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4. The heterogeneous-firmmodel as a span-of-control model

In the heterogeneous-firm model, there are agents and anony-
mous technologies, whereas, in the span-of-control model, tech-
nologies are embodied in the agents. The firm’s problem in the
heterogeneous-firm model and the entrepreneur’s problem in the
span-of-control model coincide, and the same set of technologies
are operated in bothmodels. Since preferences are homothetic, ag-
gregate consumption expenditures and aggregate trade flows in
the two models are identical.

While the aggregate variables are identical in the two mod-
els, the agent-level consumption and income in the two mod-
els are not. In the heterogeneous-firm model agents own equal
shares in operating firms, but, in the span-of-control model, the
entrepreneur earns the profits of his firm only. If we wanted to
equate the agent-level distribution of income and consumption
across the two models, we could randomly assign one technology
to each agent in the trade model.
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