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ABSTRACT

We separate the “rentier” portion of the budget constraint of the representative agent from the “income-plus-distributed
profits” segment. The former’s wealth consists exclusively of returns on government bonds, the latter’s wealth is wage
income from working for firms plus the distributed profits of the latter. The non-neoclassical element is the non-impo-
sition of the market-clearing assumption. The Barro-Ricardo theorem only applies to rentiers. The level of activity is
shown to depend on the level of employment along with a set of parameters that capture the imperfect competition of

the model.
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1. Introduction

The financial crisis originating in the US of A was suffi-
cient but not necessary to heighten protests against the
representative agent that underlies the new classical
(Keynesian) model that still holds sway over the profes-
sion. Franklin Fisher, Alan Kirman and many others have
long established that the foundations of that fiction in
pure theory are shaky. Still, while our model below can
be regarded as part of the agent-based modeling response
to the DSGE, we do not tamper with the elements of the
maximand like discount rates and time horizons. Instead,
we differentiate the interest-income and wage-cum-prof-
its components in the right-hand side of the budget con-
straint of the representative agent. However, an important
assumption we drop is that markets clear continuously.

The strategy is motivated by the increased financial
layering that has begun to permeate economies beginning
with the United States. The counterpart has been the con-
striction of the production of goods and services. Hein [1]
has emphasised the increasing rate of return on bonds and
the escalating potential for wealth- and debt-based con-
sumption trajectories.

In the next section we work with a dynamic general
equilibrium model with monetary-financial foundations.
Two sharp results are discussed, one pertaining to the fi-
nance-government policy nexus, the second to the pro-
duction of goods and services. A final section is an over-
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view of the theorems.

2. Thelnstitutional Framework and Results

Outside of the United States, structural models with
price-setting agents have long been staple fare. For in-
stance, Benassy [2,3], has developed a framework that
includes both price and quantity setting by households
and firms. Agents are infinitely-lived households (ren-
tiers and workers-capitalists), firms, and government.
Households are indexed by i€[0,1], and firms by
je [O,l] . As workers, households provide different qua-
lities of labour. They set the corresponding wage, W.
There is a homogenous consumption good (output) and
differentiated intermediate goods indexed by j[0,1].
A one-to-one correspondence between intermediate good
and firm j exists. CES aggregators will be used in the
noncompetitive account below.

The price of output is P. At the present time t, it is
produced by competitive firms endowed with the fol-
lowing technology,

1 9
Y, =UY{?djj (1)

Firm j produces its intermediate good using quantities
of different types of labour i, N;. Itis characterized by
a production function with the usual properties,
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where Nj;, a scalar index is deduced from the N;s by an
aggregator function

1 v
N, = @ Ni;dij 3)

Firm j seeks to maximize its profits

I, = j(

s=t

jw deuj (4)

The worker-household attempts to maximize her in-
tertemporal utility function given by

:( T ¢’ (logC, —V(Nit)dtj 5)

where V is a disutility function.
In time period t, household i sets its wage and supplies
a total quantity of labour

= I Ny dj (6)

In addition, all profits are distributed to households. So,
worker i’s share of profits is

1
I, = Injtdj (7
0

From the above, worker i consumes C;; and the surplus
is “wealth”, Qis.q, carried over to the next period, inte-
grating over all time periods from the present,

IQM—J. (W N, +TT,

is' Nis PSQS) (8)
Taking the limit of the expression as t—oo, and im-

posing the transversality condition,
W, N, +IT, = j )ds )

is IS
s=t

Benassy (2002, 75-76) derives the following objective
demand curves addressed to firm j and household i in

period t.
-1/(1-0
Y, = i ! )Y (10)
: R
~1/(1-v |
W.
N, = —'tj F' (Y, )dj (11)
) e

where

~0/(1-0)
{ [P ] (12)
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and

1 ~(1=v)/v
=[I Wit(”)/“] (3)
0

A worker-household will now choose its wage, labour
supply, and consumption to maximize (5) subject to (8)
and (10). The first-order conditions yield the intertempo-
ral Euler condition for the worker,

S+l IS+1 ﬁp (14)
and
V'(N,
v — ( lt) (15)
RG W,
%:HF’(Nt) (16)
R

We turn to the rentier. Her felicity function is identical
to (5) but without the element representing the work-
leisure tradeoff. The rentier has positive holdings of gov-
ernment bonds, Bj, inherited from the past. The current
stock can also be negative which means that the rentier is
borrowing from the government. The latter case might be
regarded as a “bonds-in-advance” constraint without re-
quiring the holder to spend the amount on current con-
sumption. The absence of cash in what follows is justi-
fied by history. Central Banks rose from the pool of
commercial banks and have recently begun to return to
these origins. Bills of exchange slowly took on a fiat
character. In the current period the rentier consumes and
is taxed. Like the worker, the rentier consumes but, un-
like the worker, only she pays tax Ti. Rentier i’s wealth,
then, is

=B (17)
The wealth transferred to the next period is

Q. =(1+i) B~ RC, - PT, (18)

is+1

In a manner identical to the derivation of Equation (9)
for the consumer, summing over all periods from t to in-
finity and imposing the transversality condition, we get

B, = [ (RC,+PT,)ds (19)
s=t

The government budget constraint mirrors the budget

constraint of the rentier,
QH :(1+is)Qs_PsTs (20)

S

Once more integrating forward and imposing a termi-
nal-value condition, we derive

B = T (RT,)ds 21
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Combining (19) and (21), rentier consumption is

T (RCy)ds=0 (22)

s=t

The result can be summarized thus

Proposition 1. Ricardian eguivalence is equivalent to
“the euthanasia of the rentier”.

In an essay “Economic Possibilities for our Grand-
children” written in 1930, Keynes looked forward to the
“euthanasia of the rentier”. His economic framework was
built around decent work and employment and he had
little sympathy for those who consumed without working.
The equivalence result highlights the importance of “fi-
nancial wealth taxation” rather than the undifferentiated
lump-sum taxation of the standard model. Direct taxes
are disapproved off anywhere as they allegedly load the
work-leisure choice in favour of the latter. This micro-
economic theorem does not apply to the rentier choice
problem. Secondly, it is also irrelevant to the aggregate
of choices in a macroeconomic model. Taxes on wealth
(in this sense) and financial transactions continue to ex-
cite academic and popular debate. According to Moe [4],
the result is consistent with consensus macroeconomics
outside the mainstream. On the one hand, the monetary
and the fiscal authorities are supposed to coordinate on
policies to achieve full employment. Secondly, steeply
progressive taxation might be returning to the models.
The circular flow of goods and services and money re-
quires distributed profits so that workers-consumers can
spend their incomes and recycle them back to firms.
High wages contribute to that end.

Aggregate consumption, then, is just Equation (9), the
consumption of workers-capitalists,

[ PC,=WN, +T1, (23)

s=t

The intertemporal Euler condition for the rentier is
more familiar,

P, C's+1 = 18(1+ Is) Pscls (24)

s+17

Combining the two Euler conditions (14) and (22), we
get the aggregate first-order condition

PS+ICS+1 = [ﬂ+ﬂ(l + Is):| PSCS (25)

Alpha will turn out to be a multiplier where

def
a=[p+(1+i)]-

The level of activity is given by the first-order condi-
tions (15) and (16) along with Y, =F(N,)and the ag-
gregate budget constraints (19) and Euler Equation (24).
The national income identity RY, =W/N, +I1, is used.
In combination, this gives
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Yo =—(vF'(NJV'(N,)) (26)

1
l-a

In words,

Proposition 2. Output is independent of government.

The result can be viewed from opposite ends. On the
one hand, with the coefficients theta and nu, it makes the
case for vibrant markets. They are the “degrees of mo-
nopoly” held by firms and workers. As the elasticities
approach unity, they approach the competitive outcome
and increase output. Thus, freedom of entry and exit
must be encouraged and monopolies, other than natural
and public, discouraged. Trade unions, in the sense of
blocking outsiders and fixing wages, are a thing of the
past anyway. The model can be developed to include vi-
gorous bargaining over productivity gains by small firms
and groups of workers. At the same time, the letter N in
the numerator of the expression suggests Keynes rather
than Keynesians. The latter are associated with G, gov-
ernment expenditure, which is conspicuously absent.
Keynes wrote of public works and not fiscal policy.
When output is at a less-than-full-employment level, the
task of the government is to set out a schedule of projects
that can employ able and willing hands at a dignified
wage.

3. Conclusions

We develop a demand-determined model. The model
dichotomises into a monetary-financial and a real sector.
Over thirty years ago, Barro posed the question whether
government bonds were net wealth and answered in the
negative. The reason is that rational consumers would
discount the present value of the wealth with the own-
lifetime taxes they would have to pay on it. Therefore,
present consumption equals present income. However,
when present income is the return on government securi-
ties, the rentier vanishes. The Barro-Ricardo result can be
interpreted as a balanced-budget case for confiscatory
taxes on wealth. This does not mean that production and
employment are outside government purview. Local go-
vernments can work through the intermediation of local
banks to generate private-public participation in local pro-
jects.
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