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Abstract

We analyze structural change from manufacturing to services in a two-sector growth model.
By using non-homothetic utility function where capital stock per capita increases felicity, we
show that the relative service price rises along the upward-sloping saddle path even in the
case that the sector producing services is capital-intensive. We examine effects of the rate of
population growth or the preference to service on the relative price of service and capital stock.
We show that a decrease in the rate of population growth increases the relative service price,
regardless of capital intensity.
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