
Caliendo, Monte Rossi-Hansberg

• Garicano (2000) model of hierachies

• Caliendo and Rossi-Hansberg put in general equilibrium, mo-
nopolistic competition elements.

• This paper is descriptive, looks at implications in French data



Model

• demand for variety , (   ) where  price, and  and

 agregate revenue and price level

•  increasing in 

• Workers ex ante homogenous, equilibrium reservation wage ̄

• Problems come up on a unit interval, let  be worker knowl-
edge.

• Cost of knowledge  is ̄ (where  is labor units of teachers
per unit knowledge)



• Total wage of employee with knowledge  is  = ̄ ( + 1)

• Suppose fixed entry cost  to design product, get draw from
() for product quality (monopolistic competition)

• Pay anothe fixed cost  to produce (all in units of labor)

• Agents act as production workers  = 1, or managers  ≥ 1.

• Let   and 
 be number ,nowldge and total wages at

layer  for an organization with  layers.

• Workers solve problem drawn from  () with  00()  0.



• Layer 2 solve problems [1 1 + 2]

• In general firm needs  = 1

h
1−  (−1

 )
i
managers of

layer , where 
 =

P
0=1 


 .



Problem

• () is minimum cost, and ( ) if restricted to  layers

( ) = min
≥1

n
()

o
= min

≥1
©





ª X
=1





subject to

 ≤  (
)

1



 = ̄

h
 + 1

i
 = 1[1−  (−1)\, for  ≥  ≥ 1
 = 1
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