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l. Secations of a Monstary Girculation.

Though the main body of any analysis consists in relations

between terms that themselves are defined by relations, initially

1t 1s necessary to assume or describe some objects or points of
reference. Here this preliminary work of assumption and deseription |

wlll consist in marking off sections of a monetary circulation,

but we would note at once
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10. Price and Process Indices. To Indicate correlations beﬁwaen

accelerations of the monetary circuits and accelerations of the
productive process, it is necessary to Introduce price and process
indices. The present section 1s s summary presentation of some
fundemental definitlions.

When any quantity, q4, of any object, i, 1s exchanged for

. any quantity, qJ, of any object, j, then 1t 1s always possible

to determine a ratilo, pij' guch that
qi = quij _ (19)

In any such cass, piJ ls the price per unit of the objeot, I,
and this prlce 1s measured in units of the ob Ject, 1.
Trensformations from prices measured in one unit %o prices
measured In another unit are ruled by the equations,
PyjPyy = 1 : (20)
(21)

PigPoe ®  Puy
a8 may be shewn rvadily by writing down the definitions of pji’
pjk’ Pgys On the analogy of equation (19), and then eliminating
in two ways the terms, A4, qJ, Q¢

Money 18 a medlum of exchange and & common measure of prices.
A medium of exchange 1s any object, from Homeriec hidea through
pieces of eight to digits 1In a banker's ledger, which under given
historical conditions regularly appears &s at least one term of
the vast ma jorlty of exchanges. A common measure of prices ias
had when all prices are expressed In units of the same object.

Wlth respect to equations (20) and (21), if the object, 1,

is money and if the objects, J and k, are different and not noney,




then by equation (20) the price of the objéct, J, in monetary units
is the reciprocal of the price of money in units of the object, hE
further by equation (21) the price of the object, k, in units of
the object, J, 1s equal to the monetary price of the object, k,
dlvided by the monetary price of the object, j.

Prices measured in non-monetary units will be termed real
prices; they are to be understood whenever a price 1s denoted by
using a double suffix. On the other hand, 1t 18 sup-rfluous to

money in
have a suffix to denote/monetary prices, which henceforth will

i’

be defined by the equation,

mg = Pyqy (22)
where g, units of any object, 1, are exchanged for my units of
money, so that the monetary price of the object, 1, is Py- Then,
the price of money In units of the object, &, is the reciprocal,
1/py; and the price of the unit of the object, j, in units of the
object, 1, is the quotient of the two monetary prices, pj/Piv 80
that equation (21) becomes

PyPyy = Py (23)
where pij 1s a real price and both py and pJ are monetary prices,.

As appears from equation (23), the resl price, Py 45 dutermines
no more than a ratlo between the monetary prices, Py and pj'
Hence monetary prices may all change while real prices remain
unchanged; further a change o: monetary prices may have two
components, a changse of real prices and a further changs of monetary
prices. 1In this case the second component, and in the former case
the total change, 1s a change in the price of money. Inflation is

a fall, deflation 1s a rise in the price of money.




The conaistency of prices 1s the consistency of equations
representing simultaneous exchunges in the same economy. Jl1f prices
are consistent, it is Impossible to obtailn directly or indirectly
from simultaneous exchange equations two different prices, say Py
and pi, for the same object, 1, KNow the consistency of prices
may be postulated by taking it ms s definition of the object, i,

80 that any apperent inconsistency is attributed to the presence
in the exchange of some further object, J+ Then, in reality pi
becomes a mlstaken expression for two prices, namely, (p; % pj)-
The price, pj, of the latent object, j, may be the price of special
services, of more agreeable circumstances, of pride of purse; it
may be the price of Information, of the use of agents, of trans-
portation; 1t may be the #fy price of exceptional initiative, of
foresight, of knowledge, of great acumen; or negatively 1t nay be
the price of lack of foresight, lack of initiative, of ignorance,
of gullibillity. Generically one mey say that pj is the price of

a lack of consistency, but it is always possible in any particular
tase to give a speclfic content to this generic interpretation;
otherwise 1t would be impossible to account for the difference in
prices, and it would be meaningless to assert that prices tend to
be conslstent,

The latter view, that prices tend to be uniform throughout the
sconomy though sctually they never attain uniformity, 1s the more
common one. It offers the advantaéd that the analysls of exchange
18 not loaded with latent objects and so in practical diecussions
1t 1s a preferable mode of statement. The forepgoing statement,

generdlity and
however, has the theoretical advantage of greater simplicity; and
1t 1s presupposed by the affirmation of & tendency to uniformity

which is no more than a tendency to reduce latent prices to a minimum.




If prices are consistent, the price of money is conslstent.

It follows that there 1s one price of money for the whole economy,
and that inflation and deflation are varlations in this one price
and so affect all prices monotary prices in like manner.

To deflne price and process indices, let DZ be any definilte
rate of payment, which In a first interval is DZ1 andnin a second
interval is DZJ, where DQZJ 13 the excess of the latter over the
former. Let z be any object sold in either of these two intervals
and pald for in the rete, DZ. Let p, be the price, q, the gquantity
s0ld iIn the fipst interval; and let (p, + dpz)‘be the price and
(qz * dqz) be the quantity s0ld in the second interval. Thuas,

wil, r‘if’tﬂ‘ o )
summing all instances of z, one has

DZi = Z P4, | "{24)
DZy = = (p, + dp,)la, ¢ dg,) (28)

2 -
D%z, DZy -~ Dy = 2 (p,da, + q,dp, + dp,dg,)  (26)

Let the price Indices and process indices of the two intervals

be Pi’ PJ’ DQi’ DQJ, and let the definitlons of these indiees
be the solutlon of the equations

P;DQy = Dz, (27)
P,Q, = DzJ B | (28) |
L T T T
DQy = Dq & DQ; SRR (30)
DQiDRy = =T q,dp, (31)
PiDRQy = 3 pyla, (32)




where, in gen-ral, the last two equations must be mere approximatdons.
It follows that the definitions of the Indlces are in themseives

no more than approximationa. The reason 18 not difficulty of obtaining

information about p,, dp,, 4, dq,, nor the fact that the prices may

have to be averaged, though both those difflculties also exist,

None the less even wilth perfect informatlon and no averaging, the

definitions of the Indizes remain approximate, unless the four sums of

Pz, pquz, qzdpz, dpquz happen to be a fourfold proportion; for

in fact these four sums are by the defining equations made equal

= 2 .
to P1DQ1, P1D q DQiDPJ, DPJD Qj’ which are a fourfold proportlon;

’
but there is nnjground to expect that the four summatlons wlll also
be in proportion. Hence equations (31) and (32) are only approximate
and 8o the definitilons are approximate.

Though for six unknowns there are the six equations (27) to (32)
8till the fourfold proportlon introduces a condltlon of conaistency

and 30 leavesa an infinity of solutions posaible. Hence solution

is by introducing any arbltrary base, say 100, as the value of Pi'

™ This determines DQ by (27); thence follow approximate determinations
o of DP, end Dsz by (81) end (32), and of P,x and DQ, by (29) and (30);
a check and adjustment of Py and nQJ follows by (28}.
The significance of the Indices 1s that 1t provides a differ-
entiation between Increments in prices and increments in quantit¥es
© sold as the rate of payment moves from DZ; in one interval to DZJ
./ in the next. The corrected value of DPJ indicates the price lnore-

ment, and that of DQQJ Indicates the quantity increment.

Thus, the condition that an increment in the rate of payment

(; o o ” - - ) o P:
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(o)

1s accompanied by a proportionate increment in quantitlies sold 1s
that DP 1s zero; on the other hand, the greater ls DP, the greater
is the 1inertia of the process of goods and services agalnst clrcult
aeccoelerations.

The process indices disregard all process change that has no
aggregate quantitative manifestation. Increments in one quantity
may cancel against increments In other quantities when the two
sets are of opposite sign. Similarly, changes in quality do not
appear in the indlices when the emergence of the new 1s balanced by

disappearance of the old., Hence D2Q is an increment per iInterval

In the aggregate of price-weighted quantitles.
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11, Systematic Costs and Profits. Price and process Indices

provide a method of denoting the concomiﬁance or divergsnce of
the productive process and the monetary circulation. It is now
necessary to consider the inter-action of the two and, to begin,.
it will be well to consider certain general phenomena of parti-
cular Importance in a "capitalist" economy.

Systematic costs and profits are costs and profits in much
the same sense as forced savings are savings, that is, they bear
an Important relation to costs and profits in individuasl units of
enterprise but they are variables not of any individual unit but
of the total situatlon In any exchange economy. Thus by systematic
costs and profits are moant neither the costs and profits of the
accountant nor sgain the windfall profits and losses of the equi-
1ibrium analyst. For the accountant costs and profits are a
division of payments made with a relation to payments received.
For the equillbrium analyst windfall profits and losases are
accidental variations In the distribution of the receipts of
industry and commerce. On the other hand, systematlc costs and
profits are a division of aggregate initial payments to factors
of production, and the davislon is hased upon the tendency of

the products to effect an acceleration of the total economy.

The significance of this division is that the reaultant acceleration

tends to & reduce and in the limit to reduce to zero whatever
systematic profits may huve existed.

The aggregate of inltlal payments In any interval 1s the sum
{DO' + DO") which 1s 1dentical with total income (DI' & DI").

Systematle profits are defined as K.DO" where K has any value in

- )
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the range 0 to 1 inclusively, and is defined as ths fraction of
surplus initial payments made with respect to surplus products
which are supplied not to replace or maintain worn out or obsoles-
¢ent equipment but are increasing the capacity and efificlency of
01d units of enterprise or fitting out new units.

Now systematle profits have a twofold significance. Firat,
with regard to the monetary circuits, it is plain that to meintain
rates of payment at their acquired levels total income has to be
spent elther in itself or in 1ts equivalent: were DE!' & DE" to
drop permanently behind DO' # DO", there would result a continuous
contraction of the pwes circulatory process until 1t was reduced
to zero. However, 1t makes a notable difference whether totﬁl
income is being spent for basic products and the mainteance and
replacement of capltal equipment or, on the other hand, there 1s
over and above that expenditure an element, K.DO", which purchases
additional capital equipment. To begin, there is the psychologlcal
difference: In the former case psople ars merely making a living;
not matter how high their standard of living may be already and
no matter how much they are adding to 1t, still they are adding
only to thelr enjoyment and not to their ownership of industrial
and commercial wealth sources of wealth: this runs counter %o
current ldeas on the "successful man" who can emerge only when
there 18 in lIncome an clement, K.DO", which ministers to the
increase not only of living standards but as well, over and above
8ll Increase of living standards, to the increase of ownership of
means of production. Besides this psychologicel difference, there
is a monetary difference: K.DO" yilelds an ejual K.DI"; now there 4s

no necessity thut the reciplents of K.DI" should also be the
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_involves a decrease of K a3 the portion of surplus activity devoted

spenders of K.DI"; the continuity of the circuits at thelr acquired
lovels is assured as long as DD" remains zero, sc that the recliplents
of K.DI" may devote this part of their income to the purchase of
redistributive goods, to real estate or stocks and securitles, fo
augment thelr f£iraneial prestige or to increase their financial
power, as long as this subtraction from the circuits 1s balanced

by an equal and opposite movement from the invesitment market to

the purchase of surplus goods and services.

Besides the psychological and the monutary significance of
systematie profits, there 1s also a real significance. The products
generating systematic profits fit out new firms and expand old
firms. In so far as this constitutes a net increment of capltal
equipment, by over-balancing the effects of the current rate of
ligquidation of units of enterprise, the productive process tends
to sccelerate In long-term style. In so far as the net increment
occurs in surplus units, the surplus stage is due for acceleratlion
Immediately and the basic stage 1s due for a stlll greater acceler-
ation ultimately. In so far as the net Increment occurs in basie
units, the baslic stage 1s due immediately for an acceleration.

However, these real effects of systematic profits have a

repercussion on systematic proflts themselves, 1In the long runm,

a8 hes been shown, the asceleration of the productive process

to malintenance and replacement increases with increasing capltal
eguipmbt< L Bht Bostdesthila Yofig«tirmiaf focty_therd_is an Ammedidte
b LR UPOR-the _retlo~of efiteRatid-piOftts o £6bal tnEdme
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and unless the expansion of the surplus stage is mere blundering,

equipment. However the movement towards this ultimate position
18 full of interest. Let H be the ratlio of systemstic profits
to total income, so that

H = K.DO"/(DO!' &+ DO")
or

H/K = Do"/{DO!' s DOY) (33)
If now we follow through the emergence and developmsnt of a
long-term acceleration, we find a first perliod in which H 1s
increasing, a second period in which H is decreasing, and a
third perlod in which H 1s zero. As the long-temm acceleration
begins, DO' 1s constant but both K and DO" are increasing;
H Increeses as does the product of K and DO" in the numerator
with a slight drag because of the presence of DO" in the
denominator. Purther, this first period lests as long as DO"
13 Increasing more rapldly than DO', that 1s, as long as the
effforta of the surplus stsge are more on equipping the surplus
than the baslc stage of the process; for then H is stil]l Increesing
though less and less rapidly as DO!' approaches the rate of
acceleration of DO". However, every increment in the surplus

at least
stage stands/point-to-llne to increments in the basic stage

gooner or later DO! will begin to increase more rupddly than DO"
while at best K 1s conatant. Then H begins to decrease, and the
more successaful the expunsion of the btasic stapge, the more rapld
the rate of decrvase. Finally, K begins to decrease, a3z the surplus
stage hasks to devote more of its efforts to mure maintenance and
replacement; and A1f the long-term acceleration works ltself out

K returns to zero and H hus to reach zero shead of K.
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- The single condition to this movement (1f we abstract from
the favourable balance of foreign trade and from def icit govern~
ment spending, which will be discussed later) 1s that there does
not supervene a rate of li-uidation of old or new firms to eliml-
nate from systemat ic profits their tendency to accelerate the
productive process. Thus there is posaible a dynamic situatlon
in which the surplus stage of the process is yielding capital
equipment that gvnerates systematic profits but not ylelding
an aggregate increment of consumer goods that reduces the ratlo
.of systematic profits to total income. This situatlon 13 most
easlily verified In an Industrial revoiutioh that is the work of
"new" men: because an Industrial revolution 18 in process, the

new cupibal equipment 1s simply displecing old equipment; because

the industrial revolutlon i3 the work of "new" men, the displacement

of 0ld equlpment occurs not as a cost of obsolescence on exlsting
firms but as fresh Llnvestment constitubting the emergence of new
firms. On the other hand, the more industrial and commerclal
enterprise 1s in the hands of vast corporations which by thelr
command of talent sud resources stand in e virtually impregnable
position, the less would seem the possibility of evading the
effects of variations in systematic profits by a concomitant

rate of liquidations.,

Further, 1t mey be noted that it would be sabsurd for the
gr<at corporations to attempt to'plan an eliminatlon in the varia-
tions of the ratio of systematic profits. For while the planning
itself would be possible, perhaps, the objective of the planning
would be manifest stugidity: what woﬁld be planned would be a

steady flow of surplus products that did not yield thelr 1ncremeﬁt




in baslec products; it would be a matter of devising better
machinery and more efficient organization, of effecting both,

and then of using them as though they were not better than what
already exlsted. It would be & planned economy in which the idea
of the plan was to effect a maximum change in the surplus stage

while keeplng the baslic stage ln a relative status quo.
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10, The Croas-overs. The distinctlon between the two c¢ircults

involves a cross-over from basiec outlay to surplus income and from
surplus outlay to baslc income. It has been argued that unleass
these two cancel (DG = O0) the process is apt to be submitted

to an expansion of one circult and sm a contraction of the other.
We have now to Investigate the conditions of thelr cancelling.

Let all recipients of income, whether basic or surplus, be
divided Into groups of n, members sach. Let each member of the
same group receive approximately the same income per interval, oy,
and devote the same proportion of income, g;, to expendlture at
the basic final market. In any later 1nterval let the situation
have changed to the extent that in group, i, numbers have Increased

by dni, Income per interval by do;, and the proportion of income

devoted to baslc expenditure by dgy. Then basic income per Interval,

DI', and the increment of basic income per interval, DBI', may be

gxpressed as summations with respect to all instances of the groups, 1.
pI' = 3 g,oun, (16)
2
DeIt = :§Z(gioidni + o,n,dg, + n,g.do, ¢+ g,do,dn,

+ o03dnjdgy + nydgjdoy + dg4dosdny) (17)
If DI' 1s visuallzed as a rectangular solld, then DT may be
visuallized as the elements added to expand the rectangualar solid,
three plates added to three faces, three bars added along three

edges, and a little cube added to the corner.




- consumer goods and services,

To estimate the relative importance of the various components
of D°I' one may note the following. As one passes from group to
group one finds that as 0y increases, ny decrenses and also 8y
decreases: the greater the income, the fewer that receive it and
the smaller the proportion of it spent on consumer goods and services,
With regard to the increments, dg, 1s always quite small since
it 1s & change in & proper fraction, dn1 may be quite large as
employment Increases of or decreases, and doy may be extremely
large amounting In the aggregate to billions of dellars as an
economy moves from the peak of a boom to a slump or from a slump
to an all-out war effort. Further, dgi 18 usually opposite in
8lgn to doi: savings Increase somewhat more rapidly than aggregate
income; however In the highest income brackets changes in income
are apt to be cancelled by the opposite changes in dg4, while as
income decreases this tundency is more and more reduced until in
the lowest brackets the effect of xax increased rates of savings
may be small. Hence, for notable changes in basie income, one
has to llok look to the factors gioiggéizgienigidoi and, with
respect to these two, one may discount/increments to income in

or can manage
groups which already are spending all they intend/to spend on

Now the condition of cross-over eguilibrium (DG = 0) may be
written from equation (11} in the form
Do'/po* = (1 - G')/G! (16)
where
DI = (1 - a')(D0' & DOM) . (9)
Hence when the ratlo, D0O'/DO" 1s decreasing, G' has to increase,

end when DO'/DO" 1s incressing, G' hasto decrease to satisfy the
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1l. Trends. Trends are determlnate relations between successive

intervala. Two types of trend are considered: process trends and
circulation trends. Both have the same ceneral form, namely, on
coertain suppositions with regard to intervals 1, 2, 3,... 1, J,ese
n, the quantitative process of =zoods and services or the circulatory
process of paynents and transfers behaves in such and such a fashlon.
Nine classes are distinsuished in each type of trend; names of the

classes and thelr definitions are to be had in the following table.

Process Trend: DQt DQ"

Circulation Trend: DM' DN

Level: 0 0

Baslc Expansion: ¥ 0
Surplus Expansion: 0 +
Obmpound Expansion: + +
Basic Contractlon: - 0
Surplus Contraction: 0 -
Compound Contraction: - ;

Baslc Disegqullibrium: - ¥

Surplus Disequilibrium: + -

Thus the nine process trends are deflned according ﬁs process
indices DQ' and DQ" are zero, positive, or negative. Similarly,
the nine circulation trends are defined according as circult
increments in the quantity of money, DM' and DM", are zero,
positive, or negative. In each caose the nine classes are

complete enumerations with respect to all possible values of
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two variables., If over a serlies of intervals, DQ!' 1s zero and
D" 1is posltive, the process trend is a surplus expansion. If
over a serles of Intervals, DM! is nesative and -DM" 1s positive,
the circulation trend 1s a basic dissquilihrium.

To complete the definltions of the process trends, it 1s
necessary to specify the meaning of D' and D", Let then DQ!
be defined by the rates of basle expenditure, DE' and DEJ, in
any two successive intervals, 1 and J, Let DR" be defined by
the rates of surplus expenditure, DE} and DE%, in the same two

successive intervals. Wti With DE}, DEj, DE! DE" determinate

-j!
with respect to prices and gquantities, calculation of D' and
D" proceeds as outlined in equations (83} to (91l) in the preceding
sectlon.

It 1a to be observed that process trends are mereiy functions
.of ageregate welghted quantitles sold at the basle and the surplus
final markets. Differences that do not aprear In the process
indices do not affect the trend. Hence 1f one quantity Increases
and another decreases proportionately to the respective weishts,
Indices which rezard aggresates are unaffected. Accordingly any

amount of jualitative change may be moines on wlithout any change

of trend. It follows that the process lsvel differs enorm-usly

- from the neo-classlcal statlonary state. The latter 1s a pattern

of unchanging routines. But the prdbess level, at least in
theory, 1s compatlible with an Industrial revolution moving along
in a stralt Jacket.
The circulation trends are functions of changes in the quantity
of money avallable In the basic and the surplus circults. Thelr

general character may be deduced from the circuit equatlons.
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However, 1t will facllitate the courae of such a deductlon to
set down at once a few general theorems; a) there 1s-a concomi-
tance of variations in initlal, transitional, and final payments
of uniformly s;ecified types; b) the rates of ahsorption, DA' and
DA", are no more than incldental adjustments: ¢) with D%S! st
ze@ro ov.r a gserles of intervals, DS' may be positive, zsro, or
negative over ihe same series of intervals; and the sime holds
for DRS" and DS?; d) the difference between turnover differences
of Lransitlonal payments made and turnover differences of trans-
ltional payments received 1s an adjustment factor; e) turnover
frequencies ame resultant, and not Initlating, factors of acceler-
ation.

Flrst, there 18 a concomltance of variatlons In inltial,
trazsitional, and final payments of un.formly Specified types.
The ground of the concomitance lies in the defi:itions of the
terms: transitlonal payments are initlal payments in a process
of double sumnation; final paymsnts are initial payments at the
end of the double summation. Any one of the three may begin to
move out of step, but unless the others follow, then 1t has to
revert to 1ts original level. There will be lapgs proportionate
to the productlon-and-sales perlod between different rates.
Trensitional movements may chanme thelr rcute so as to lnvolve
more or fewer transitional payments, and so give greater or
lesa agsregates of transitlional payments. But apart from inci-
dental x& differences of such a nature, varlations are concomi=-
tant. There cen be no systematic divergence over a series of
Intervals with one rate increasing and another zaxa constant

or decreasing.




Secondly, the rates of absorption, DA' and DAY, répresent no
more than incidental ad justmenta., They were defined by the equations,

DA' = DI' 4 DD' ~ DE! (67)

DA" = DI" & DD" - DE" (68)
¥ow DI' and DI" represant money earned per intervel; DE' and DE"
represent money spent per irtervsl; if DD' and DD" wers defined as
the excess of moreyspent and not earned over mouey earned and not
éarned per interval, then DA' snd DA™ would always be zero. It is
desirable, however, to define DD' and DD" in terms as of savings,
and not to count as savincs the monsy earned at the end of one
Interval and srent at the besinning of the next. Thus, DA' and
DA" represent the excess of the carry-over from this interval
' to the next over the carry-over from the previous to the present
interval. As such, they are not systemstic factors in a trend
but incidental ad justments.

The third theorem follows immedintely from definitlons.
DS' 1s a turnover sum, D23 18 a turnover difference. As long as
DS!' 1s the awme intervel after lnterval, D%3' will be zero. The
same holds for DS" and D9S",

The fourth theorem repsards the sirmnificance of T! and T

which are defined by the equations,

Tv = DRt . DA " (93)
1 = D" - DN (94)
508 2 C
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Now DRT and D°t do not refer to the same turnovers. This mey
be seen by inspecting the followdng eguatlons and checking by
equatizns (24) and (36).

n n

Doy T = S (P, = Tyyy) (53 & 22)
L %? 1y - 7L |

M

(95)
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[
Lo

i

3
i
O\—'

where the constant, K, has been omitted and the limlts result
from the fact that

On the other hand, sincs

dby; = Yz - bt - (32)
it follows that

where n' 1s written for {n + 1) and K again 1s omltted. Hence
with respect to three successive Intervals, D®R and DBT refer
to the last turnovers of the first and second, while th, DBO,
and D28 refer to the first turnovers of the second and third.
For turnovers, 0 and n, are the last turnov.rs of the first and
second intervals, while turnovers, 1 and (n 4 1}, are the first
turnovera of the seceond and third intervals.
With resard to T' and T", then, on the supjosition of synchronized
turnovers and & constant acceleration, the difference between
turnover differences of transitlonal payments, D°T and Dgt,
will be always zero. Without synbhronized turnovers but wilth
constant acceleration, T' and T" tend to zero as a statistical
average. Finally, in so far as the acceleration is chenging,
T1 and T" tend to some positive or nesative jyuantity as statistical
aversres, However, chanres of acceleratlon are incidental adjustments;

they are not trends but intensifications or reversals of trends.
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The fifth theorem 1is that changes in turnover frequency ars
resultant rather than iuitiating factors of acceleratlon. Granted
an acceleration 1s In prosress, one may expect a greater efficiency
of produaction and ssles to supervene and Intensify the acceleration,

For with the accelerarion In progress, Opportunities to introduce

lmprovements multiply and selline ds strong. On the other hand,

without an acceleration in propgress, opportunitles to introduce
Improvements are restricted while the weakness of sales diseeuwrases
expensive-modificatlons prevents the nreater efficlency in selling
necessary to convert shorter production periods into shorter
turnover perlods. Finally, in a deceleration of the process one
may expect turnover frequencies to diminish; sales are falling;
and reduced rates of production prevent the most efficlent use
of mesns of production,

To turn now to the cireulatlion trends. It has been shewn
already that

DNY - DAY

[}

DR! & DO (71)

3]

D" - DA" DR 4 DM (72)
Since the two equations are similar, one may discuss thelr impli-
cations without distinguishing between basie (') and surplus (%)
rates. On the suppositlon that DM is positive over a serles of -
intervals, then, slnce DA 1s an inc.dental factor and since DR
and D=7 keep pace, 1t follows that hoth D®R and DZT will be posli-
tive over the series of intervals; agéin, 1f DM 1s negative, then
DR and D®T will be both nesative; and if DM is zero, then D=R

and D<T will averare zoero.

The concluslions hold no matter what the reason for DM being

positive, zuro, or negative. It may be any solution of the

° )
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equations defining DM' and DM", namely,

Dn DSt & DD' &+ DG

1]

DN DS" ¢ DD' - DG | (14)
end s0 an acceleration of the circulation may be due to excess
transfers to supply, DS, to excess transfers to demand, DD, or to
a croas-over difference, DG. The relative importance of ﬁhe
three 1n effecting sccelerations of the ecireult may bYe estimated
as follows. With DD', DD", DG each at zero, entrerreneurs are
recelving back thelr agprecate outlays (including the payment of

profits to themselves). In such a situatlon, demand is neutral

and prices may be termed normal. On the other hand, with DD',

.DD", DG above or below zero, there is a strensthening or weakening

of aggrevate demand independently of suﬁply; demond 13 not neutral
but asits for more or for less; and since this asking is independent
of supply, 1f can effect nothing but an upward or downward movemeht
of prices (unless it is very slight and met out of inventorles).
Now the upward or downward movement of nrices will stimulate at
once the whole serlies of apeculative producers to increased or
decressed scales of operatlon and, in the maln, such changes in

the scaele of operations involve excess transfers from or to the
redistributive function, 1In current practlce chenves in the
quantlty of money in the circuits are chantes in the volume of
short-term loans; and short-term losns sare made not Eo purchesers
but to producers; they affect not DD' and DD" but DS' and DS".

It would seem that in general D' and DM" depend on DS' and DS",
while the role of DD', DD", DG is to act as stimulants to the

scele of opuratlons of agents of supply.




‘By combining equations (65) and (93), {66) and (S4), one
obtains the correlations of turnover differences in the form,
D°R' + D' = D% 4 T ,(95)

DRRF &+ DRS" = DRt 4 (o8)
C‘tiﬁub&t& a.lm'e. .

- Where T! and 9" are adjustment factors tendingrio-werd-nie

&t&tiaiﬁaﬁiraxerhg%v Since the equatlons are simllar, the argu-

ment may disregard the distinction between basic (') and surplus {").
With DS at zero over a serles of intervals, DR and DPO tend to

be equal., But with D28 at zoro, DS 1s constant Interval by Interval;
so that

however this constant may be positive, zero, or nepative; hexes

DR and D20 tend to be equal widher whether increasing, averaging
zero or decreasing. Hence with D2S at zero, accordins as DS 1s
positive, zero, or nemative, one has DQR, DQT, th, and D90
simllarly positlive, averasing zero, or nepative. The circulation
is expanding, 1luvel, or contracting interval after interval.
Entrepreneurs ars recelving back in final payments {(and transitional
paymenvs) all that they are spending in initlsl payments (and
transitlonal payments); no matter how great the asgresate lncome
they are paying to themselves, it keeps coming back. To intensify
or reverse any such trend, DD', DD", DG may providé stimulat lon,
but, in the maln, the work will be done by a positive or negatlve
D23 which effects a change in DS.
Sﬂzﬂé¥/%ha/€véahent«§ﬁad&galtﬂﬁithftufﬂgﬂ&xﬂéyﬁﬁaren&aa-
Now te Mo espmldeped dre bhe s Yurporerquma ~DO4, DO NDRL, DRV
ThHeafirst~rodnt\bovbo_considered te~thelrp~poiation to~the A\rngvem
Li{rPrencas N EPRLNDAR! , BE D20 _Phe dabion,~ibons Neberning
thﬁni;ﬁ{gpeneﬁ,beﬁweenfbhe*agEn9ﬂﬁt&&ﬂig;ggguﬁ¢anaféwﬁ“dnﬁ¢H$
saecesslro~trderyals, Thisudy-Se—seembBy dnaectingy the~P6 1l owtug.




FETTp e

S

St gy

S0 far the argument has dealt with turnover differences. One
now has to ask how do DO', DR', DO", DR" hohave when with DM posi-
tive, zero, or negative interval by interval over a series of
intervals, DQH, DBT, th, D=0 are slmilarly positive, averaging
zéro, or negative. HNew Immed lately one notes that DO and DR
rre turnover sums and so vary eithor from variat ion in turnover

magnitude or from variation in turnover frequency; thus because
n
Dot = zi Zl 1, (46)

DO' may be srester eitner becnuse instances of 131 are pgreater

L

Oor because there are mors instances: and there may be more instances
of "J" from increas.inp turnbver frequency, or more irstunces of
"i" because additional new units of onterprlse exceed liquiudated
units; and In the latter case the turnover frequency of the
additional units may raise or lower the existing average frequency
Per unit of turnover masrnitndsa

Now wlth respect to change of turnovenr marnitudes, which
includes the excess, positive or nepative, of new units of enter-
prige over lijuidated units, the utn turnover differences DQR,
DBO, etc., sive iInformation only on the first and last turnovers
of each interval. However, wo have a source of information with
g regard to intermediate turnovers frem 1in the conclusion that,
in the mein, DM' resulted from DS' and D™ from DS". PFor DSt
and DS" are also turnover sums, double sunmat ions of my 4, which
Is the diffurence between payments made In the later turnover
and payments received in the earlier turnover with respect to

all turnovers. For DS to be rositive, zero, or nepative, interval

by interval over a series of intervals, means that the agrregate




L1

of turnover magnitudes during an intervel are above, Or at, or
below the average of the previous Interval. Hence DO!' and DR',
DO" and DR", as far as turnover macuitudes are concerned, have
their trend determined as increasing, averaring zero, QT decreasing
accord.ng as DM' and DM" respectively are poslitive, zero, or
negative.

As to the chanse in turnover frequencles, the chanre in the
general average from the replacement of new firms by old firms
bj new firms and the emercence of additlonal new flrms cannot be
determined gencrally. On the other hand, as arsued previously,
there shuuld seem to be a tendency for turnover freouency to
indre&se during an expansion but be hampered and decrease during
s contraction., However, the expansions have to be hoth process
and circulation expanslons and, simllarly, the gontractions have
to nold in both orders; for turnover frequency is a matter of the
efficiency of both production and sales. In situations that are
neither double expanéionsn;; double contractions the probabllities
of change in turnover frequency are less determinate: & circulation

level 1s less lncomputible with change
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Granted the existence of both demand and supply funstions
valid with respect to aonerete condltlona, there remains the
qu.stion of solutiona, Now no solution exists, there 1s no
exchange, no prace, and the quant ity sold 1s zero, if with respect
to any determinate quantity the most offered by the most eager
buyer 1s less thun the least required by the most eager seller,

On the other hand, solutlons exist if the most eager buyer

offers more}ginat least as much as the Qe most eager seller
reﬁuires. Howsver, the postulate of consistent prices admits
only one solutlon; further, the same postulate requires the
¢liminatlon of the prices of all objJects diatinct from the objects

of the class, 1, so that the one solution required by the pos-

tulate 13 a minimum price. But a minimum price is had
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8ager buysr ig greater than the least that the most sager sellep

18 resdy to take. Further, on the postulats of consistent prices,
there wil) pe only one Sclutlon or one common point to the two
functions, ang a8 prices of 1gnorance, gullivility, etc., are

eliminated, this solution lles 1in the reglon in which the least

8) The Nature of Prices. ILet the term, valuation, denote any

8PbLreciation on any grounds of iny ohject. Let g Comparative

regarding Py, and k 1s By
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