0.262
Information 0.031 0.046 0.030 0.107
Finance and Insurance 0.012 0.018 0.001 0.031
Real Estate and Rental and Leasing 0.023 1.316 0.000 1.340
Professional, Scientific, and Technical Services 0.005 0.004 0.004 0.014
Management of Companies and Enterprises 0.004 0.020 0.000 0.024
Administrative and Waste Management Services 0.003 0.007 0.000 0.011
Educational Services 0.002 0.021 0.001 0.024
Health and Social Assistance 0.011 0.035 0.001 0.046
Arts, Entertainment, and Recreation 0.003 0.014 0.004 0.021
Accommodation and Food Services 0.013 0.028 0.000 0.042
Other Services (except Public Administration) 0.007 0.040 0.001 0.047
Public Administration 0.177 0.738 0.066 0.981
Total 0.632 2.917 0.146 3.695

Note: Accumulation Domar weights
∑

t ωtDjz
t,k where Djz

t,k = qz
t kjz

t∑
j

pj
t cj

t

. We define J as the set of 2-digit

NAICS industries and Z := {Equipment, Structures, Intellectual Property Products}.
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Figure OA2: Application 1: Accumulation Domar Weights by Capital Good Dz
t,k

Note: Accumulation Domar weight by capital good Dz
t,k = qz

t kz
t∑

j
pj

t cj
t

for

z ∈ {Equipment, Structures, Intellectual Property Products}, 1947–2024.
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Figure OA3: Application 1: Dynamic Weight

Note: Dynamic weight ωt = βtC1−γ
t∑

s
βsC1−γ

s
under the lifetime welfare numeraire λ =

∑
t λt, where Ct

denotes real aggregate consumption (Törnqvist chain index), 1947–2024, with β = 0.98 and γ = 2.
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Table OA2: Production Efficiency Decomposition (Application 1)

Sector
∑

t ωtDj
t,y

∑
t ωtDj

t,k Total

Agriculture, Forestry, Fishing, and Hunting 0.102 0.094 0.196
Mining 0.051 0.097 0.148
Utilities 0.042 0.160 0.202

Construction 0.134 0.021 0.155
Manufacturing 0.843 0.285 1.127

Wholesale Trade 0.103 0.023 0.125
Retail Trade 0.164 0.067 0.231

Transportation and Warehousing 0.099 0.262 0.362
Information 0.072 0.107 0.179

Finance and Insurance 0.086 0.031 0.117
Real Estate and Rental and Leasing 0.161 1.340 1.501

Professional, Scientific, and Technical Services 0.051 0.014 0.065
Management of Companies and Enterprises 0.028 0.024 0.051

Administrative and Waste Management Services 0.019 0.011 0.030
Educational Services 0.011 0.024 0.035

Health and Social Assistance 0.052 0.046 0.099
Arts, Entertainment, and Recreation 0.013 0.021 0.034
Accommodation and Food Services 0.060 0.042 0.102

Other Services (except Public Administration) 0.053 0.047 0.100
Public Administration 0.247 0.981 1.228

Total 2.391 3.695 6.087

Note: Production efficiency decomposition of permanent Hicks-neutral technology shocks under the
lifetime welfare numeraire λ =

∑
t λt. We define J as the set of 2-digit NAICS industries and

Z := {Equipment, Structures, Intellectual Property Products} and we compute the accumulation Domar
weight of industry j as Dj

t,k =
∑

z
qz

t kzj
t∑

j
pj

t cj
t

.

D.1.6 Industry Domar Weight Time Series

Figure OA4 reports the accumulation and production Domar weights industry by industry over
the postwar period.

The series display substantial reallocation over the postwar period. Two stocks dominate the
accumulation weights. Real Estate carries an accumulation Domar weight between 1.3 (1947)
and over 1.6 (2024), reflecting the rapid postwar buildup of residential and commercial structures.
Public Administration is the second largest accumulation stock throughout the postwar
period, with Dj

t,k in the 0.8–1.2 band. Among the remaining capital stocks, Manufacturing,
Transportation and Warehousing, Utilities, and Information stand out; each contributes an
accumulation Domar weight in the 0.1–0.4 band, with Information rising sharply after the
late 1980s. The production Domar weights tell the textbook structural-transformation story:
Manufacturing has been on a declining trajectory, while service-producing industries — Finance
and Insurance, Real Estate, Professional and Technical Services, and Health — rise steadily
over the same period. Agriculture’s production weight is small throughout and trends modestly
downward.
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Figure OA4: Application 1: Industry Domar Weights

Note: Accumulation and production Domar weights, Dj
t,k and Dj

t,y, by industry (postwar U.S.,
1947–2024; β = 0.98, γ = 2, σ = 0.349). Both panels share the same vertical scale. The five series
discussed in the text are highlighted and labeled directly at the right edge; the remaining fifteen industries
are drawn in gray.

D.2 Origins of Welfare Losses in a Credit Crunch
D.2.1 Equilibrium Characterization

Individual i chooses
{
ci

t, ai
t+1
}

to maximize V i subject to the budget constraint and, as owner
of firm i, internalizes that an additional unit of wealth relaxes the collateral constraint by 1/θ
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units of capital. The first-order conditions are given by

(
βi
)t

u′
(
ci

t

)
= Λi

t and Λi
t = Λi

t+1

(
rt+1 + 1 − δ + κi

t+1
θ

)
,

where κi
t is the shadow value of the collateral constraint per unit of capital and is given by

κi
t = max



ζkpi

t

(
ai

t

θ

)ζk−1

− rt, 0



 .

Firm i’s capital demand is given by

ki,d
t = min





ai
t

θ
,

(
ζkpi

t

rt

) 1
1−ζk



 .

Final-good profit maximization yields the inverse demands and the ideal price index

pi
t = ζi

y

yt

xi
t

=⇒ pi
tx

i
t = ζi

yyt, and 1 =
2∏

i=1

(
pi

t

ζi
y

)ζi
y

.

Because xi
t = yi

t =
(
ki,d

t

)ζk in equilibrium, firm i’s revenue is pi
ty

i
t = ζi

yyt and its marginal
revenue product of capital is

ζkpi
t

(
ki,d

t

)ζk−1
= ζkζi

y

yt

ki,d
t

, so that κi
t = max

{
ζkζi

y

yt

ki,d
t

− rt, 0
}

and πi
t = ζi

yyt − rtk
i,d
t .

We use date-t aggregate consumption as date-t welfare numeraire and perpetual aggregate
consumption as lifetime welfare numeraire, which implies that

λi
t = Λi

tct and λi =
∑

t

λi
t.

In welfare-numeraire form, the Euler equation reads

ωi
t = ωi

t+1

(
ct

ct+1

)[
rt+1 + 1 − δ + κi

t+1
θ

]
.

D.2.2 Steady State

Consider a steady state with β1 > β2: individual 1 (services) is unconstrained and prices capital,
individual 2 (manufacturing) is permanently constrained (κ2 > 0). Individual 1’s Euler equation
pins down the rental rate,

1 = β1 [1 + r⋆ − δ] =⇒ r⋆ = 1
β1 − 1 + δ.
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Individual 2’s Euler equation, with the constraint binding, pins down the shadow value

1 = β2
[
1 + r⋆ − δ + κ2

θ

]
=⇒ κ2 = θ

( 1
β2 − 1

β1

)
> 0,

so each firm equates its marginal revenue product of capital to the effective rental rate r1 ≡ r⋆

and r2 ≡ r⋆ + κ2 = r⋆ + θ
(

1
β2 − 1

β1

)
. Using ζkζi

y
y⋆

(ki,d)⋆ = ri, the steady-state capital-output
ratios are

ηi ≡

(
ki,d

)⋆

y⋆
=

ζkζi
y

ri
,

and substituting
(
ki,d

)⋆
= ηiy⋆ into the final-good technology y⋆ = ∏

i

[(
ki,d

)⋆]ζkζi
y gives

y⋆ =
[ 2∏

i=1

(
ηi
)ζi

y

] ζk
1−ζk

and
(
ki,d

)⋆
= ηiy⋆.

The binding constraint and capital market clearing then deliver the wealth distribution
(
a2
)⋆

= θη2y⋆ and
(
a1
)⋆

= η1y⋆ + (1 − θ) η2y⋆.

D.2.3 Calibration

Every parameter is calibrated to postwar U.S. data; unless noted otherwise, a calibrated
parameter is the time average of an annual series over 1947–2024.

Real interest rate and the patient discount factor. The date-t real interest rate is
measured as the ten-year Treasury constant-maturity yield net of expected inflation (measured
as a five-year moving average of PCE inflation) plus a 3% risk premium (which avoids negative
values of the real interest rate). The steady-state rental rate is the time average. The patient
individual is unconstrained in steady state, so their Euler equation holds with a zero collateral
shadow value and pins the discount factor 1 = β1 [1 + r⋆ − δ] =⇒ β1 = 1

1+r⋆−δ = 0.9937.

Credit-market tightness. The collateral constraint is the constraint of Moll (2014) with
the maximum leverage ratio equal to the reciprocal of the tightness parameter. We adopt his U.S.
estimate, itself disciplined by the U.S. external-finance-to-GDP ratio, so that θ0 = 1

4.15 = 0.2410.

Impatient discount factor. With the patient services individual pricing capital, the
manufacturing individual’s collateral constraint binds in steady state, so their external finance
is the levered part of their capital (k2,d − a2 = (1 − θ) k2,d), and their Euler equation holds only
because the collateral shadow value tops up the return on wealth, making their effective rental
rate

r2 = r⋆ + θ

( 1
β2 − 1

β1

)
.
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Combining these with the steady-state characterization above, the external-finance-to-output is
(

k2,d − a2

y

)⋆

= (1 − θ) η2 =
ζkζ2

y (1 − θ)
r⋆ + θ

(
1

β2 − 1
β1

) .

In these expressions,

ηi =
ζkζi

y

ri
with r1 = r⋆.

When θ = θ0, we set
(

k2,d−a2

y

)⋆
= 2.53 corresponding to the U.S. value of the measure of

Beck, Demirgüç-Kunt, and Levine (2000) — private credit by deposit-money banks and other
financial institutions, plus stock-market capitalization, plus private bond-market capitalization,
all relative to GDP — which is the same data that disciplines the leverage estimate behind the
tightness parameter, making the two credit-market targets internally consistent.

Because the Cobb–Douglas revenue shares are constant, the moment condition solves in
closed form,

r2 =
(1 − θ0) αζ2

y

2.53 = 0.0687 =⇒ β2 =
[

1
β1 + r2 − r⋆

θ0

]−1

= 0.9390.

Initial wealth distribution. The economy starts at the pre-crunch stationary equilibrium:
evaluating the steady-state expressions above at the calibrated parameters,

a0 = a⋆ (θ0) = (19.124, 2.332) .

D.2.4 Numerical Solution Along the Transition

For each θ we solve the perfect-foresight path
{
ai

t

}T
t=0 as a two-point boundary-value problem

with ai
0 given and ai

T =
(
ai
)⋆ (θ). Given a candidate wealth path with kt = ∑

i ai
t, the static

equilibrium at each date is one of two cases:

1. Both individuals unconstrained: each firm’s capital demand satisfies αζi
yyt/ki,d

t = rt, so
capital is allocated in proportion to the Cobb–Douglas weights and the rental rate follows
from capital market clearing,

ki,d
t = ζi

ykt, yt = kα
t

2∏

i=1

(
ζi

y

)ζkζi
y

, rt = ζk
yt

kt
= ζkkζk−1

t

2∏

i=1

(
ζi

y

)ζkζi
y

.

2. Individual 2 constrained: k2,d
t = a2

t /θ, k1,d
t = kt − k2,d

t , and the rental rate is individual
1’s marginal revenue product,

yt =
2∏

i=1

(
ki,d

t

)ζkζi
y and rt = ζkζ1

y

yt

k1,d
t

.

OA-38



The relevant case is selected by checking the shadow values κi
t implied by each candidate. The

Euler equations are then imposed through the forward update

âi
t+1 = (1 + rt − δ) âi

t + πi
t − gi

t

(
πi

t+1 − ai
t+2
)

1 + gi
t (1 + rt+1 − δ) where gi

t =
[
βi

(
1 + rt+1 − δ + κi

t+1
θ

)]− 1
γ

,

with âi
0 = ai

0 and the terminal condition above. An equilibrium is a fixed point â = a, which we
compute with a Newton–Krylov solver warm-started from the status quo θ0 along the θ grid.

E Additional Results

E.1 Propagation Matrices: Existence and Properties
In this section, we characterize the existence and the properties of the five propagation matrices
in Lemma 3. Throughout, we order all variables chronologically and work with the system
matrix

B =
(

Gxξ Gkχkd

Hιχιϕι Hkχkd

)
, (OA9)

so that the goods, goods-capital, capital-goods, and capital inverses in Equation (OA5) are
the four blocks of (I − B)−1, whenever this inverse exists, while the accumulation inverse is
Ak = (I − Hkχkd)−1.

The blocks of B share a common date structure. Because production is dated, Gxξ and
Gkχkd are date-diagonal: the supply of goods at date t uses intermediate inputs and capital
services at date t. We denote their date-t blocks by (Gxξ)t, the J × J matrix with entries
∂Gj

t

∂xjℓ
t

ξjℓ
t , and (Gkχkd)t, the J × Z matrix with entries ∂Gj

t

∂kjz,d
t

χjz,d
t,k . Because accumulation takes

time, Hιχιϕι and Hkχkd are date-subdiagonal: their only nonzero blocks map date t into date
t + 1, since capital available at date t + 1 is produced from investment and capital used at date
t. Hence, B is block lower triangular in dates, with date-t diagonal block

Dt =
(

(Gxξ)t (Gkχkd)t

0 0

)
.

This triangular structure underlies every result in this section.

Lemma 5. (Existence of the Propagation Matrices) a) The accumulation inverse always exists:
Hkχkd is nilpotent, with (Hkχkd)T +1 = 0, so that Ak = ∑T

s=0 (Hkχkd)s. b) The goods, goods-
capital, capital-goods, and capital inverses exist if and only if IJ − (Gxξ)t is invertible at every
date t, since

det (I − B) =
T∏

t=0
det (IJ − (Gxξ)t) . (OA10)

c) Without intermediate inputs, B is nilpotent, with B2(T +1) = 0, so that the five propagation
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matrices always exist, with (I − B)−1 = ∑2T +1
s=0 Bs.

We highlight two features of Lemma 5. First, existence is a static, within-date property. The
determinant in Equation (OA10) features exclusively the within-date intermediate input loops:
existence can only fail if the input-output structure at some date is singular. The capital side
— Gk, Hι, and Hk — can never threaten existence, no matter how productive accumulation
is, because accumulation propagates strictly forward in time and cannot generate a within-date
loop. Second, in the environment of the main text, which features no intermediate inputs, the
propagation matrices always exist and are polynomials in the primitives. The Neumann series
terminates because every round of propagation from goods into capital and back advances the
date: with dates 0, . . . , T , propagation exhausts itself after at most 2 (T + 1) rounds.

Lemma 6. (Nonnegativity and Monotonicity) Suppose that all marginal products and all shares
are weakly positive, so that B is entrywise nonnegative, and that ρ ((Gxξ)t) < 1 at every date
t, where ρ (·) denotes the spectral radius. Then, ρ (B) = maxt ρ ((Gxξ)t) < 1, and the five
propagation matrices i) exist and are given by convergent Neumann series; ii) are entrywise
nonnegative, with the diagonal entries of Ak, Ψyy, and Ψkk weakly greater than one; and iii)
are entrywise nondecreasing in the entries of B.

The spectral condition in Lemma 6 is a Hawkins–Simon condition on the input-output structure
(Hawkins and Simon, 1949), imposed date by date; notably, it involves no capital-side primitive.
In competitive economies, the condition is implied by optimality.

Lemma 7. (Existence at Competitive Allocations) Consider an interior frictionless competitive
equilibrium in which the consumption share of every good is bounded below by ϕ

c
= mint,j ϕj

t,c > 0.
Then, the optimality conditions imply

ωp (Gxξ + GkχkdAkHιχιϕι) = ωp (ϕx + ϕι) ≤
(
1 − ϕ

c

)
ωp, (OA11)

so that ρ ((Gxξ)t) ≤ 1 − ϕ
c

< 1 at every date t, and the conclusions of Lemma 6 apply.

Remark 9. (Prices Guarantee Existence) Equation (OA11) rearranges the frictionless optimality
conditions into a statement about propagation. Read it entry by entry: an additional unit of
good j at date t is worth ωtp

j
t . Of that value, the fraction ϕj

t,x is passed on to the next round of
propagation through intermediate uses, the fraction ϕj

t,ι is passed on through investment, and
the remaining fraction ϕj

t,c exits the production loop into consumption. Valued at equilibrium
prices, each round of propagation therefore carries at most the fraction 1 − ϕ

c
of the value of

the round before it, so the value of successive rounds is dominated by a geometric series — this
is precisely the spectral bound ρ ≤ 1 − ϕ

c
that the proof establishes.

Lemma 8. (Structure and Spectra) Suppose that the five propagation matrices exist. Then, a)
all five are block lower triangular in dates — impulses at date t only affect supplies at dates
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t′ ≥ t — with date-t diagonal blocks

(Ak)tt = IZ , (Ψyy)tt = (IJ − (Gxξ)t)
−1 , (Ψkk)tt = IZ ,

(Ψyk)tt = (IJ − (Gxξ)t)
−1 (Gkχkd)t , (Ψky)tt = 0;

(OA12)

b) the eigenvalues of Ak and Ψkk all equal one, so that det Ak = det Ψkk = 1; the eigenvalues
of Ψyy are those of its date-diagonal blocks (IJ − (Gxξ)t)

−1; and, without intermediate inputs,
every eigenvalue of Ak, Ψyy, and Ψkk equals one.

Remark 10. (Eigenvalues are silent about dynamic propagation) Lemma 8b) has a sharp
implication: the eigenvalues of the propagation matrices carry no information about dynamic
propagation. The capital side enters the propagation matrices exclusively through blocks below
the date diagonal — triangular shears that leave every eigenvalue unchanged. The accumulation
and capital inverses are unipotent regardless of how productive accumulation is, and the
spectrum of the goods inverse reflects exclusively the static, within-date intermediate input
loops. Dynamic amplification is instead encoded in the off-diagonal entries of the propagation
matrices.

E.2 Constant Returns to Scale: Results in Levels
In this section, we characterize the propagation system under constant returns to scale.
Throughout, we assume that each production technology Gj

t is homogeneous of degree one
in its inputs

({
xjℓ

t

}
,
{

kjz,d
t

}
,
{

njf,d
t

})
jointly, and that each accumulation technology Hz

t+1 is
homogeneous of degree one in its inputs

({
ιzj
t

}
,
{

kjz,d
t

})
jointly. Lemma 9 shows that the

existence of the propagation matrices is then guaranteed and that the propagation system holds
in levels, and Lemma 10 values the levels to characterize the welfare value of the consumption
stream and of the capital stock at any feasible allocation.

Lemma 9. (Propagation in Levels) Suppose that production and accumulation technologies
exhibit constant returns to scale, and consider any feasible allocation. a) If all marginal products
and all shares are weakly positive and, at every date, every good derives a positive part of its
supply from capital services, factor uses, or endowments, i.e.,

(IJ − (Gxξ)t) yt = (Gkχkd)t kt + (Gnχnd)t nd
t + ȳs

t ≫ 0, (OA13)

then ρ ((Gxξ)t) < 1 at every date: the spectral condition of Lemma 6 holds, so the five
propagation matrices exist, are entrywise nonnegative, and are given by convergent Neumann
series. b) Whenever the propagation matrices exist — in particular, under the conditions of part
a) — the aggregate supplies of goods and capital goods satisfy, in levels,

(
y

k

)
=
(

Ψyy Ψyk

Ψky Ψkk

)(
Gnχndnd + ȳs

k̄
s

)
. (OA14)
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Part a) closes the only gap left by Lemma 5: under constant returns to scale, the Hawkins–Simon
condition of Lemma 6 does not need to be assumed. Euler’s homogeneous function theorem turns
the spectral condition into a statement about quantities: when capital services, factor uses, and
endowments account for a positive fraction of the supply of every good, intermediate inputs
alone regenerate at most the remaining fraction of every supply, so successive rounds of the
within-date input-output loop shrink geometrically, and the propagation matrices exist. Part b)
states that the propagation system is exact in levels. The impulses are the economy’s primary
inputs — factor uses, goods endowments, and capital endowments — and the five propagation
matrices resolve the level of every supply into its direct and indirect primary input content. In
particular, endowed capital acts as a primary factor: for instance, Ψykk̄

s measures the goods
produced, directly and indirectly, from capital endowments.22

The reason why the matrices that propagate marginal changes in Lemma 3 also account
for levels is that, under constant returns to scale, marginal and average products coincide.
Expanding Equation (OA14) in the Neumann series of Lemma 9a) delivers a dynamic
generalization of the Leontief decomposition: the s-th term traces the primary inputs through
s rounds of propagation, static — through intermediate inputs, within a date — and dynamic
— through investment and accumulation, across dates.

Lemma 10. (Valuation in Levels) Suppose that production and accumulation technologies
exhibit constant returns to scale and that the propagation matrices exist. a) At any feasible
allocation, the welfare value of the consumption stream equals the social value of the economy’s
primary inputs:

ωAMRScc = MSV y

(
Gnχndnd + ȳs

)
+ MSV kk̄

s
. (OA15)

b) At any feasible allocation, at every date, the welfare value of the capital stock equals the
present value of consumption, net of the social value of the primary inputs supplied from that
date onward:

∑

z

MSV z
t,kkz

t =
∑

s≥t


ωs

∑

j

AMRSj
s,cc

j
s −

∑

j

MSV j
s,ymj

s


−

∑

s>t

∑

z

MSV z
s,kk̄z,s

s , (OA16)

where mj
s = ∑

f
∂Gj

s

∂njf,d
s

njf,d
s + ȳj,s

s collects the factor content and the endowment of good j at date
s. c) At frictionless competitive allocations,

ωpc = ωwnd + ωpȳs + ωqk̄
s
. (OA17)

d) At competitive allocations with wedges,

ωpc = ωwnd + ωpȳs + ωqk̄
s + ωwτ̄ ndnd + ωpτ̄ ιι + ωpτ̄ xx + ωrτ̄ kk︸ ︷︷ ︸

wedge revenues on non-consumption margins

, (OA18)

22If each production technology is instead homogeneous of degree κ ̸= 1, Euler’s theorem yields an
additional goods impulse (1 − κ) ys of residual profits in Equation (OA14), so that decreasing returns
act as the income of an implicit fixed factor.
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where ι = ϕιy and x = ϕxy denote aggregate investment and aggregate intermediate input use.

Lemma 10 values the level system of Lemma 9 under increasingly restrictive assumptions. Parts
a) and b) require feasibility only: no prices and no optimality are involved. Part a) values
the whole horizon: the welfare value of the consumption stream equals the social value of
the economy’s primary inputs. Part b) characterizes the welfare value of the capital stock:
capital is the economy’s only store of value, so the value of the date-t stock equals the present
value of subsequent consumption, net of the social value of the primary inputs still to be
supplied. In the baseline environment of the main text, in which capital services are the
only production inputs and the initial stocks the only endowments, Equation (OA16) reduces
to ∑z MSV z

t,kkz
t = ∑

s≥t ωs
∑

j AMRSj
s,cc

j
s: the value of capital equals the present value of

consumption, extending the value-of-capital results of the main text to any feasible allocation,
with welfare-relevant statistics in place of prices. Parts c) and d) specialize the valuation to
competitive allocations. At frictionless allocations, where MSV y = ωp and MSV k = ωq,
Equation (OA17) states that the present value of consumption equals the present value of factor
income plus the market value of goods and capital endowments. With wedges, consumption
wedges net out, and the identity picks up exactly the revenues of the wedges on the non-
consumption margins.

E.3 Recursive Marginal Social Value
Lemma 11. (Recursive Marginal Social Value) The marginal social values of good j and capital
good z available at date t, MSV j

t,y and MSV z
t,k, can be expressed as

MSV j
t,y = ϕj

t,cωtAMRSj
t,c + ϕj

t,xAMWP j
t,x + ϕj

t,ιAMWP j
t,ι and MSV z

t,k = AMWP z
t,k.

(OA19)

Lemma 11 provides an alternative for Definition 1. It shows that the marginal social values of
goods and capital goods equal the share-weighted sum of the social values of their uses. Good j

can be either consumed or used as investment or as an intermediate input, and therefore, its social
value corresponds to the sum of the value of consuming its consumption share ϕj

t,c, the value of
using its intermediate share ϕj

t,x in producing other goods, and the value of using its investment
share ϕj

t,ι in accumulating capital goods. Capital good z is not consumed, and therefore, its
social value equals the aggregate marginal welfare product of capital. These definitions are
recursive because AMWP j

t,ι and AMWP z
t,k depend on MSV j

t,y and MSV z
t,k, respectively.23

23Note that the marginal social value of capital can be expressed as

MSV k = MSV yGkχkdAk,

where we used that Ψky = ΨyyGkχkdAk. Hence, we can express the aggregate marginal welfare product
of investment as

AMW P ι = MSV yGkχkdAkHιχι.
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E.4 Efficiency Conditions
In this section, we exploit Theorem 1 in order to define the conditions that characterize the set
of efficient allocations. In deterministic economies with a single individual, welfare assessments
are solely driven by production efficiency (Lemma 1), so we adopt the conventional definition of
Pareto efficiency: An allocation is efficient when there is no feasible perturbation in which any
of the allocative efficiency components is positive. For this exercise, a perturbation is a direct
change in the feasible allocation selected by a planner, for given technologies. The technical
efficiency components of Theorem 1 — accumulation and production technology change — are
then identically zero, so production efficiency gains reduce to the three allocative components:
cross-sectional investment efficiency, aggregate investment efficiency, and cross-sectional capital
use efficiency.

Working with shares makes the set of feasible perturbations transparent. At each date,
the planner controls (i) the investment use shares χzj

t,ι, which satisfy ∑z χzj
t,ι = 1 and χzj

t,ι ≥ 0;
(ii) the investment shares ϕj

t,ι ∈ [0, 1], whose complement ϕj
t,c = 1 − ϕj

t,ι is the consumption
share; and (iii) the capital use shares χjz,d

t,k , which satisfy ∑j χjz,d
t,k = 1 and χjz,d

t,k ≥ 0. When
a non-negativity constraint binds, only one-sided perturbations are feasible: it is not possible
to reallocate investment away from a capital good that receives no investment, or capital away
from a technology that uses none. Properly incorporating these constraints is essential for
characterizing efficiency conditions in disaggregated economies, where investment networks are
sparse and capital goods are specialized. Theorem 5 provides the necessary conditions for
production efficiency.24

Theorem 5. (Production Efficiency Conditions) An efficient allocation satisfies, at all dates t:

(a) (Cross-Sectional Investment Efficiency) For goods with ιj
t > 0, it must be that MWP zj

t,ι =
AMWP j

t,ι, ∀z s.t. χzj
t,ι > 0; and MWP zj

t,ι ≤ AMWP j
t,ι, ∀z s.t. χzj

t,ι = 0.

(b) (Aggregate Investment Efficiency) For goods with yj
t > 0, it must be that

maxz

{
MWP zj

t,ι

}
≤ ωtAMRSj

t,c, ∀j s.t. ϕj
t,ι = 0; AMWP j

t,ι = ωtAMRSj
t,c, ∀j s.t.

ϕj
t,ι ∈ (0, 1); and AMWP j

t,ι ≥ ωtAMRSj
t,c, ∀j s.t. ϕj

t,ι = 1.

(c) (Cross-Sectional Capital Use Efficiency) For capital goods with kz,d
t > 0, it must be that

MWP jz
t,k = AMWP z

t,k, ∀j s.t. χjz,d
t,k > 0; and MWP jz

t,k ≤ AMWP z
t,k, ∀j s.t. χjz,d

t,k = 0.

Pareto efficiency requires the equalization of MWP zj
t,ι across all capital goods that receive

investment of good j, with MWP zj
t,ι potentially lower for capital goods in which good j is

not invested. Otherwise, it is feasible and welfare-improving to reallocate investment from low
to high marginal welfare product uses, for given aggregate investment ιj

t . At the corner where
capital good z receives no investment of good j, it is not feasible to reallocate investment away

24Under standard concavity assumptions on preferences and technologies, the conditions in Theorem 5
are also sufficient.
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from z, even though marginal welfare products are not equalized. The same logic applies to the
allocation of capital across uses in Theorem 5c).25

Theorem 5b) characterizes the consumption-investment margin. For interior investment
shares, the value of investing a marginal unit of good j, AMWP j

t,ι, must equal the value of
consuming it, ωtAMRSj

t,c — a generalized Euler equation. Since the marginal welfare products
embed the marginal social values of capital, which account for the full propagation of investment
through accumulation and production, this condition disciplines the entire path of allocations.
At the corner ϕj

t,ι = 0, good j is not invested at all, and efficiency only requires that its best
investment use, maxz

{
MWP zj

t,ι

}
, is weakly dominated by consumption. Alternatively, at the

corner ϕj
t,ι = 1, the individual does not consume good j, and the value of investing must weakly

exceed the value of consuming.

Example 6. [Efficiency Conditions in the Neoclassical Growth Model]. In the
neoclassical growth model (J = Z = 1), conditions a) and c) of Theorem 5 are vacuous, and
condition b) recovers the standard Euler equation. With a single capital good, AMWPt,ι =
MWPt,ι = MSVt+1,k, since ∂Ht+1

∂ιt
= 1. At an interior allocation, Lemma 11 yields MSVt+1,y =

ωt+1AMRSt+1,c and MSVt+2,k = AMWPt+1,ι = ωt+1AMRSt+1,c, so condition b) at dates t

and t + 1 implies

ωtAMRSt,c = ωt+1AMRSt+1,c

(
1 − δ + ∂Gt+1

∂kd
t+1

)
⇐⇒ ∂ut

∂ct
= β

∂ut+1
∂ct+1

(
1 − δ + ∂Gt+1

∂kd
t+1

)
,

where the equivalence uses ωtAMRSt,c = βt ∂ut
∂ct

/λ. At the corner ϕt,ι = 0 — investment
irreversibility binding — condition b) instead delivers the familiar inequality

∂ut

∂ct
≥ β

∂ut+1
∂ct+1

(
1 − δ + ∂Gt+1

∂kd
t+1

)
.

Remark 11. (Interior Economies) When all shares are interior — χzj
t,ι > 0, ϕj

t,ι ∈ (0, 1), and
χjz,d

t,k > 0 for all j and z at all dates — Theorem 5 reduces to a system of equalities: marginal
welfare products of investment equalized across capital goods, marginal welfare products of
capital equalized across uses, and the generalized Euler equation AMWP j

t,ι = ωtAMRSj
t,c for

every good. These are the classical efficiency conditions. The inequality conditions become
relevant at finer levels of disaggregation, where investment matrices are sparse — each capital
good is typically accumulated from few goods — and capital goods are specialized in production.
In such economies, marginal welfare products need not be equalized at an efficient allocation,
and inferring inefficiency from dispersion in marginal products is unwarranted.

Remark 12. (Planning Problem and Lagrange Multipliers) Each allocative efficiency component
maps into an optimality condition of the planning problem that maximizes V subject to the

25When ιj
t = 0, the investment use shares are indeterminate and cross-sectional investment efficiency

is vacuous; the relevant condition is the corner condition in Theorem 5b).
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production technologies, accumulation technologies, resource constraints, and non-negativity
constraints. At an efficient allocation, the marginal social values MSV j

t,y and MSV z
t,k equal the

Lagrange multipliers on the date-t resource constraints for good j and capital good z, normalized
by λ, and the inequality conditions in Theorem 5 correspond to the complementary slackness
conditions on the non-negativity constraints. The decomposition delivers these conditions
directly, without setting up the planning problem: away from efficient allocations, the allocative
components quantify the welfare gains from violations of each condition separately.

E.5 Welfare Numeraires and Global Assessment
The welfare assessments in the body of the paper are marginal. In this section, we show how
to recover Equation (6) from a global consumption-equivalent formulation, how the choice of
welfare numeraire determines λ, and how marginal assessments aggregate to global ones. The
global assessment of a discrete change from a baseline θ to θ can be expressed as a consumption
equivalent (Lucas, 1987), V λ (θ|θ), implicitly defined by

∑

t

βtut

({
cj

t (θ)
}

j∈J

(
1 + V λ (θ|θ)

))
=
∑

t

βtut

({
cj

t (θ)
}

j∈J

)
.

That is, V λ (θ|θ) is the uniform proportional increase in baseline consumption of every good at
every date that leaves the individual as well off as the change in θ. Note also that marginal
assessments can be integrated to yield global assessments, using V λ (θ|θ) =

∫ θ
θ

dV λ(θ′|θ)
dθ dθ′.

Differentiating both sides with respect to θ and evaluating the derivative at θ = θ, where
V λ (θ|θ) = 0, yields

dV λ

dθ
=

dV
dθ

λ
, where λ =

∑

t

βt
∑

j

∂ut

∂cj
t

cj
t .

That is, the consumption-equivalent formulation selects aggregate perpetual consumption as
welfare numeraire. Decomposing λ = ∑

t λt, where λt = βt∑
j

∂ut

∂cj
t

cj
t is the marginal value of

a uniform proportional increase in date-t consumption, recovers Equation (6), with dynamic
weights ωt = λt

λ that add up to one.
The remaining welfare numeraires considered in the body of the paper follow from modifying

the consumption-equivalent formulation. Applying the uniform proportional increase only to
date-0 consumption yields λ = ∑

j
∂u0
∂cj

0
cj

0 (date-0 aggregate consumption numeraire), while

an additive increment of V λ (θ|θ) units of every good at date 0 yields λ = ∑
j

∂u0
∂cj

0
(date-0

consumption numeraire).

E.6 Capital Reversibility with Non-negativity Constraints
The neoclassical growth model of Example 1 features investment irreversibility: since investment
is a use of the good, ιt ≥ 0, and the stock of capital cannot be run down faster than depreciation.
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Capital reversibility — the ability to convert installed capital back into consumption — can be
represented with two production technologies, using the same device as in Example 5.

The economy features two goods (J = 2), perfect substitutes in consumption, with V =
∑

t βtut
(
c1

t + c2
t

)
, and a single capital good (Z = 1). Technology 1 produces the good, with

y1
t = G1

t

(
k1,d

t

)
. Technology 2 disassembles capital, with y2

t = κk2,d
t , where κ ∈ (0, 1] denotes the

scrap recovery rate: κ = 1 captures full reversibility and κ < 1 captures scrap losses. Capital
allocated to disassembly exits the stock, so the accumulation technology is kt+1 = (1 − δ) k1,d

t +ι1
t ,

and resource constraints are y1
t = c1

t + ι1
t , y2

t = c2
t , and kt = k1,d

t +k2,d
t . Because allocation shares

are non-negative, reversibility operates one-sidedly through the disassembly share χ2,d
t,k ≥ 0.

When disassembly is inactive
(
χ2,d

t,k = 0
)
, Theorem 5c) only requires MWP 2

t,k ≤ AMWPt,k:
the scrap value of capital, κωtAMRS2

t,c, is weakly dominated by its value in production and
continuation, so the value of installed capital can exceed what it can be converted back into.

When disassembly is active
(
χ2,d

t,k > 0
)
, marginal welfare products are equalized across capital

uses, which pins the value of installed capital to its scrap value. That is, the non-negativity
constraint on the disassembly share — rather than a separate constraint on gross investment —
makes capital reversibility one-sided, and the corner conditions of Theorem 5 characterize when
running down the capital stock is efficient.

E.7 Time to Build
Time-to-build (Kydland and Prescott, 1982) is nested in the environment of Section 2 by
modeling an n-period gestation lag as n capital goods — project stages: investment enters
the first stage, projects advance one stage per period, and only the final stage is productive.
Formally, with n = 3, investment in new projects accumulates stage-1 capital, with k

(1)
t+1 = ι

(1)
t ,

and stage advancement operates through linear production technologies that convert each stage
into investment for the next one, as anticipated in Remark 1: technology j = 2 uses stage-1
capital to produce a good that is invested one-for-one into stage-2 capital, so that k

(2)
t+1 = k

(1),d
t ,

and analogously k
(3)
t+1 = (1 − δ) k

(3),d
t + k

(2),d
t , where only stage-3 capital enters the production

technology for the consumption good.
Time-to-build changes welfare accounting in two ways. First, an accumulation impulse to a

project m stages from completion reaches the productive stock with an m-period delay, and then
decays at the depreciation rate: gestation stages empty out every period, so projects in process
are a conveyor, not a stock. Second, the marginal social value of a project rises as it approaches
completion, by exactly the foregone discounting and depreciation, so welfare accounting prices
goods in process stage by stage.

E.8 Illustrating the Accumulation Inverse Matrix
In this section, we compute the accumulation inverse matrix Ak = (I − Hkχkd)−1, introduced
in Lemma 2, in closed form for several of the examples of the paper. Define the Z × Z survival
matrix at, which collects the share-weighted marginal accumulation products of capital uses.
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Since the accumulation of capital good z depends only on its own uses, at is diagonal with
entries

az
t =

∑

j

χjz,d
t,k

∂Hz
t+1

∂kjz,d
t

.

Since capital supplied at date t only affects capital supplied at date t + 1, the matrix Hkχkd is
a one-period-lag operator, and

I−Hkχkd =




I

−a0 I

−a1 I
. . . . . .

−aT −1 I




=⇒ Ak =




I

a0 I

a1a0 a1 I
... . . . . . .

aT −1 · · · a0 · · · aT −1 I




,

whose (s, t) block for s ≥ t is the cumulated survival as−1as−2 · · · at. Three structural properties
hold in every example below. First, Ak is block lower triangular: capital propagates only forward
in time. Second, the diagonal blocks are identity matrices: a contemporaneous impulse to the
supply of capital passes through one for one. Third, the Neumann series Ak = ∑

n≥0 (Hkχkd)n

terminates after T + 1 terms: round n collects the knock-on effects that arrive n periods after
the impulse.

Neoclassical growth model. In Example 1, with Ht+1 = (1 − δ) kd
t + ιt and a single use

(χt,k = 1), the survival rate is at = 1 − δ, so

Ak =




1
1 − δ 1

(1 − δ)2 1 − δ 1
... . . .

(1 − δ)T (1 − δ)T −1 · · · 1 − δ 1




,

with (s, t) entry (1 − δ)s−t: one extra unit of capital at date t raises the supply of capital at
date s by its surviving fraction. Two polar cases are instructive. With full depreciation (δ = 1),
Ak = I: capital is intertemporally inert and all propagation must come through investment,
that is, through the goods inverse matrices. With no depreciation (δ = 0), e.g., land, every entry
below the diagonal equals one: impulses to the stock are permanent. With adjustment costs,
Ht+1 = (1 − δ) kd

t + Υt

(
kd

t , ιt

)
, the survival rate becomes at = 1 − δ + ∂Υt

∂kd
t

, and the same matrix
applies with 1 − δ replaced by the cumulated products of at.
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Investment-specific technological change. In Example 2, the survival matrix is at =
diag

(
1 − δ1, 1 − δ2). For T = 2,

Ak =




1 0
0 1

1 − δ1 0 1 0
0 1 − δ2 0 1

(
1 − δ1)2 0 1 − δ1 0 1 0

0
(
1 − δ2)2 0 1 − δ2 0 1




.

The matrix factors capital good by capital good into scalar matrices of the neoclassical form:
with own-capital accumulation there is no cross-capital propagation inside Ak; capital goods
interact only through goods, that is, through the goods inverse and goods-capital inverse
matrices. The investment-specific shock itself enters the accumulation impulse Hθ, not the
inverse matrix: Ak then converts this one-time impulse into the lasting response of the
corresponding capital stock.

Invariance to capital reallocation. When both technologies use both capital goods and
marginal accumulation products are equalized across uses — e.g., a common depreciation rate,
with kz

t+1 = (1 − δ)∑j kjz,d
t + ιz

t — the survival rates satisfy

az
t =

∑

j

χjz,d
t,k (1 − δ) = 1 − δ,

because capital use shares add up to one. The accumulation inverse matrix is therefore invariant
to the allocation of capital across technologies: reallocating capital changes welfare through the
goods inverse matrices, never through Ak. The same logic applies to the investment network
economy of Example 4, where at = diag

(
1 − δ1, . . . , 1 − δJ

)
: the network operates through

investment, and thus through the goods inverse matrices, while Ak remains diagonal. This
invariance locates exactly where each economic mechanism lives inside the propagation matrices.

E.9 Examples from Section 2: Continued
Example 1. [Production Efficiency in the Neoclassical Growth Model]. We
consider the same environment as in Example 1. By construction, all of the cross-sectional
components of allocative efficiency of the production efficiency decomposition are zero, so this
economy features only technical efficiency gains and aggregate investment efficiency.

Production efficiency is given by

ΞAE,P =
∑

t

(AMWPt,ι − ωtAMRSt,c)
dϕt,ι

dθ
yt +

∑

t

MSVt,k
∂Ht

∂θ
+
∑

t

MSVt,y
∂Gt

∂θ
.

The adjustment-cost variant of Example 1 has the same production efficiency decomposition.
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Nonetheless, with adjustment costs the accumulation technology component would capture
perturbations to the depreciation rate or to the adjustment costs, whereas under linear
accumulation it captures only perturbations to the depreciation rate.

Example 2. [Production Efficiency with Investment-Specific Technological
Change]. The environment in Example 2 is the simplest to study cross-sectional investment
efficiency. By construction, the cross-sectional capital use efficiency component is zero, so this
economy features technical efficiency gains as well as investment efficiency gains.

Production efficiency is given by

ΞAE,P =
∑

t

(AMWPt,ι − ωtAMRSt,c)
dϕt,ι

dθ
yt +

∑

t

CovΣ
z

[
MWP z

t,ι,
dχz

t,ι

dθ

]
ιt

+
∑

t

∑

z

MSV z
t,k

∂Hz
t

∂θ
+
∑

t

MSVt,y
∂Gt

∂θ
.

The accumulation technology component captures the welfare implications of investment-specific
technology shocks or shocks to the depreciation rates.

Example 3. [Production Efficiency in the Two-Sector Growth Model]. The
environment in Example 3 is the simplest to study cross-sectional capital use efficiency.
By construction, the cross-sectional investment component is zero, so this economy features
technical efficiency gains, aggregate investment efficiency, and cross-sectional capital use
efficiency.

Production efficiency is given by

ΞAE,P =
∑

t

(
AMWP 1

t,ι − ωtAMRS1
t,c

) dϕ1
t,ι

dθ
y1

t +
∑

t

∑

z

CovΣ
j


MWP jz

t,k,
dχjz,d

t,k

dθ


 kz,d

t

+
∑

t

∑

z

MSV z
t,k

∂Hz
t

∂θ
+
∑

t

∑

j

MSV j
t,y

∂Gj
t

∂θ
.

Example 4. [Production Efficiency in the Investment Network Model]. The
environment in Example 4 features specialized capital, since each good is produced using only
its own capital good. By construction, the cross-sectional capital use efficiency component is
zero, so this economy features technical efficiency gains, aggregate investment efficiency, and
cross-sectional investment efficiency.

Production efficiency is given by

ΞAE,P =
∑

t

∑

j

(
AMWP j

t,ι − ωtAMRSj
t,c

) dϕj
t,ι

dθ
yj

t +
∑

t

∑

j

CovΣ
z

[
MWP zj

t,ι ,
dχzj

t,ι

dθ

]
ιj
t

+
∑

t

∑

z

MSV z
t,k

∂Hz
t

∂θ
+
∑

t

∑

j

MSV j
t,y

∂Gj
t

∂θ
.
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The accumulation technology component captures perturbations to the investment network
technologies Ij

t or to the depreciation rates δj (θ).

Example 5. [Production Efficiency in the Credit Cycles Model]. The
environment in Example 5 features no investment margin, since land cannot be produced. By
construction, both cross-sectional and aggregate investment efficiency are zero, so this economy
features technical efficiency gains and cross-sectional capital use efficiency.

Production efficiency is given by

ΞAE,P =
∑

t

CovΣ
j


MWP j

t,k,
dχj,d

t,k

dθ


 kd

t +
∑

t

∑

j

MSV j
t,y

∂Gj
t

∂θ
,

where χj,d
t,k = kj,d

t /kd
t denotes the share of land used by technology j and kd

t = k̄. Since
the accumulation technology has no primitive parameters, its technology change component
is identically zero. For perturbations to policies or constraints — e.g., relaxing the collateral
constraint in Kiyotaki and Moore (1997) — production technologies are also unaffected, and
all production efficiency gains come from the cross-sectional capital use component, which is
positive when land is reallocated toward the use with the higher marginal welfare product.
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