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Households Firms Banks Sum
Balance Sheet
Capital stock +PK +PK
Deposits +Hp +Fp —Hp — Fp 0
Loans —Fy +F7, 0
Sum (net worth) Vi, Vi Vs +PK
Transactions current  capital
Consumption —PCYy, +PC —PC, 0
Investment +PI —PI 0
Accounting memo [GDP] [PY]
Wages +W -w 0
Interest on M +rpHp +rpFp —rpHp —rpFp 0
Interest on L —rpFy, +rpFy, 0
Financial Balances Sh II —PI Sh 0
Flow of Funds
Capital Stock +PI +PI
Deposits +HD +FD ,HD — FD 0
Loans —Fp, +Fy, 0
Column sum Sh II Fp,—Hp—Fp +PI
Change in net worth Sh II1+ PK — 6PK Sp PK+ KP

Table 1: Balance sheet and transactions flow matrices for Keen 2011 model.

From the table above, define the following flows of income:
Y/ =W +rpHp
Y{*=U=PY -W —r,F+rpFp

szn = TLFL —TDFD —TDHD

(household income)
(firm income)

(bank income)

Similarly, define the following flows of expenditure:

Yt = PCy, (household expenditure)
Yt =PI (firm expenditure)
Y8 = PG, (bank expenditure)

The budget constraints for each sector are:

(W +rpHp) — PCj, = Hp
- PI=Fp—F
(’I“LFL—T‘DFD—TDHD)—PCb:FL—HD—FD

(household budget)
(firm budget)
(bank budget)



Rearranging the terms in the budget constraints we find that for households

PChZ(W+TDHD)—HD (10)
Yyt =Y," + (~Hp) (11)
household demand = household income + change in debt of households to banks (12)

Whereas for firms we have

PI =T+ (Fy, — Fp) (13)
V" =Y{" 4 (FL - Fp) (14)
firm demand = firm income + change in debt of firms to banks. (15)

In other words, for the combined private sector without banks we have
PCy + PI = (W+7“DHD)+H+(FL—FD) —HD
Fin =Y+ FrL— (Fp+ Hp)
firm and household demand = firm and household income
+ change in debt of firms and households to banks.

Conversely, for the bank we have

PCb:(T’LFL77‘DFD77’DHD)7(FL7HD7FD) (20)
Y =Yy + (Hp + Fp — Fp) (21)
bank demand = bank income + change in debt of banks to firms and households (22)

So we arrive at the conclusion that in a two-sector economy, where sector A consists of households
and firms and sector B consists of banks, both statements

demand of sector A = income of sector A + change in debt of sector A to sector B (23)

demand of sector B = income of sector B 4 change in debt of sector B to sector A (24)
are correct. However, by adding all the budget constraints together, we also obtain that

(W+TDHD)+H+(T'LFL—TDFD—TDHD)ZPCh+PI+PCb+HD+(FD—FL)+FL—HD—FD

PY = PY (26)
aggregate demand = aggregate income (27)



