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by the following system
Y = W + P ; I = S ; S = Sw

where Y is the national income ; W
P—the income of entrepreneurs (profit) ; I
Sw—saving from wages ; S
But Sw = SwW and Sp = S
where Sw is the share of saving from wages ; and S
savings from profit, substituting for

where P/Y is the share of profit in the total income and I/Y is the 
investment income ratio, Now, we can easily see and appreciate 
Kaldor’s thesis. His thesis is that the share of profit in the total income 
is a function of the ratio of inv

In the above equation, it can easily be seen that an increase in the 
income-investment ratio (I/Y) will result in an increase in the share of 
profits out of total income (P/Y), as long as it is assumed that both 
sw and sp are constant and further that s
given the mps, of wages earners (s
(sp)} the share the profits (P) in the national income (Y), that is P/Y 
depends on the ratio of investment (I) to total income 
that is I/Y. In other words, P/Y is a function of
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where P/Y is the share of profit in the total income and I/Y is the 
investment income ratio, Now, we can easily see and appreciate 
Kaldor’s thesis. His thesis is that the share of profit in the total income 
is a function of the ratio of investment to income (I/Y). 

In the above equation, it can easily be seen that an increase in the 
investment ratio (I/Y) will result in an increase in the share of 

profits out of total income (P/Y), as long as it is assumed that both 
constant and further that sp is greater than (sp

given the mps, of wages earners (sw) and the mps of entrepreneurs 
the share the profits (P) in the national income (Y), that is P/Y 

depends on the ratio of investment (I) to total income or output (Y), 
that is I/Y. In other words, P/Y is a function of 
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(wages) ; 
investment ; S—saving ; 

is the share of 

where P/Y is the share of profit in the total income and I/Y is the 
investment income ratio, Now, we can easily see and appreciate 
Kaldor’s thesis. His thesis is that the share of profit in the total income 

In the above equation, it can easily be seen that an increase in the 
investment ratio (I/Y) will result in an increase in the share of 

profits out of total income (P/Y), as long as it is assumed that both 

p > sw). Thus, 
) and the mps of entrepreneurs 
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or output (Y), 



 
Of greater importance to us is the underlying economic rationale for 
Kaldor’s theorem that the share of profit in the total income (P/Y) is a 
function of the investment
conditions an increase in investment must in real terms, bring about 
an increase in both the ratio of investment to income (I/Y) and also an 
increase in the savings income ratio (S/K). This is necessary if 
equilibrium at a higher leve

If the saving-income ratio did not rise, the result would be a 
continuous upward movement of the general level of prices. The heart 
of Kaldor’s theory lies in his demonstration “that shift in the 
distribution of income is essential to bring about the higher
income ratio, which is the necessary condition for a continued full 
employment equilibrium with a higher absolute level of investment in 
real terms. This is illustrated by the given Fig. 44.3.

In the Fig. 44.3, a direct relationship between P/Y and I/Y is assumed. 
The ratio of investment to income depends upon exogenous (outside) 
factors and is assumed as independent altogether. Since, propensities 
to save for the two income classes differ the mps out of pr
are more than the mps out of wage income.

Of greater importance to us is the underlying economic rationale for 
Kaldor’s theorem that the share of profit in the total income (P/Y) is a 
function of the investment-income ratio (I/Y). Under full employment 
conditions an increase in investment must in real terms, bring about 
an increase in both the ratio of investment to income (I/Y) and also an 
increase in the savings income ratio (S/K). This is necessary if 
equilibrium at a higher level of real investment is to be obtained.
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The ratio of investment to income depends upon exogenous (outside) 
factors and is assumed as independent altogether. Since, propensities 
to save for the two income classes differ the mps out of pr
are more than the mps out of wage income. 
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Kaldor’s theorem that the share of profit in the total income (P/Y) is a 
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Assumption of sp > sw, according to Kaldor, is a necessary condition for 
both stability in the entire system and an increase in the share of profit 
in income when the investment- income ratio rises. Given the full 
employment income Y0, the investment-income ratio and the saving- 
income ratio (I/Y) and (S/Y) are I/Y (Y0) and S/Y (Y0) and the system 
is in equilibrium with the profit income ratio fixed by the vertical line 
AW. 
If there is an increase in income, both S/Y and I/Y function shift by 
such magnitudes that they assume the position S/Y (Y1) and I/Y (Y1). 
The equilibrium profit share will remain constant as measured by the 
line NN. Had there been a shift in the I/Y with S/Y function at S/Y 
(Y0), there would have been an inflationary price movement. 
But an increase in P/Y, assuming that Sp > Sw, pushes up the S/Y 
function to ensure equilibrium at full employment. If this smooth 
movement between I/Y with S/Y persists the system will sustain itself 
at full employment and the equilibrium share of profit to income will 
remain constant. The underlying idea is that with fixed level of real 
income (assumption of full employment), the only way in which it is 
possible to bring about an increase in S/Y for the entire economy is 
either through a rise in the propensity to save itself, which has been 
ruled out by Kaldor through his assumption that Sp and Sw are 
constant, or through a shift in the distribution of real income from low 
saving groups to the high saving groups. 
 


