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Motivation 

● What is the role of wages in a capitalist economy? 

 Two-sided role (Bhaduri & Marglin, 1990). 

 

● What is the effect of wage restraint/expansion on economic growth? 

 

• Could be the high inequallity in Chile a binding constraint for economic growth? 

 

 

 

 



Contributions 

1. First empirical study about inequallity and growth in Chile under a post-
Keynesian/post-Kaleckian approach.  

 

In relation to the Post-Keynesian empirical literature: 

2. We compute our empirical estimations with a wage bill that does not count the 
managerial wage bill.  

3. We test for structural breaks in our series, allowing for possible switching from 
one regime to the other over the period analyzed. 

 



The functional distribution of income  

• The post-Keynesian approach is based on the study of the functional income distribution i.e. the 
income of capital and labor.  

 

 

 

 

 

• The functional income distribution shapes and determines the aggregate demand. 

 

 

 

 

 

 

𝐺𝐷𝑃𝑓𝑐 = 𝐺𝐷𝑃 𝑎𝑡 𝑓𝑎𝑐𝑡𝑜𝑟 𝑐𝑜𝑠𝑡 = 𝐺𝐷𝑃 − 𝑇 + 𝑆 

𝐺𝐷𝑃𝑓𝑐 = 𝑃𝑟𝑜𝑓𝑖𝑡𝑠 +𝑊𝑎𝑔𝑒 𝑏𝑖𝑙𝑙 = 𝑃 +𝑊 ⋅ 𝐿 

 

𝐷𝐴 = 𝐶 + 𝐼 + 𝐺 + 𝑋𝑛 

𝐷𝐴 = 𝐶(𝑌, 𝑃𝑠) + 𝐼(𝑌, 𝑃𝑆) + 𝐺 + 𝑋𝑛(𝑌, 𝑃𝑠) 

1 =
𝑃

𝐺𝐷𝑃𝑓𝑐
+
𝑊 ⋅ 𝐿

𝐺𝐷𝑃𝑓𝑐
= 𝑃𝑠 +𝑊𝑠 



The functional distribution of income  

• The term 1/1 − 2 corresponds to the multiplier and has to be positive for stability. 

• The sign of the total derivative will therefore depend on the sign of the numerator (𝒉𝟏) 

• This sum is the private excess demand i.e. the change in demand caused by a change in income 
distribution given a certain level of income. 

• The sum of these effects can therefore be determined empirically.  

 

 

 

 

𝑌∗ = 𝐷𝐴 = 𝐶(𝑌, 𝑃𝑠) + 𝐼(𝑌, 𝑃𝑆) + 𝐺 + 𝑋𝑛(𝑌, 𝑃𝑠) 

𝜕𝑌∗

𝜕𝑃𝑠
=

1

1 −
𝜕𝐶
𝜕𝑌
−
𝜕𝐼
𝜕𝑌
−
𝜕𝑋𝑛
𝜕𝑌

⋅
𝜕𝐶

𝜕𝑃𝑆
+
𝜕𝐼

𝜕𝑃𝑠
+
𝜕𝑋𝑛
𝜕𝑃𝑠
=
1

1 − 2
⋅ 1 



The functional distribution of income  

 

• Aggregate consumption will depend negatively on the profit share. 

• Investment will depend positively on the profit share.  

• Net exports will depend negatively on wage share (or positively on the profit share). 

 

𝜕𝐶

𝜕𝑃𝑆
+
𝜕𝐼

𝜕𝑃𝑠
+
𝜕𝑋𝑛
𝜕𝑃𝑠

 

 

 

𝝏𝒀∗

𝝏𝑷𝑺
>  𝟎 

 
Wage-led regime 

Profit-led regime 

𝝏𝒀∗

𝝏𝑷𝑺
<  𝟎 

𝜕𝐶

𝜕𝑃𝑆
+
𝜕𝐼

𝜕𝑃𝑠
+
𝜕𝑋𝑛
𝜕𝑃𝑠
< 0 

 

 

The effect of a redistribution of income on demand is ambiguous (Dutt, 1984; Blecker 1989). 

> 0 



Chilean wage share 

● We estimate a wage bill that discounts the wage bill of the managerial workers through: 

 

 

 

 

 

 

 

 

 

𝑊 ∙ 𝐿 = 𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝑊𝑎𝑔𝑒 ∙ 𝑇𝑜𝑡𝑎𝑙 𝐸𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 

𝑊𝑚 ∙ 𝐿𝑚 = 𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝑊𝑎𝑔𝑒 𝑜𝑓 𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝑠 ∙ 𝐸𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑜𝑓 𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝑠 

𝐴(𝑊 ∙ 𝐿) = 𝑊 ∙ 𝐿 −𝑊𝑚 ∙ 𝐿𝑚 

𝐺𝐷𝑃𝑓𝑐 = 𝑃 + 𝐴(𝑊 ∙ 𝐿) 

Ps= 1 −𝑊𝑠 

● Where 𝐺𝐷𝑃𝑓𝑐 is the nominal GDP at factor cost and P is nominal profits. 

 • The average wage share is near 39%, while the average adjusted wage share was 32% in this 
period. 



Empirical strategy 

• Single equation approach which is widely used in empirical literature (Onaran & Galanis, 
2012; Stockhammer, Hein & Grafl, 2011; Hein & Vogel, 2007). 

• It implies that we estimate the effect of an increase in 1%-point in the profit share in each 
element on aggregate demand (C, I and Xn) and adding them up. 

• It has some disadvantages as:  

 High sensibility to the model specification. 

 We assume that the functional distribution of income is exogenous which can lead us to 
simultaneity bias (Blecker, 2015). 

• If there is cointegration among the variables we use the Error Correction Model 
methodology (ECM) if not, then we estimate a model in differences.  

• We use deflacted data by GDP deflactor and in logarithm provided by the Central Bank of 
Chile and the National Institute of Statistics. 

 



• Where  𝐶𝑡 is real consumption, P𝑡 is real profits and W𝑡 is real wage bill. 

 

 

 

Consumption 

𝐸𝐶 = 𝛽1(𝐶𝑡−1 −
−𝛽2
𝛽1
𝑊𝑡−1 −

−𝛽3
𝛽1
𝑃𝑡−1)  

Δ𝐶𝑡 = 𝛽0 + 𝛽1𝐶𝑡−1 + 𝛽2𝑊𝑡−1 + 𝛽3𝑃𝑡−1 + 𝛼i−1Δ𝐶𝑡−𝑖

𝑛

𝑖=1

+ 𝛿iΔ𝑊𝑡+1−𝑖

𝑛

𝑖=1

+ 𝛾iΔ𝑃𝑡+1−𝑖

𝑛

𝑖=1

+ 𝑢𝑡 

• We define aggregate consumption as function of the income of each factor of production. 

 
𝐶𝑡 = 𝑓(𝑊𝑡, 𝑃𝑡) 

Long-run relationship among the 
variables (or the Error Correction 

part of the ECM) 

 

 

 

 

 

• As we can confirm cointegration among the variables we run the following ECM:  

 

 



Marginal effects 

 

   

  

Marginal propensities 

to consume  
Mean values Marginal effect Net effect of an 

increase in 1% of 

Profit share on C/Y 

(E)-(F) 

Out of 

Wages 

(A) 

Out of 

Profits 

(B) 

𝐶

𝑊
 

(C) 

𝐶

𝑃
 

(D) 

Out of 

wages 

 (E=A*C) 

Out of 

Profits  

(F=B*D) 

Aggregate 

Consumption 
0.7 0.33 2.177 1.009 1.524 0.333 -1.191 

𝜕𝐶

𝜕𝑃
=
𝜕 𝐶 𝑌 

𝜕 𝑃 𝑌 
=
−𝛽3
𝛽1
⋅
𝐶

𝑃
−
−𝛽2
𝛽1

𝐶

𝑊
= 0.33 ⋅

𝐶

𝑃
− 0.7 ⋅

𝐶

𝑊
 

• We transorm the marginal propensities to consume in marginal effects through the ponderation of the 

mean value of the sample, in order to estimate the impact on consumption of an increase in 1%-point in 

the profit share: 

• Therefore, an increase in the profit share of 1%-point will decrease aggregate consumption (as a ratio of 

GDP) by 1.2%-point. 



Investment 

 

 
 

• As we can not confirm the existence of cointegration among the variables, we estimate a model 
in differences:  

 

 

 

 

 

• We define investment as a function of the GDP, the profit share and the monetary policy rate. 

𝐼 = 𝑓(𝑌, 𝑃𝑠, 𝑟) 

Δ𝐼𝑡 = 𝛼0 + 𝛼𝑖Δ𝑌𝑡+1−𝑖

𝑛

𝑖=1

+ 𝜷𝒊Δ𝑃𝑠𝑡+1−𝑖

𝑛

𝑖=1

+ 𝛾𝑖Δ𝑟𝑡+1−𝑖

𝑛

𝑖=1

+ 𝛿𝑖Δ𝐼𝑡−𝑖

𝑛

𝑖=1

+ 𝑢𝑡 eps =
 𝛽𝑖
𝑛
𝑖=1

1 −  𝛿𝑖
𝑛
𝑖=1

 

• Where 𝐼𝑡 is real investment, 𝑌𝑡 is real GDP, 𝑃𝑠𝑡  is the profit share, and 𝑟𝑡  is the monetary 

policy rate. 



Domestic demand effect 

  

  

Elasticity Ratio 
Net effect of an 

increase in 1% of 

Profit share on I/Y 

(A*B)  

Net effect of an 

increase in 1% of 

Profit share on 

Consumption 

 

Net effect of an increase 

in 1% of Profit share on 

domestic demand 

 

eps 

(A) 

I

𝑃
 

(B) 

Investment 1.07 0.376 0.402 -1.191 -0.789 

• We obtain that a 1%-point increase in the profit share decreases internal demand by 0.8%-points.  

• Hence, the Chilean domestic demand is in a wage-led regime, due to: 

 High difference between marginal propensities to consume.  

 Relatively low investment in relation to profits. 

• This finding is also common in the empirical literature (Onaran & Galanis, 2012).  



Imports and intern prices 

• We define intern prices as function of the nominal unit labor cost (ULC), import prices (𝑃𝑚) and the 
copper price (𝑃𝑐). 

𝑝 = 𝑓 𝑈𝐿𝐶, 𝑃𝑚, 𝑃𝑐  

Δp𝑡 = 𝛼0 + 𝛼𝑖Δ(Pm)𝑡+1−𝑖

𝑛

𝑖=1

+ 𝜷𝒊Δ(𝑈𝐿𝐶)𝑡+1−𝑖 𝛾𝑖Δ(Pc)𝑡+1−𝑖

𝑛

𝑖=1

𝑛

𝑖=1

+ 𝛿𝑖Δp𝑡−𝑖

𝑛

𝑖=1

+ 𝑢𝑡 

𝑈𝐿𝐶 = 𝑝 ⋅ 𝑅𝑈𝐿𝐶 = 𝑝 ⋅ 𝑤𝑠 ⋅
𝑌𝑓𝑐

𝑌
  

• As we can not confirm the existence of cointegration among the variables, we estimate a model in 

differences:  

Higher 
wages 

 

Higher 
Costs 

 

Higher 
Intern Prices 

 

Increase 
imports 

 

Affect relative 
prices 

 

• The nominal unit labor cost is prices times the real unit labor cost which is the wage bill as ratio of GDP.  



• Where 𝑀𝑡 is real imports, 
𝑝

𝑃𝑚
 is the ratio between intern an import prices and 𝜖𝑡 is the real 

exchange rate. 

 

• As we can confirm the existence of cointegration among the variables we run the next ECM:  

 

 

 

 

Imports and intern prices 

• We define the imports as a function of the real exchange rate and the ratio between domestic 
and import prices. 

𝑀 = 𝑓(
𝑝

𝑃𝑚
, 𝜖) 

Δ𝑀𝑡 = 𝛽0 + 𝛽1𝑀𝑡−1 + 𝛽2
𝑝

𝑃𝑚𝑡−1
+ 𝛽3  𝜖𝑡−1+ 𝛼i−1Δ𝑀𝑡−𝑖+1

𝑛

𝑖=1

+ 𝛿iΔ
𝑝

𝑃𝑚𝑡−𝑖

𝑛

𝑖=1

+ 𝛾iΔ 𝜖𝑡−1

𝑛

𝑖=1

+ 𝑢𝑡 



• Once we have estimated the elasticities we can compute the marginal effect of an increase in 
the wage share on imports: 

 
𝜕𝑀/𝑌

𝜕𝑊𝑆
=
𝜕𝑀

𝜕𝑃
∙
𝜕𝑃

𝜕𝑈𝐿𝐶
∙
𝜕𝑈𝐿𝐶

𝜕𝑅𝑈𝐿𝐶
⋅
𝜕𝑅𝑈𝐿𝐶

𝜕𝑊𝑆
∙
𝑀/𝑌

𝑅𝑈𝐿𝐶
= 𝑒𝑚/𝑝 ∙ 𝑒𝑝/𝑢𝑙𝑐 ∙

1

1 − 𝑒𝑝/𝑢𝑙𝑐
⋅
𝑌𝑓

𝑌
∙
𝑀/𝑌

𝑅𝑈𝐿𝐶
 

Marginal effects 

• As the RULC is the wage share times the ratio between GDP at factor cost and GDP, we can 
compute the marginal effect through the chain rule. 

𝑒𝑚/𝑝 𝑒p/𝑈𝐿𝐶 𝑒ULC/𝑅𝑈𝐿𝐶 𝑒𝑚/𝑅𝑈𝐿𝐶 
𝑌𝑓

𝑌
 

𝑀

𝑌
 RULC 

𝜕𝑀/𝑌

𝜕𝑊𝑠
 
𝛛𝐌/𝒀

𝛛𝐏𝐬
 

A B C D=(A*B*C) E F G D*E*F/G -D*E*F/G 

1.24 0.11 1.12 0.15 0.913 0.31 0.29 0.148 -0.148 

• Therefore, an increase in the profit share of 1%-point will decrease imports (as percentage of GDP) by 

0.15%-point. 



• Where 𝑋𝑡 are the exports, 𝑌∗𝑡  is the GDP from the main trading partners of Chile (China, 
USA, UE, Japan), R𝑈𝐿𝐶𝑡  is the real unit labor cost and ϵ𝑡 is the exchange rate.  

 

• As we can not confirm the existence of cointegration among the variables, we estimate a 
model in differences:  

 

Exports 

Δ𝑋𝑡 = 𝛼0 + 𝛼𝑖Δ(𝑌
∗)𝑡−𝑖

𝑛

𝑖=1

+ 𝛽𝑖Δ(R𝑈𝐿𝐶)𝑡−𝑖 + 𝛾𝑖Δϵ𝑡−𝑖

𝑛

𝑖=1

+ 𝛿𝑖ΔX𝑡−𝑖

𝑛

𝑖=1

𝑛

𝑖=1

+ 𝑢𝑡 

• We define exports as a function of the real exchange rate, the real unit labor cost (which 

indicates the level of competitiviness) and GDP from the main trading partners of Chile.   

𝑋 = 𝑓(𝑌∗, RULC, ϵ) 



 

 

Marginal effects 

● We can compute the  effect of higher wage share through the chain rule. 

𝜕 𝑋 𝑌 

𝜕𝑊𝑠
=
𝜕𝑋

𝜕𝑅𝑈𝐿𝐶
∙
𝜕𝑅𝑈𝐿𝐶

𝜕𝑊𝑆
∙
𝑋 𝑌 

𝑅𝑈𝐿𝐶
= 𝑒𝑅𝑈𝐿𝐶 𝑋  ⋅

𝑌𝑓

𝑌
∙
𝑋 𝑌 

𝑅𝑈𝐿𝐶
 

● We multiply the elasticities by the mean values of the sample to obtain the marginal effect and obtain the 

total effect on net exports.  

𝑒x/𝑅𝑈𝐿𝐶 
𝑌𝑓

𝑌
 
𝑋

𝑌
 RULC 

𝜕𝑋/𝑌

𝜕𝑊𝑠
 

𝜕𝑋/𝑌

𝜕P𝑠
 

𝜕𝑀/𝑌

𝜕𝑃𝑠
 

𝜕𝑋𝑛/𝑌

𝜕𝑃𝑠
 

A B C D E=(A*B*C/D) F (-E) G F-G 

-0.19 0.91 0.34 0.29 -0.204 0.204 -0.148 0.352 

• Therefore, an increase in the profit share of 1%-point will increase exports (as percentage of GDP) in 

0.2%-point and an increase in the profit share of 1%-point will increase net exports by 0.35%-point.  



Total effect 

𝜕𝐶/𝑌

𝜕𝑃𝑠
 

𝜕I/𝑌

𝜕𝑃𝑠
 

𝜕𝐶
𝑌 +
𝜕𝐼
𝑌

𝜕𝑃𝑠
 

𝜕𝑋𝑛/𝑌

𝜕𝑃𝑠
 

Private excess 

demand (𝒉𝟏) 

A B A+B C D (A+B+C) 

-1.19 0.40 -0.79 0.35 -0.44 

● Once we have estimated each effect of aggregate demand, we can add this in order to 

obtain the total effect of a redistribution of income.  

• Thus a 1%-point increase in the profit share leads to a 0.44%-point decrease in the total 

aggregate demand in the mean values.  

 

• Therefore, we can conclude that Chile in the last twenty years has been in a wage-led regime 

because an increase in the profit share leads to a decrease of the aggregate demand. 



The multiplier 

 

 

 

 

𝑒C/𝑌 𝑒I/𝑌 𝑒M/𝑌 𝐶/𝑌 I/𝑌 M/𝑌 2 Multiplier 1 Total Effect 

0.45 1.82 1.82 0.61 0.23 0.31 0.129 1.15 -0.44 -0.5 

● The multiplier effect is relatively low (Onaran & Galanis, 2012) due to the high income 

elasticity of imports and its participation in the GDP.  

 

• Nevertheless, the total effect of a 1%-point increase in the profit share provokes an aggregate 

demand contraction of  0.5%-point, taking into account the multiplier effect. 

 

𝜕𝐶

𝜕𝑌
+
𝜕𝐼

𝜕𝑌
−
𝜕𝑀

𝜕𝑌
= 𝑒𝑐𝑦

𝐶

𝑌
+ 𝑒𝑖𝑦

𝐼

𝑌
 - 𝑒𝑚𝑦

𝑀

𝑌
= 2 

● We compute the multiplier (
1

1−ℎ2
 ) through: 



Structural breaks 

 

 

 

 
● We proceed to check if there was a change in a parameter that could lead to weak or shift the 

wage-led economic regime in Chile. 

 

● We apply the Bai-Perron test for structural break test to the best specification for each 

component of aggregate demand.  

 

● We proceed to verify the break date with the Chow-test.  

 

● If the Chow test confirms the existence of a structural break in the data we proceed to re 

estimate the equation in sub-periods with several specifications and select the best one. 

 

● We evaluate the elasticities in the sub-sample means and proceed to estimate the marginal 

effect of an increase in 1%-point in the profit share for each sub-sample 



Structural breaks: Consumption 

 

 

M
et

h
o

d
o

lo
g

y
 

Marginal propensities to 

consume 
Sample means Marginal effect 

Net effect 
Out of 

wages  

Out of 

Profits 
C/W C/P Out of wages 

Out of 

profits 

1996Q1-2009Q1 ECM 0.64 0.36 2.19 1.02 1.40 0.37 -1.03 

2009Q3-2017Q4 Differences 0.89 0.48 2.22 0.96 1.97 0.46 -1.51 

● Break date: 2009Q2.  

● Both marginal propensities to consume increase after the break date, but the difference 

between them becomes higher.  

● The evolution of the mean values of the sample suggests that a redistribution of income 

towards profits earners would decrease, even more, consumption.  



Structural breaks: Investment 

 

 

M
et

h
o
d
o
lo

g
y
 

Elasticity 
Sample 

means 
Net effect 

Out of Profits I/P 

1996Q1-2000Q1 Differences 1.94 0.44 0.86 

2000Q3-2017Q4 Differences 1.08 0.37 0.40 

● Break date: 2000Q2. 

● The sensitivy to profitability decreases considerably after the break.  

● Also, the evolution of the mean values of the sample suggests that the impact of the 

profit share on investment diminishes.  



Structural breaks: Imports 

 

 

M
et

h
o
d
o
lo

g
y

 

Elasticity Sample means 

𝜕𝑀/𝑌

𝜕𝑊𝑠
 
𝛛𝐌/𝒀

𝛛𝐏𝐬
 

𝑒𝑚/𝑝 𝑒𝑝/𝑢𝑙𝑐 𝑒𝑢𝑙𝑐/𝑟𝑢𝑙𝑐 M/Y RULC Yfc/Y 

1996Q1-2008Q1 ECM 1.09 0.11 1.12 0.3 0.3 0.91 0.12 -0.12 

2008Q3-2012Q3 Differences 1.06 0.11 1.12 0.37 0.27 0.92 0.16 -0.16 

2013Q1-2017Q4 Differences 1.09 0.11 1.12 0.3 0.28 0.91 0.13 -0.13 

● We can not confirm any structural break in the intern prices function. 

● Break date in import function: 2008Q2 and 2012Q4. 

● We observe a stable elasticity through time. 



Structural breaks: Exports 

 

 

M
et

h
o
d
o
lo

g
y

 

Elasticity Sample means 
𝜕X/𝑌

𝜕𝑊𝑠
 
𝛛𝑿/𝒀

𝛛𝐏𝐬
 

𝑒𝑅𝑈𝐿𝐶  X/Y RULC Yfc/Y 

1996Q1-2004Q1 Differences -0.27 0.3 0.32 0.91 -0.23 0.23 

2004Q3-2017Q4 Differences -0.13 0.37 0.27 0.92 -0.17 0.17 

● Break date: 2004Q2.  

● After the commodity boom the elasticity is reduced by almost a half. 

● The mean values suggest that the effect of a redistribution on exports is minor in the second 

sub-sample.  



Structural breaks  

𝜕𝐶/𝑌

𝜕𝑃/𝑌
 
𝜕𝐼/𝑌

𝜕𝑃/𝑌
 

Private excess 

domestic demand  

𝜕𝑋/𝑌

𝜕𝑃/𝑌
 
𝜕𝑀/𝑌

𝜕𝑃/𝑌
 
𝜕𝑋𝑛/𝑌

𝜕𝑃/𝑌
 

Private excess  

demand  

  A B C(A+B) D E F(D+E) C+F 

1996Q1-2000Q1 -0.89 0.86 -0.04 -0.21 0.11 0.31 0.28 

2000Q3-2004Q1 -0.9 0.4 -0.5 -0.26 0.12 0.37 -0.12 

2004Q3-2008Q1 -1.14 0.36 -0.78 -0.2 0.15 0.35 -0.43 

2008Q3-2009Q1 -1.16 0.45 -0.72 -0.18 0.18 0.36 -0.36 

2009Q3-2012Q3 -1.52 0.38 -1.14 -0.16 0.15 0.31 -0.83 

2013Q1-2017Q4 -1.5 0.4 -1.1 -0.13 0.13 0.26 -0.85 

• The domestic demand is wage-led for every sub-period.  

● Once we have estimated each effect of aggregate demand in sub-periods, we can add this in order to obtain 

the total effect of a redistribution of income for each sub-period.  

Wage-led  

• The aggregate demand is wage-led since 2000.  

• The effect of a redistribution on economic growth is higher after the financial crisis due to the 

changes in the parameters and the composition of aggregate demand.  



Conclusions and policy implications 

• Our estimations show that a 1%point increase in the profit share would cause a contraction 
of internal aggregate demand of almost 0.44%-point and -0.5%-point if we take into 
account the multiplier effect. 

• Over the last 17 years, Chile has been immersed in a wage-led regime. 

• The policies that address inequality would have beneficial effects on economic 
performance. 

• Consequently, a labor reform that reaches an increase in the bargaining power of the 
working class, minimum wage policies, or labor union protection which would be expressed 
in an increase in the wage share, should encourage aggregate demand and economic growth. 

• In other words, improving income distribution would be consistent with faster 
economic growth. 
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Annex #1: Profits and consumption 

𝐶 = 𝐶0 + 𝐶𝑊 ⋅ 𝑊 + 𝐶𝑝 ⋅ 𝑃  

𝐶 = 𝐶0 + 𝐶𝑊 ⋅ (𝑌 − 𝑃) + 𝐶𝑝 ⋅ 𝑃  

𝐶 = 𝐶0 + 𝐶𝑝 − 𝐶𝑤 ⋅ 𝑃 + 𝐶𝑤 ⋅ 𝑌 

𝐶

𝑌
= 𝐶0 + 𝐶𝑤 + 𝐶𝑝 − 𝐶𝑤 ⋅

𝑃

𝑌
 

𝜕𝐶/𝑌

𝜕𝑃/𝑌
= 𝐶𝑝 − 𝐶𝑊 

“The Kaleckian assumption is that 

the marginal propensity to save is 

higher for capital incomes than for 

wage income; consumption is 

therefore expected to increase when 

the wage share rises”   

 

   (Stockhammer, 2008, p.4) 

𝜕𝐶/𝑌

𝜕𝑃/𝑌
< 0 



Annex #2: Profits and investment 
 

 

● We can define the profit rate as:  

 

 

 

  

𝑟 =
𝑃

𝐾
=
𝑃

𝑌
∙
𝑌

𝑌𝑓
∙
𝑌𝑓𝑐
𝐾
=
𝑃𝑠 ∙ 𝑢

𝑣
 

• Therefore the profit rate can be determined by the profit share and the degree of capacity 
utilization.   

• In the work of Bhaduri and Marglin (1990) they exposed that by not disaggregating the profit 
rate can lead to mixing the the supply factors (the profit share) and the demand factors (the 
degree of capacity of utilization). 

 

 

  

 

𝐼 = 𝑓(𝑃𝑠, 𝑢) 
 

𝐼 = 𝑖0 + 𝑖𝑟 ⋅ 𝑃𝑠 + 𝑖𝑢 ⋅ 𝑢 



 

 

 

𝑢 =
𝑌

𝑌𝑓𝑐
 

• Following the post-Keynesian literature (Rowthorn, 1981), the capitalist economies 
react differently depending on the level of capacity utilization. 

 

• We define the capacity of utilization as the ratio of effective GDP and GDP at full 
capacity: 

Annex #3: Aggregate demand and capacity utilization 

a. At full capacity (𝑢=1), output is taken as given and it is assumed that firms respond to 
variations in demand by altering the prices at which they sell.  

 

b. Below full capacity (𝑢 <1), it is assumed that prices are relatively inflexible and firms 
respond to changes in demand by varying the amount they produce.  



 

 

 

Annex #3: Inflation and aggregate demand 

Potential output growth and output gap (as % of potential output) 

(1999-2016) 

  Potential output Output gap 

  ICOR 
Production 

function 
ICOR 

Production 

function 

1999-03 3,8 3,6  6,8  4,6 

2004-07  4,1 4,4  2,4  2,0 

2008-13 3,8 4,1  2,3  3,2 

2014-16 3,6 3,2  4,1  4,2 

1999-2016 3,8 3,8 3,9 3,5 

Sources: Ffrench-Davis (2018). Based on Central Bank Data. 

• According to Ffrench-Davis 
(2018), there is an important 
output gap in the Chilean 
economy since the slowdown 
of 2014.  

 

• This output gap is almost 4% 
of the potential GDP, which is 
the second biggest gap after 
the asian crisis.  



Annex #4: Real unit labor cost and nominal unit labor cost 

 

 
𝑈𝐿𝐶 = 𝑅𝑈𝐿𝐶 ∙ 𝑃 

𝑙𝑛 𝑈𝐿𝐶 = 𝑙𝑛 𝑅𝑈𝐿𝐶 + ln (𝑃) 

𝑙𝑛 𝑅𝑈𝐿𝐶 = 𝑙𝑛 𝑈𝐿𝐶 − ln (𝑃) 

𝜕ln (𝑅𝑈𝐿𝐶)

𝜕ln (𝑈𝐿𝐶)
=
𝜕ln (𝑈𝐿𝐶)

𝜕ln (𝑈𝐿𝐶)
−
𝜕 ln 𝑃

𝜕 ln 𝑈𝐿𝐶
= 1 − 𝑒𝑈𝐿𝐶/𝑃 

𝑒𝑈𝐿𝐶/𝑅𝑈𝐿𝐶 =
𝜕ln (𝑈𝐿𝐶)

𝜕ln (𝑅𝑈𝐿𝐶)
=

1

1 − 𝑒𝑈𝐿𝐶/𝑝
 



Annex #5: Aggregate marginal propensity to consume 

 

 𝐶 = 𝐶0 + 𝐶𝑊 ⋅ 𝑊 + 𝐶𝑝 ⋅ 𝑃  

𝐶 = 𝐶0 + 𝐶𝑊 ⋅ (𝑌 − 𝑃) + 𝐶𝑝 ⋅ 𝑃  

𝐶 = 𝐶0 + 𝐶𝑝 − 𝐶𝑤 ⋅ 𝑃 + 𝐶𝑤 ⋅ 𝑌 

𝐶 = 𝐶0 + 𝐶𝑝 − 𝐶𝑤 ⋅ 𝑃𝑠 ⋅ 𝑌 + 𝐶𝑤 ⋅ 𝑌 

𝐶 = 𝐶0 + 𝐶𝑝 − 𝐶𝑤 ⋅ 𝑃𝑠 + 𝐶𝑤 ⋅ 𝑌 

𝑃𝑠 =
𝑃

𝑌
 

𝑃𝑠 ⋅ 𝑌 = 𝑃 



Annex #6: Average and Managerial wage bill 

 

 



Annex #7: Adjusted and unadjusted wage share 

 

 



Annex #8: Profit share and commodittie prices  

 

 
• The Correlation 

among the copper 
price and the 
unadjusted Profit 
share is 0.8 



Annex #9: Marginal effects in delevoping countries  

 

 Period C/Y I/Y Xn/Y 1 Multiplier 
Total 

Effect 

Chile 1996-2017 -1.2 0.4 0.35 -0.44 1.15 -0.5 

Argentina 1970-2007 -0.15 0.02 0.19 0.05 1.38 0.08 

Mexico 1972-2007 -0.44 0.15 0.38 0.1 1.11 0.11 

Turkey 1972-2006 -0.5 0 0.28 -0.28 2.21 -0.46 

Korea 1971-2007 -0.422 0 0.36 -0.06 1.82 -0.12 

China 1980-2007 -0.412 0 1.99 1.54 1.23 1.93 

South 

Africa 
1971-2007 -0.145 0.13 0.51 0.49 1.49 0.73 

India 1972-2007 -0.29 0 0.31 0.018 2.18 0.04 

Source: Onaran & Galanis (2012). 



Empirical Annex #1: Long-term relationship between aggregate consumption and classes incomes 



Empirical Annex #2: Different specifications for the investment function 

 



Empirical Annex #3: Different specifications for the intern price function 



Empirical Annex #4 : Long-term relationship between imports and the ratio of intern 
and import prices 

 



Empirical Annex #5 : Difference specifications for the export function 

 



Empirical Annex #6: Multiplier regressions (Investment)  



Empirical Annex #6: Multiplier regressions (Imports)  



Empirical Annex #7: Structural break test for the consumption fuction 



Empirical Annex #8: The consumption function in sub-periods 



Empirical Annex #9: Structural break test for the investment fuction 



Empirical Annex #10: The investment function in sub-periods 



Empirical Annex #11: Structural break test for the intern prices function 



Empirical Annex #12: Structural break test for the import fuction 



Empirical Annex #13: The import function in sub-periods 



Empirical Annex #14: Structural break test for the export fuction 



Empirical Annex #15: The export function in sub-periods 



Empirical Annex #16: Mean Values of the sample 


