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Abstract

In their article, J.L. Stein and K. Nagatani develop a “Keynes-Wicksell” monetary
growth model which has four features. First, investment demand function is specified
independently of savings function. Secondly, it is assumed that the good market be
continuously in disequilibrium. In this context, there is a dynamic Walrasian assumption
that the proportionate rate of change of the price level is positively related to the
excess demand for good per unit of capital. Thirdly, it is assumed that the bond
market be continuously in equilibrium. Lastly, there is stationary expectation assumption
that actually realized rate of inflation always-equal to the expected rate of inflation.

In this model, they examine the comparative-static properties of the model. For
example, they analyze effects of change in the per unit of capital real balances on the
equilibrium (short-run) rate of inflation, but they conclude that the direction of the
change is indeterminate. In this case, however, there is a problem whether we can
have definite answer to the direction of the change by making use of the stability
condition of dynamic models.

The purpose of this paper is to re-examine their comparative static questions by a
more general short-run dynamic model than Hadjimichalakis and Stein-Nagatani
considered. This more general dynamic model is characterized by disequilibrium in the
bond market. In this model, in order to explain the dynamic behavior of nominal
interest rate we. adopted a dynamic loanable funds theory formulated by Hadjimic-
halakis and thnson. As to the dynamic behavior of expectation, we introduced
adaptive . expectation hypothesis used by Sidrauski and Hadjimichalakis in their
monetary growth models. This general model consisted of these dynamic equations
includes the Stein-Nagatani Model as a special case.

In this general short-run dynamic model, we derived Stein-Nagatani model’s stability
condition from Routh-Hurwitz criterion. We get a definite conclusion that an increase
in the real balances per unit of capital increases equilibrium rate of inflation as well
in a more general short-run dynamic model we considered. ‘
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