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A Resume of the Theory of Economic Equim)rium
Chao Ching-hsi
Professor of Economics
1. This article is a resume of the theory of economic equilibrium.
2. The equilibrium theory was once applied to the analysis of price. Marshall

uses his “step by step” method to analyze the price of a commaodity.

- The demerit of this method is that it neglects the influence of the

substitutes and complementary goods. The equilibrium position of a
commodity cannot be determined by itself, unless the positions of the
others have been determined beforehand. This is why the general
equilibrium theory, which was expounded by Leon Walras, has been
reintroduced into the picture. However, neither partial (step-by-step) nor

general equilibrium analysis has ever paid any attention to the problem

of economic * fluctuations. This may be due to the limitation of the

analytic methods themselves. We must, therefore, resort to the other

" ways to explain the fluctuations which we have faced not once in history,

5.

These are the static and dynamic analyses.

Static does not mean stationary, nor dynamic progressive. The problem
of equilibrium is what static is concerned with. The rate of change and the
change of the rates is what dynamic treats. These correspond to the
concepts of velocity and acceleration in physics. ‘

Although Keyn’es has attempted to use dynamics to explain the business
fluctuations, yet what he says is essentially static. His theories of
involuntary unemployment and liquidity preference and even of expecta- -
tion have nothing in dynamics, because he uses his comparative static
method. He neglects the acceleration principle, which is essentially a
dynamic principle.

Harrod in his “Towards a Dynamic Economics” gives the concept of
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dynamics in his simple equation GC==s, in which G stands for growth, C
for the increase of capital and s the fraction of income saved. GC is
really the rate of growth, entailed by the aggregated individual decisigns
based on trial and error. If this rate is different from that required by the
fundamental conditions which are regulated by population and technology,
business fluctuations will be set in motion. |
In order to keep our growth at a steady rate, we must not let the rate
of interest fluctuate too far. A steady fall of interest is desired, but this
is impossible due to the presence of untertainty in our dynamic-

economy.






