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An attempt is made in this paper to present a macrostatic model por
traying' the mutual relationship· of the pattern of distribution of 
national income and the level of employment. Elements of the ideas 
presented can be traced to Keynes (B), Kaldor (A), and many other 
writers; and they are here brought together within the frame work of 
a single model. 

I 
The following assumptions are made to simplify analysis :-
(1) There are only two categories of producers sharing in the net 

product: the wage-earners, on the one hand, and the capitalists, re
ceiving'the residue on the other. 

(2) Thll two factors of production, labour and capital, are respec
tively homogeneous entities, and the stock of productive capital, 
owned and employed by the capitalists, is constant. 

(8) There is perfect competition in the product as well as the fac-
tor markets. . 

(4) There are no rigidities and bottlenecks in the adjustment pro
ceSll of the economy till the factors of production are fully employed. 
They are in perfectly elastic supply before full employment is reach
ed, and in perfectly inelastic supply, thereafter. Ali important impli
cation of this assumption is that the money-wage rate remains con
stant till labour is fully employed. 

(5) So long as there is unemployment the price level varies in 
inverse proportion to the marginal product of labour, and after full 
employment, in direct proportion to money wage rate. In terms of 
Keynesian elasticities it means that the ratio of elasticity of price 
level with respect to changes in effective demand, and the elasticity 
of wage rate, is one; that is, e9/e,. . 1. 

(6) The economy is operating under conditions of diminishing re
turns to increases in employment. 

The system of equations describing the relation between the vari
ables concerned may be written thus: 
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