AN INTRODUCTION
TO THE THEORY
OF DYNAMIC
ECONOMICS

A Theoretical Study
in Long Run
Disequilibrium Analysis

A. LL. WRIGHT

CLARENDON PRESS + OXFORD
1984



CONTENTS

List of Figures xiii
List of Tables xiii
1. DYNAMIC ECONOMICS 1

1. Dynamic economics. 2. The cause of change in a dynamic eco-
nomic system. 3. The nature of change in a dynamic economic
system. 4. The monetary conditions enabling economic change to
occur. 5. Long-run and short-run analysis: steady-state and non-
steady-state behaviour. 6. The essential features of dynamic eco-
nomics.

. MULTIPLIER-ACCELERATOR THEORY 11

1. The theory of impedances. 2. The capital-stock adjustment
principle. 3. The Harrod-Domar model. 4. The Hicks Model
5. The dilemma of multiplier-accelerator theory.

. THE ELEMENTARY ‘GROWTH’ MODEL WITH A

CONSTANT DESIRED CAPITAL-OUTPUT RATIO 24

1. The basic characteristic of the model. 2. Gross investment, net
investment, and wearing-out. 3. The current real expenditure
sector. 4. The actual capital sector. 5. The desired capital sector.
6. The steady ‘growth’ state. 7. The role of money in the model.
8. The relation to Harrod’s own system. 9. Conclusion: the short-
comings of the model.

. A DESCRIPTION OF THE BASIC DYNAMIC

STRUCTURE OF THE SYSTEM 39

1. Introduction. 2. Neo-Keynesian production relationships.
3. The neo-classical production function. 4.The macro-production
function to be used in the general dynamic system. 5. The neo- -
classical growth model. 6. An outline of the disequilibrium dy-
namic process.



10.

Contents

. RATE-OF-INTEREST CONTROLLED AND

QUANTITY-OF-MONEY CONTROLLED MODELS 49

1. The need for using two models to explain economic behaviour.
2. The main technical differences between the two models. 3. The
economic differences between the two models.

. WAGES AND PRICES 55

1. The portfolio-balance approach. 2. The demand for labour: em-
ployment. 3. Short-run entrepreneurial behaviour: the determina-
tion of the price-level. 4. The supply of labour and the wage rate.
5. The determination of the wage rate and the price level. 6. The
behaviour of wages and prices in the steady growth state. 7. Infla-
tion and unemployment: the Phillips curve.

. THE EQUITY THEORY OF THE DETERMINATION

OF THE RATE OF INTEREST 70

1. The contemporary view of money. 2. The asset structure of
wealth. 3. The general equity relationship. 4. The particular
equity relationship. 5. The equity and Wicksellian theories.
6. The equity and Keynesian theories. 7. The dual role of money
in the system.

. THE DESIRED CAPITAL MARKET 83

1. Introduction. 2. The long-run equilibrium position. 3. The
determination of desired capital. 4. The determination of desired
investment. 5. The problem of overdeterminacy.

. THE CONSTRUCTION OF THE STEADY-GROWTH-

STATE MODELS 89

1. Steady growth states. 2. The common structure of all three
models. 3. The quantity-of-money controlied model. 4. The
rate-of-interest controlled model. 5. The steady stationary state.
6. The depression model. 7. The role of the steady-growth-state
structures.

STEADY GROWTH STATES:
COMPARATIVE DYNAMICS 104

1. The numerical approach. 2. The quantity-of-money and rate-of-
interest controlled models: the model selector function. 3. The
rate-of-interest controlled and depression models. 4. The velocity



Contents xi

of circulation. 5. The rate of profit. 6. The rate of interest.
7. The profit-rate-interest-rate ratio. 8. The ‘normal’ steady
growth state. 9. Economic models and economic behaviour.

11. MONEY AND THE BEHAVIOUR OF PRICES
IN STEADY GROWTH STATES 116

1. Introduction. 2. The behaviour of the price-inflation rate in the
long-run ‘normal’ steady growth state: 0 = 1. 3. The importance
of the distribution of output: 0 = 1. 4. The behaviour of prices
in the 0 <1 cases. 5.Employment. 6. The general nature of the
monetary economic system. 7. A quantity theory of money?

12. A DESCRIPTIVE SKETCH OF NON-STEADY-STATE
BEHAVIOUR 129

1. Comparative dynamics, stability analysis, and non-steady-state
behaviour. 2. The theory of the business ‘cycle’: 0 < 1. 3. Pro-
longed periods of more or less unemployment: 0 < 1. 4. Stagfla-
tion: 0 = 1. 5. The rationale of central-bank behaviour. 6. The
methodology of non-steady-state analysis.

13. DYNAMIC ECONOMICS: SOME METHODOLOGICAL
CONSIDERATIONS AND PRACTICAL APPLICATIONS 140

1. The methodology of dynamic economics. 2. The applicability
of dynamic economics. 3. The theoretical inadequacy of dynamic
economics.

MATHEMATICAL APPENDICES

INTRODUCTION TO THE MATHEMATICAL
APPENDICES 145

1. Introduction. 2. The Laplace transform method of analysis.
3. The symbols employed.
MATHEMATICAL APPENDIX TO CHAPTER 2 150

1. The exogenous input. 2. The Harrod-Domar model. 3. The
Hicks Model.



xii Contents

MATHEMATICAL APPENDIX TO CHAPTER 3 156

1. Wearing-out as a function of actual capital. 2. The basic rela-
tions in the elementary ‘growth’ model. 3. The general solution
of the system in the Laplace domain. 4. Constant input. 5. Input
expanding by a constant absolute amount. 6. Input expanding at
a constant rate of growth.

MATHEMATICAL APPENDIX TO CHAPTER 6 162

1. The solution for wages and prices in the steady growth state.
2. The determination of inflation rates in the general case: 0 =1,
3. The determination of inflation rates in the general case: 6 < 1.

MATHEMATICAL APPENDIX TO CHAPTER 8 168

The determination of desired capital.

MATHEMATICAL APPENDfX TO CHAPTER 9 170

1. The input of the system. 2. The common structure of all three
models. 3. The quantity-of-money controlled model. 4. The
rate-of-interest controlled model. 5. The depression model.

MATHEMATICAL APPENDIX TO CHAPTER 10 182

1. The model selector function. 2. The maximum value to which
the rate of interest can rise in the guantity-of-money controlled
model. :

MATHEMATICAL APPENDIX TO CHAPTER 11 185

1. The determination of the real money supply: ¢ = 1. 2. The full
employment case: ¢ = 1, 3. The distribution of output: 0 = 1.
4. Price behaviour: 6 < 1.

MATHEMATICAL APPENDIX TO CHAPTER 12 190

1. Handling variations in the value w: 0 < 1. 2. Handling variations
in the values of w and Ay: 0= 1. :

References 192

Index 197



