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The Static Models of Income Determination
-Jur alm 1s to examine how the monetary system z2ffects
the achisvsd level of income and employment, Lo do this

we Will first set out the detalls of two pure models of

p 1

lacome determination, the Ksyneslan and the Clascical models,
and then both compare and synthesize these models,

Inmny ways the syntheisls i1s not needed, for the
Keyneslan mddel can be presented as a seneral thaory in
which the classical results are speciél cas@s of the gen-
eral system, Howsder the Keynasian sysﬁem has become iden-
tified with some F;mple speclal case@s rather than with the
more general formuiation of the problem of income deter-
mlnation./ Ejihlgnough the zeneral case 1s closer to the

B spfrit}ofrthe Keynestanzspessaach, in the polemics

surrounding policy Tonmulation those using the Keynesian
approach hav@f@é@ﬁed to emphasize ozrtain spescial cases,
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The ba@iq;ﬁifferenoes between the Keynesian and the
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Classical syét%m centers around the nature of the labor
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market equilibrium. One result in the classical system'ls
that the labor market always tends towards a full employ-
ment equilibrium, whereas in thse Keynzssian system the labor
market may not tend toward full employment: 1t may achieve

. A 1
& positlon such that none-of the endozenous changes
broigzht about by an exceas supply (or demand) for labor
will tend to bring the system into full employment equili-
brium,
The Classical Model

Income Jetermination in the clissioal m-r3ed is domina-

ted by the eguilibrium in the labor market, The dsmand and
supply of labor determine the quantity of labor used and
the }eal‘wage rate, Once the quantlty of labor employed
1s Jetermined, output is determined by the productilon
funotlion, . 3avings and lnvestment relations, as fungtions
of the 1n£erest rate, determine both the interest rate apd
the split of real income bstween savings and éonSumption.

/
The gquantity Of!money,and,its velocity(which may depend

!



upon the interest rate), gi&en the level of output, deter=
mine the price level,

The following observations can be made as a result of
the apove qulck sketch of the Jlas-:ical system:
l, The various markets: labor, saving and investment
and price level letermining markets are all solved 1nde-
pendegtly of each other, At most the equilibrium results
in one market are fed into the relations stapting be-
havior in the successlive markets; thus full employment
output is a parameter in the saving and investment rela-

tionsa, The question whether the level of output which equil-
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ibrates saving and investment at same R is compatible with
the level of output determined by suﬂfly and demand in the
labor market does not arise, Such a!queatign would arilse
only in a general or mutually interdependent system, wheree

as the classical model t=nds to be stated as a sectored model

in whiéh the sa@lutions for the different markets is achleved
i, !kopﬁ-ﬁﬂw |
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