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Introduction

Thespeedofthenominalpriceadjustmentisoftenusedasanimportantfactor

whenmacroeconomicmodelsareclassified. Thatis, mainstreammacroeconomists
claimthatKeynesianmodelsdescribeaneconomywithfixedprices , whileneoclasｭ
sicalmodelsanalyzeonewithflexibleprices. Amongseveralrepresentativetexｭ

tbooksofintroductorymacroeconomics , thisparadigmhasbeenverypopularandinｭ
fluential.

Macroeconomists , however , donotnecessarilyagreethatthespeedofthe
nominalpricea司justment isthemostimportantdimensionofmacroeconomicmodｭ

els. EvenamongmodernKeynesians , theyhaveaverydifferentattitudetowards
modelingpricerigidities. BallandManki¥:Vl)takeatraditionalKeynesianstance

wherenominalrigiditiesarethemostessentialpartofmacroeconomics. Howitt 2
) ,

ontheotherhand , arguesthattraditionalKeynesiansmakeafundamentalmistake
inthattheysticktopricerigidities. LecturesonMacroeconomicsbyBlanchardand

Fischer 3
), whichisoneofthemostinfluentialtextbookofadvancedmacroeconomics ,

includesasKeynesianmodelsnotonlymodelswithnominalrigidities , butalsoother
classesofmodels. Theirdisagreementsuggeststhatwhethernominalpricesare

rigidorflexiblemaynotalwaysbethemostcrucialcriterioninclassi 削時macroeco ・

nomicmodels.

When microeconomic foundations , in particular the rational expectations
hypothesis ,wereintroducedintomacroeconomicsbynewclassicalsinthe1970's , the
nominalpriceadjustmentwasstillanimportantissueforbothnewclassicalsand

newKeynesians. Theformerarguedthatfixedpriceswereinconsistentwithmicｭ

roeconomicrationality , whilethelattersoughtsomemodelsinwhichnominalrigidiｭ
tiescoexistedwithrationalexpectations. Onethingtobenoticedhereisthateven
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UniversityofBritishColumbia. TheauthourwouldliketothankProfessorKeizoNagataniforhelpｭ

fulcomments.
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newclassicalsoftenusedthetraditionalIS-LMframeworkasareferencemodeldurｭ

ingthe1970's.

Severalnewdimensionsotherthanpricerigidities , however , havebeenemphaｭ
sizedsinceabasicmacroeconomicmodelwasswitchedfromtheIS-LMframework

toneoclassicalgrowthmodelsinthe 1980 ラs. Asshown later , neoclassicalgrowth
modelssubstantiallydifferfromtheIS-LMapproachineveryimplication. Since

nominalrigiditiescannotbeanissuewithinrealanalysessuchasneoclassicalgrowth

models , adramaticconflictbetweenthesetwoframeworksshouldarisebecauseof
somethingotherthanpricerigiditiesorflexibility.

Thisnotediscusseswhicheconomicfactorsleadtosuchdramaticdifferences.

Inparticular , westresstwoimportantdimensionsbywhichmacroeconomicmodels
canbeclassified. Thefirstdimensioniswhethermodelsare histo ワ-d ，ψendent or

future-d ，ψendent. Here , wecallaneconomyhistory-dependentwhenthecurrentecoｭ
nomicstateiscruciallyinfluencedbyhistoricalcourses.Conversely , aneconomyis
calledfuture-dependentwhenthecurrenteconomyreflectsthefuturepathofecoｭ

nomy. Initially , macroeconomiststhoughtthatthedifferencebetweenhistory-deｭ
pendencyand future-dependencyjustreflectedwhetheragentsweremyopicor

rational. Morerecently , however , theyhaverecognizedthattherearedeeperfacｭ
torsbehindthatdissimilarity;theyhavefoundthatmarketfrictionsandexternality

(non-priceinteraction)makemacroeconomicmodelshistory-dependentevenunder

therationalexpectationshypothesis.

Thesecondiswhethermodelscanbedescribedbyar，ψresentative agentorby

heterogeneousagents. Thispointiscriticallyrelatedtohowmacroeconomictheories

characterizeanaggregateeconomy. Onetypicalstartingpointistosimplyassume

asiftherewereasingleagent. Theissuehereiswhenwecanadoptthisextreme

assumption , whilethereareseeminglydifferentagentssuchasagovernmentラdi百十
rentfirms , andheterogeneousconsumersinadecentralizedeconomy. Asshownlaｭ
ter , theplausibilityoftherepresentativeagentframeworkpresumesthatmarkets
functionfully. Whenmarketsdonotworkverywelloreconomicagentsinteract

witheachotherbypassingmarkets ヲthe representativeframeworkbreaksdownimｭ

mediatelyandalternativemodelsarecalledfor.

ThisexpositorynotefirstcomparestheIS-LMfr

II IS-LMFramework

TheIS-LMmodelwiththemechanismofthenominalpriceadjustmentisable

todescribegoodsmarkets , moneymarkets , bondsmarkets , andlabormarketsina
verysystematicway. Withinthisframework ラassuming fixedprices initially ラthe

modelfindsanequilibriumwheregoodsmarkets , bondsmarket , andmoneymarkets
areclearedsimultaneously. Theoutputlevelatthisequilibriumiscalledtheaggre-
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gatedemand.Ontheotherhand ラthe modeldefinestheoutputlevelatwhichlabor

marketsareclearedasthepotentialoutputorthefull-employmentoutput.

Themostimportantfeatureofthismodelisthattheaggregatedemandisnot

necessarilyequaltothepotentialoutput. Whentheaggregatedemandisbelowthe

potentialoutput ラthere isunemploymentinlabormarkets. Thebasicreasonforthis

disequilibriumatlabormarketsisobviouslyattributedtotherigidityofnominal

pricesandmoneywages. Sincerealwagescannotbea司justed totheequilibrium

levelinstantaneously , labormarketsmayhaveexcesssupplyordemandtemporarily.
Untillabormarketsrecoveranequilibrium , aneconomyexperiencestheslowadjustｭ
mentofbothnominalpricesandmoneywages.

history-dependency. Inadditiontonominalrigidities , thismodelpossess
severalimportantfeatures. First , thestandardversionoftheIS-LMmodelis
history-dependent. Underthepriceadjustmentmechanism , thecurrentlevelof
nominalpricesisdeterminedbythepast(typically ラone-period before)conditionof

labormarkets. Furthermore , thecurrentnominalpricedeterminesthepresentconｭ
ditionoflabormarkets. Sincethisprocessrepeatsitself , thecurrentlabormarket
willdeterminethefuturelevelofnominalprices.Inotherwords , thepresentinf1uｭ
encedbythepastwillinfluencethefuture. Thisprocessistypicallyhistory-depenｭ

dent.

Theabovehistory-dependencycanbeobservednotonlyinthepriceadjustｭ

ment , butalsointhedeterminationmechanismofexpendituressuchasconsumption
andinvestment. InthestandardKeynesianmodel ラthe currentconsumptionisa

functionofthepresentand.pastdisposableincome ,whiletheaggregateinvestmentis
influencedbyboththecurrentinterestandcashpositions. Accordingtomicroecoｭ

nomictheories ラthe expectedfuture income , thefutureprofitability , andotherexｭ
pectedvariablesmaypotentiallyinfluenceboththeaggregateconsumptionandinｭ

vestment. Nevertheless , thestandardIS-LMframeworkisverysilentaboutthe
possibilitythatthefuturedeterminesthepresent.

heterogeneousagents. Anotherfeatureisthatdifferentagentsinteract

witheachother;consumers , firms , andagovernmentincludingacentralbankplay
withintheIS-LMframework. Thebehaviorequationisspecifiedseparatelyfor

differenttypesofagents. Theimportan
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money(havingzeronominalinterest)canbeinterpretedasliquiditypremia. As

discussedlater , theabovecharacterizationisveηpeculiar fromaneoclassicalpoint

ofview.

III NeoclassicalGrowthModel

Sincearound1980,newclassicalshaveadoptedneoclassicalgrowthmodelsas
theirbasicmodel.Asshownbelow , neoclassicalgrowthmodelshavedramatically
differentimplicationsrelativetotheIS-LMframework.

Neoclassicalgrowthmodelsassumethatarepresentativeconsumerefficiently

allocateresourcesfromtoday(thepresent)totomorrow(thefuture)subjecttotech-
4)

nologicalconstraints. Then , applyingthesecondwelfaretheoremう new classicals

interprettheresultingefficientintertemporalallocationofconsumptionandtheaccuｭ

mulationofphysicalcapitalascorrespondingtothetime-seriesofmacroeconomic

variablessuchasaggregateconsumptionandtotalcapital. Inotherwords , theyinｭ
terpretmacroeconomicphenomenausingthemicroeconomicnotionofintertemporal

efficiency. Sincemonetaryassetsneverexistinthisframework , neoclassicalgrowth
modelsconcentrateonrealeffectsonmacroeconomy.

future-dependency. Oneofthemostimportantfeaturesisthatthismodel

isfuture-dependent. Whenthismodelissolvedmathematically , problem-solvers
firstfindagoal(asteadystate)towhichaneconomyisgoing;then , theyreachthe
presenteconomystepbystepbackward'fromasteadystate. Duringthisbackward

process , theycarefullypayattentiontowhethertheconditionofintertemporaleffiｭ
ciencyissatisfied. Giventhissolutionmethod , oncesomethingaffectsasteady
state , thecurrentlevelofconsumptionandinvestmentimmediatelyreflectsachange
inasteadystate.Forexample ,ifrealshocks(technologicalinnovations)permanently
affectstechnologicalopportunities , thenasteadystateimmediatelymovesinacerｭ
taindirection. Consequently , thepresentconsumptionandinvestmentchange.

Furthermore , thestandardversionofneoclassicalgrowthmodelsusuallyhasa
singlesteadystate , andthepathfromthepresenteconomytothesteadystateisunｭ
iquelydetermined. Accordingly , thereisnoroomforarepresentativeagentto
chooseoneamongalternativepathstowardsasteadystate. Ifaneconomymoves

awayfromauniquelydeterminedpath , microeconomicrationalityisviolated. Conｭ
verselyspeaking , rationalagentsneverchoosepathsotherthanasinglepathdeterｭ
minedbyneoclassicalgrowthmodels.

Bothconsumptionandinvestmentarealsofuture-dependent. Thecurrent

consumptionleveldependsonthediscountedvalue0

4)Thesecondwelfaretheoremclaimsthatoneefficientallocationcanbesupportedbyadecentralizedmarｭ

ketallocation.
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Tobin'sq ,isabove(below)one ,investmentistriggered(withdrawn).
representativehousehold. Anotherimportantfeatureistheassumptionof

arepresentativeagent(household). Inaneoclassical setup , firmsrepresentonly
technologicalopportunities ,anddonotcontainanyorganizationalentities. Inaddiｭ
tion , firmsareownedbyarepresentativehouseholdthroughequityinvestment.
Moreover , agovernmentisjustashadowofarepresentativehouseholdbecausethe
budgetconstraintofagovernmentcanbetakenintothatofarationalrepresentative

agent. Giventheabovefeature , bothfirmsandagovernmentarejustfictitiousenｭ
titiesinaneoclassicalframework.

Reflecti 時that bothfirmsandagovernmentaresu 旬ect tothedecisionofa

representative household , neoclassical growth models generate some neutrality
theoremswith respecttothefunctionoffinancialmarkets. Accordingtothe

Modigliani-Millertheorem , forexample , howarepresentativehouseholddetermines
investmentthroughfirmsiscompletelyindependentofhowfirmsfinanceinvestment.

Here , thefinancialdecisionoffirmsisequivalenttosplitingcash-flowsamongdi 日ι
rentfinancialpayoffs. Ontheotherhand , itisnota firm , butarepresentative
householdthatdeterminesinvestmentwhichgeneratesthefuturecash-flows.

AnotherversionofneutralityistheRicardianequivalencetheoremwhich

claimsthataneconomyisneutralwithrespecttothefinancialdecisionofagovernｭ

mentgivenagovernmentalexpenditureplan. Thatis , amacroeconomicperformｭ
ancedoesnotdependatallonwhetheragovernmentfinancesagivenexpenditure

throughtaxesorbonds. Thereasonforthisisverysimple.Fromahousehold's

pointofview ,issuinggovernmentbondssimplyimpliesrepayingthembyfuturetaxｭ
es;therefore , bondissuesandcurrenttaxesdifferonlyintermsofthetimingoftaxｭ
mg.

riskandreturn. Finally , letustakealookatthedeterminationmechan-
ismofinterestrates. Inaneoclassicalframework , returnsonassetsdependontwo
factors , howinvestorsarewillingtosacrificethecurrentconsumptionforbond-holdｭ
ingandhowtheyarewillingtotakeriskypayoffs. Forexample , ifinvestorsdesire
toconsumenow , onlyhighinterestmakesthemgiveupthecurrentconsumption.
Ifinvestorsareunwillingtotakefluctuatingreturns ラonly highexpectedreturnsmay

convincethemofholdingriskyasset

IV ConflictsbetweenTwoApproaches

Asshownso far , theIS-LM frame 、'\lork contrastswithneoclassicalgrowth

modelsineveryrespect. Theformerishistory-dependent , whilethelatterisfutureｭ
dependent. Theformerhastheinteractionamongfirms , consumers , andagovern-
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ment , whereasfirmsandagovernmentaresubjecttoarepresentativehouseholdin
thelatter. Thetwomodelstreatwithliquiditypremiaverydifferently. Suchconｭ

flictsarenoteasytoovercomeevenifthenominalpriceadjustmentisshelvedforthe

moment.

Initially , macroeconomiststhoughtthattheKeynesianphenomenamightreｭ
flectirrationalormyopicbehaviorofagents. Thisjudgementwasbasedmainlyon

methodological differe 舵es betweenthesetwoapproaches. Theyco 吋ectured that

KeynesianfeatureswereduetotheabsenceofrationalagentswithintheIS-LM

model. Thisinitialresponseunfortunatelyledtounnecessaryideologicalconflicts

betweenKeynesiansandnewclassicals;Keynesiansclaimedthatrationalitywasa

badstartingpointfordescribinghuman behavior , whereasnewclassicalsargued
thatrationalitywasagoodassumption. Thiskindofdebate , howeverラcan neverbe
productiveor 丘uitful ， sincerationalityitselfisjustoneassumption , notanyobservｭ
ableconsequence;thechoiceofmodelsshouldbebasedontestablepredictionsdeｭ

rivedfrombasicassumptions.

同That frustratedmacroeconomistsmorewasthatmanyempiricalpredictions

availablefromneoclassicalgrowthmodelswererejectedstronglybydata. Forexｭ

ample , theRicardianequivalenceandtheModiglianiandMillertheoremwerenot
supportedempirically , andthepermanentincomehypothesisandtheqtheorywere
oftenrりected strongly. Furthermore ぅthe intertemporalefficie 配y wasrejectedfre 司

quently. Ifthoserejectionswereinterpretedastheconsequenceofirrationality ,
argumentswouldgonowhereagain.

Fortunately , macroeconomistsquicklymovedawayfromsuchunfruitfuland
naivedebateson rationality , andhavemadetremendouseffortstoprovidebetter
modelswithintherationalagentframework. Manyalternativemodelspayserious

attentiontomodifyingsimple , maybetoosimple ラassumptions ofneoclassicalgrowth

models.

V ImperfectFinancialMarketsandHistory-Dependency

Whetheronemodelisfuture-dependentorhistory-dependentdependscrucially

onhowfinancialmarketsfunction. Whythepresentconsumptionisdeterminedby

thepermanentincomeisthatconsumerscanborrowmoneyagainstthefutureinｭ

come. WhyinvestmentisafunctionofTobin'sqisthatfirmscanmakefinancial

contractsinwhichtheypromisetopaypayoffssuchasinterestanddividendsfrom

futureprofits. Thankstowell-functioningfinancialmarkets , thus , thecurrentecoｭ
nomyreflectsthefutureeconomy.

Whatiffinancialmarketsdonotworkverywell? Forexample , whenaconｭ
sumerfailsinconvincingalenderofthereliabilityofhisfutureincome , alender
maybeveryreluctanttoprovideaconsumerwithmoney. Similarly , ifthereisa
possibilitythatafirmwillcheatoutsidelendersbymisrepresentingprofits , lenders
maynotcontractwithsucha 白rm ， ormaylendmoneyonlywhenafirmownscolｭ

lateralassets. Inthesecaseswherefinancialmarketsrefusetoprovidemoney ,con-
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sumptionandinvestmentmaybedeterminedbycashathand (cash-flows , income ,
ordeposits).

Whenfinancialmarketsdonotfunctionwell , thelinkagebetweenthefuture
andthepastmaybreakdown. OneinterpretationoftheKeynesianconsumption

andinvestmentfunctionsisthatthesefunctionsarecontingentonthefailureof

financialmarkets.

VI MarketIncompletenessandHeterogeneity

Letusnextthinkwhenarepresentativeagentframeworkisappropriate.

Roughlyspeaking , weneedtwobasicassumptionsforarepresentativeagentmodel
toworkproperly. Thefirstassumptionisthatbothfinancialandinsurancemarkets

workverywell ,whereasthesecondisthatagentsinteractonlythroughexistingmarｭ
kets.Thissectiondiscussesthefirstassumption , whilethenextsectioncommentson
thesecond.

Supposethatfinancialandinsurancemarketsworkverywell. Whenallconｭ

sumershaveaccesstowell-functioningfinancialmarkets , theyfacealmostidentical
investmentopportunities.Consequently , consumersconstructverysimilarportfolios.
Ontheotherhand , well-behavedinsurancemarketssuccessfullypoolperson-specific
shocks , andconsumersdonothavetoexposethemselvestothoseidiosyncratic
shocks.

Undertheabovecondition , itiseasytoimaginethatconsumptionprofilesare
similartoeachotheramongconsumerspartlybecausethereisnoidiosyncraticcomｭ

ponentsintheindividualconsumptionthankstoinsuranceeffects , andpartlybeｭ
causeidenticalorsimilarinvestmentopportunitiesgenerateverysimilarinvestment

outcomes.

Whenindividualconsumptionprofilesareverysimilar , thereisaparallelreｭ
lationshipbetweentheaggregateandindividualconsumption. Inthiscase , looking
attheaggregateconsumptionisalmostidenticaltolookingattheindividualconｭ

sumption. Consequently , arepresentativeagentmodelbasedononlyaggregatebeｭ
haviormaynotbesomisleading.

Asshownabove ,whetherarepresentativeagentmodelisappropriatedepends
onwhetherfinancialandinsurancemarketsworkverywell. Converselyspeaking ,
whenfinancialorinsurancemarketsareincomplete ,itisnecessarytoconstructmacｭ
roeconomicmodelsusingnotonlyaggregatevariables , butalsowealthorincome
distributionfromwhichindividualbehaviorisinferred.

Therearemanyinstanceswhereamacroeconomicperformanceissubjectto

distributioneffects. Forexample , supposethateducationloansareavailableonly
formiddle-incomeandrichclasses. Ifincomearedistributedequallyamongconｭ

sumers , manypeoplehaveaccesstoeducation. Ataggregatelevels , humancapital
maybeaccumulatedquickly , therebyraisingaggregateoutputs. Conversel) らif inｭ

comedistributionisskewedupward , manyconsumersareruledoutfromeducation
o
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VII Non-priceInteraction

Whatifagentsinteractwitheachotherthroughexternalityorbypassingexｭ

istingmarkets? Suchacaseoftengeneratestheequilibriawhichareverydifferent

fromthoseofneoclassicalgrowthmodels. Onetypicalexampleofexternalityisnetｭ

workexternality. Takeelectricmailforexample. Themorepeopleareonelectric

mail , thelargerbenefittheycangetfromusingelectricmail. Theeffectofthenumｭ
berofトmail usersonindividualbenefitsarisesoutsidemarkets. Anexchangenetｭ

workwithmoneyasamediumofexchangehassimilarnetworkexternalityaswell.

Moneyusedforaparticulartransactionmaycirculatewithinanetwork , therebyen ・

hancingothertradingopportunities.

Labormarketsarealsosubjecttosuchnetworkexternality. Supposethata

labormarketisnotacentralizedmarket , insteaditconsistsofsearchactivitiesbeｭ
tweenworkersandfirms. Whenfirmsareveryactiveinrecruiting ,workersmayexｭ
pectthattheyaremorelikelytofindsuitablejobs;itmaygiveworkersanadditional

incentivetosearchjobs.Inthiscase ラfirms' recruitingactivitiesdirectlyaffectsworkｭ

ers'searchactivitiesbypassingmarkets.

Modelswithnetworkexternalityoftengeneratemultiplesteadystates. Taking

searchactivitiesforexample , theremaybetwosteadystates , anequilibriumwith
highemploymentwherebothfirmsandworkerssearchactivelyandonewithlow

employmentwherebothareinactive. Inthiscase , notonlysteadystates , butalso
pathstowardeachsteadystatemaybemultipleorofteninfinite(continuumequilibｭ

ria). Oneseriousdifficultywiththeabovemultiplicityisthatamodelcannotenｭ

dogenouslydetermineeitherwhichsteadystatewillbeattainedorwhichpathtoa

particularsteadystateischosen. Inotherwords , microeconomicrationalityishelpｭ
lessinchoosingoneamongmultipleequilibriumpaths.

Inthepresenceofmultiplicity , thus ,factorsotherthanrationalitymayplayan
importantroleintheequilibriumselection. Forexample , ahistoricalaccidentis
onecandidate;macroeconomistsmayinterpretthecurrentpathastheconsequence

ofaparticularhistoricalevent.Inthisinterpretation , thehistory-dependencyisnot
inconsistentwiththerationalexpectationshypothesisatall. Anotherexampleisa

phycologicalfactor. Whenbothfirmsandworkersareoptimisticaboutthefuture

economy , theymaybeact
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ingprocessmayleadaneconomytoaparticularpath.

Inaddition , multiplicitymaygiveanotherinterpretationtotheKeynesianno ・

tionofnominalrigidities. Itisknownthat , whenstrongexternalityispresentina
transaction network , pathsofnominalpricesareofteninfinitegivenaprocessof
moneysupply. Inthiscase , fixingnominalpricesmaybeinterpretedastheselecｭ
tionmechanismofcontinuumequilibriumpathsofnominalprices.

Whatshouldbeemphasizedhereisthatnon-rationalfactorssuchashistory ,
psychology , naiverules , learning ,andnominalrigiditiesbecomeeconomicallyimporｭ
tantwhenmicroeconomicrationalityisnolongeralmightyfortheequilibriumselecｭ

tion. This model-buildingstrategyisverydifferentfromtheapproachwhere

rationalityisruledoutfromthebeginning.

VIII EndogenousGrowthModel

Sincethelate1980's , anintrinsiccriticismagainstneoclassicalgrowthmodels
hasarisenamongnewclassicals. Thiscriticismisveryimportantinthecontextof

modernmacroeconomicsbecauseithasresolvedtoagreatextenttheconflictbeｭ

tweenKeynesiansandnewclassicals.

Oneobviousfeatureordrawbackofneoclassicalgrowthmodelsisthatan

equilibriumpathisinfluencedmainlybychangesinproductionopportunities.

Fluctuationsinproductivitiesleadtobusinesscycles , whiletechnologicalprogressis
anengineofeconomicgrowth. Inparticular , whenaneconomyisintheneighborｭ
hoodofasteadystate , thecurrenteconomyisinfluenceddirectlybyachangeina
steadystateduetotechnologicalshocks.

Withintheframeworkofneoclassicalgrowthmodels , theconditionofproducｭ
tionopportunitiesisnotdeterminedendogenously , butgivenbydataorexogenously
specifiedproductionfunctions. Inotherwords , exogenousconditionsordatabasiｭ
callydeterminebothbusinesscyclesandeconomicgrowth. Inaddition ,neoclassical
growthmodelsoftentranslatestraightforwardfromexogenoustechnologicalshocks

toendogenousvariables;inotherwords , anyendogenous(propagation)mechanism
isweakorabsentinneoclassicalsetups. Becauseofthisfeature , manymacroecoｭ
nomistsincludingnewclassicalsstartedtocastseriousdoubtonthelegitimacyof

neoclassicalgrowthmodels.asamodelofbusinesscyclesoreconomicgrowth.

Inparticular , thereisseriousinconsistencybetweentheoriesandobservation
whenwetakealookatacross-countrydifferenceineconomicgrowth. Suppose

thattechnologiesarequicklytransmittedfromonecountrytoanother , andthatall
countriesconsequentlyfaceidenticalproductionopportunities. Accordingtoneocｭ

lassicalgrowthmodels , allcountriesshouldhavetheidenticalsteadystate , sayin
termsofper-capitaoutput.Inotherwords , per-capitaoutputswilleventuallyconｭ
vergetotheidenticallevelacrosscountries. Thegrowthexperienceofdeveloped

anddevelopingcountries , however , rejectsthisconvergencepredictionverystrongly.
Highincomecountriesoftengrowfasterthanlowincomecountries;accordingly ,perｭ
capitaoutputstendtodivergeratherthanconverging.
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Inresponsetotheabove inconsistency , newclassicalspresentnewgrowth
theories , orso-calledendogenousgrowthmodels.Toendogenizegrowthmechanism ,
theyincludemanyelementsdiscussedinSection5, 6, and7(imperfectfinancial
markets , heterogeneities , externality , andnon-priceinteractions). Theseelements
whichoftenmakemacroeconomicmodelshistory-dependentarenowusedtoreｭ

formulateneoclassicalgrowthmodels. Usingmodifiedmodels , newclassicalstryto
interpretacross-countrydifferenceineconomicgrowthastheconsequenceofa

cross-countrydifferenceinhistoricalexperiences.

Oncenewclassicalsintroducethefactorsdiscussedintheprecedingsections ,
predictionspeculiartoneoclassicalgrowthmodelsmaybeweakened , andevendisｭ
appear. Asdiscussedbefore , ontheotherhand , predictionspeculiartotheIS ・LM
frameworkmaybereconcilablewithmicroeconomicrationality. Asaresult , itis
veryhardtoclearlydifferentiateneoclassicalfeaturesfromKeynesianfeaturesatthis

stage. Inotherwords , thetraditionaldistinctionbetweenKeynesiansandnewclasｭ
sicals(neoclassicals)maynotbearelevantclassificationanymore.

IX Conclusion5)

Thisexpositorynoteissummarizedasfollows:(I)thereareseveralimportant

dimensionsotherthannominalrigiditiesincharacterizingmodernmacroeconomic

models. (2) thedifferencebetweenthestandardKeynesianphenomenaandthe

typicalneoclassicalphenomenareflectsnotasuperficialdistinctionbetweenirraｭ

tionalityandrationality , butdeeperdifferencesinmarketstructuresandnon-price
interactions.(3)inthepresenceofmultipleequilibria , non-rationalfactorssuchas
history , psychology , rules , learning , andnominalrigiditiesbecomeeconomicallyimｭ
portantfortheequilibriumselection.(4)thedevelopmentofendogenousgrowth

modelsenablesustoanalyzebothKeynesianfeaturesandneoclassicalfeatureswithｭ

inthesameframe 、vork.

5)Thenotionofliquidityalsohasbeenanalyzedbynewmodels ,althoughthereisalargeroomfortheore 幽

ticalresearchtogofurther. Asdiscussedabove , aliquiditypremiumisve 町different fromanequity

premium. Thelatterisarewardforgivingupsafereturns ,whiletheformerisarewardforloosingfleｭ
xibilityofportfolios;whenaportfolioisswitchedfromliquidassetstoilliquidones , aninvestorlooses
flexibilityinrebalancingaportfoliointhefuture. Inthissense , liquidityisveryimportantwhenmuch
uncertaintyisyetresolved. Investorsmayholdliquidassetsuntiluncertaintyisresolved , andtheywill
laterswitchtoilliquidinvestmentssuchaslarge-sizedfixedinvestmentwhenuncertaintyisfixed


