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THE WAYS TO ATTAIN THE STEADY-STATE
EQUILIBRIUM RATE OF GROWTH

By Chao Ching-hsi

1. This article is a continuation of the present author’s previous article on “A Resume of the
Theory of Economic Equilibrium”, published in this Journal. This article is to try to explain
what the nature of a static equilibrium and a dynamic equilibrium is, both of which have to do

with economic development.
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2. Since the economy is in a steady-state growth because of the fact that not only our
opulation but also our technology and income are growing, the economists have begun to turn
heir interest from a stationary state growth theory to a steady-state growth one, since 1939. In
he latter theory, what is of most interest is to find how we can attain a balanced growth
squilbrium. It is equivalent to saying how we can find a growth rate which can meet all the
other rates without resorting to inflation or deflation.

3. In the Harrodian growth model three kinds of growth rates have been enumerated, namely
the actual growth rate (G), the warranted ratc of growth (Gy) and the natural rate of growth
(Gyn), all of which are independently determined. G is a quantity determined from time to time
by trial and error, by the collective trials and errors of a vast number of people. It is really the
actual or “ex post” rate of growth at any given time. Gy is the warranted rate of growth, which
equates planned saving and planned investment. It is the entrepreneurial equilibrium. Bat under
this kind of growth rate a certain amount of involuntary unemployment is allowed. And G, is the
natural rate of growth which secures full employment of both labor and capital and is the
maximum permissible rate of growth that the economy can achieve with its available resources.
Since all these rates of growth are independently determined, economic fluctuations are
unavoidable.

4. Nonetheless, Harrod’s warranted rate of growth still can be treated as the steady-state
equilibrium rate of growth or simply the balanced growth equilibrium, provided that his warranted
rate equals his natural rate. In equation, Gw=Gy, or S/V=1+t. Under this provision, when the
entrepreneurs plan their investment, they will not only concern themselves with the equality of
planned investment and planned saving, but they also will keep their eyes on the problem of the
full employment of all additional labor. So there will be no more involuntsry unemployment in
this balanced growth equilibrium.

5. Gy=Gy is a necessary condition to attain a steady-state growth equilibrium, yet it is not
a sufficient condition, unless all the veriables in this equation, S,V, and n can be subject to self-
adjustment. To say concretely, if S increases, the numerical value of V should increase also, so
that there will be no pressure on the rate of natural growth, n. Otherwise, there will be inflation.
If n increases faster than S, we should then increase the profit rate through redistribution of
income. Otherwise, there will be less possibility of expansion, even though the labor force has
increased far more rapidly than the capital accumulation. Furthermore, we also can increase the
rate of growth of capital accumulation, even though there is a lag in the growth of man-power.
We may improve our technology in order to raise labor efficiency to meet an increasing rate of
capital accumulation. This again can help us to avoid inflation. We shall then have a balanced
growth equilibrium, if S,V, and n can be self-adjustible to meet some hazards.

6. In this article the problem of the rate of interest has been integrated into the balanced

growth equilibrium theory, from which V can be adjusted more freely.




