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Conclusions 

Let us now summarize how the dynamic model described in this paper eliminates or 

relaxes key constraints inherent in traditional IO models. First, a fixed combination 

of labor and capital is no longer assumed. As described above, labor and capital vary 

within each industry submodel based on the target capital-labor ratio within that in-

dustry, a target that itself varies according to changes in productivity of labor and 

capital and changes in wages and the cost of capital. Second, traditional IO models 

not only assume fixed proportions of labor and capital, but also assume surplus pro-

ductive capacity that can fully respond to exogenous increases in demand. In the 

dynamic model, however, labor and capital shortages can occur and can limit the 

capacity of supply to respond to changing demand. 
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