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7 ter, Classes of Payments, In ény economy, with a degree of

development beyond that of primitive fruit-gathering, it is possible to

verify the existence of a productive process with one or more surplus

stages, a basic stage, and an emergent standard of living. Equally may
one verify the facts that as the emergent standard of living is consumer
to the basic stage, so the basic stage is consumer to the lowest surplus
stage, and similarly up the hierarchy of stages. Again, in each case_.
this rate of consumption stands, with due allowances, as a double summa;
tion of the activities constituting the product to be consumed. Finallj,
while each higher stage is for the long-term acceleration of the next
lower stage, the basic stage is for the standard of living, ana the standard
of living for its own sake,

These differences and correlations have now to be projected into
their monetary correlztives to set up classes of payments, Thus a restric-
tive supposition is introduced into the argument. The productive process
is now to be envisaged as occurring in an exchange economy, It will be
supposed to be an economy of notable size, complexity, and development, with
property, exchange, prices, supply and demand, money., However, to obviate
considerations irrelevant for the moment, it will be convenient to suppose

that foreign trade and foreign payments do not exist; and this supposition

L4

is to be maintained until notice to the contrary is given.

The supposition of an exchange economy is a supposition of a relation
j to salcs. Thus along with the productive process of the exchange econony

j C in a given geographic area, thers may exist other productive processes.

Any individual may set up his own Robinson Crusoe economy in which he is
I both monopolist seller and monopsenist buyer in transactions which occur
i , only in hls own mind. One may go to a barber or shave oneself. One may
|
|

live in maximum dependence upon the goods and services of the exchange
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Circulation Analysis: Revised Diagran
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The Rovised Dragram

The basic circuit starts from outlay (0') on the far right,
moves along basic receipis (IR') t . the basic transitional
¢.vision of receipts (TR'), where iL is cushioned by additions
or subt.actions from the central redistributional area (CR)
whience 1t woves along (fI') to basic income (I'), and thence along
f1'ot to basic outlay, where 1t may be increased by a posib1va'-
contribution from Clt along fS' or, on the other lhand, decreased
by the payment of a loan,

The surplus cirecuit starts from outlay (o") of the ftar right,
moves along surplus receipts (fp") to the surplus redistributional
area (TR") where it may be augmented by contributions from the
central redistributional area (CR) wr diminished by payments
to 1t; thence 1t moves along riv te I" and thence, in part, along
fInor to surplus outlay (o") where it may be inoreased, or on
the other hand diminished along fSn,

over and above these circular movemnts there are the
crossovers; 1[to" from basic to surplus Jor the maintenance,
widening, and deepening of basic producers goods and services;
and fIvQr for the standard of living of ontremours and workers
in the surplus circuit,

Wiien there occurs a crosscver difference, then one circuit
18 accelerating by decelerating the other, The result is a
very serious diseqguilibrium, and the longer it lasts the nore
deleterions are its coﬁsequences. Lot us represent the crossover
difference by t¢ (= fr'o® - fIro')., Then, once crossover
equilibrium is attained, the condition of continued equilibrium
will be fG = 0,

Again, let the basic propensity to consume, to invest, and
to $u:o° be respsctively: ct', it', 8!, Now s'i* will be & component
moving to CR along fpt, so on the supposition that D' still
remains a positive total, then

£1t = (er - it){fR* ~ £D?)

f110! cr(fut - fnl)

firon 1|(fﬁr - th)

Similarly, in the surplus circuit

fn = (cn - 1n)(fRn - fDn)

rIrgr = cn(fpr - fpn)

fingn = 1n(fRu - fnn)

Should it happen the fb» or £D' happen to be a negative quanity,

L]
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qign in these equations changes, ‘
the s1§
0 ) l..‘\"l
e

A - A T TN




R e I

The Revised Diagram

The basic circuit starts from outlay (0') on the far right,
moves along basic receipts (fR') t . the basic transitional .
d.vision of receipts (TR'), where il is cushiloned by aduitions
or subt.actions from the central redistributional area (Ci)
whence 1t moves along (fI') to basic income (I'), and thonce along
f1to' to basic outlay, where it may he increased by a pOSiGlVB:
contribution from Cit along fS' or, on the other hand, decreased
by the payment of a loan,

The surplus circuit starts from outlay (o") of the far right,
moves along surplus receipts (fR") to the surpius redistributional
area (TR") where it may be augmonted by contributions from the
central redistributional area (CR) wr dirinished by payments
to it; thence i1t moves along rI" to I" and thence, in part, along
fIng" to surplus outlay (C") where it may be increased, or on
the other hand diminished along fgv,

over and above these circular movennts there are the
crogsovers; IrI'Q" from basic to surplus ror the maintenance,
widening, and deepening of basic producers goods and services;
and fIvor for the standard of living of entremeuré and workers
in the surplus circuit,

When there occurs a crosssver difference, then one circuit
18 accelerating by decelerating the other, The result is a
very serious disequilibrium, and the longer it lasts the uore
deleterious ave its coﬁaequencea_ Let us represent the crossover
difference by ftg (= fyrror - fino'), Then, once crossover
equilibrium is attained, the condition of continued equilibrium
will be £G = 0,

Again, let the basic propensity to consume, to invest, and
to be respectively; cr, it, st, Now stit will be a -componaent
moving to CR along tpt, so on the supposition that fp' still
remains a positive total, then

£1t = (et - 1v)(fR' — £D?)

£yt = cr(fnv - fnu)

fIton = 1r(fnr - fDl)

Similarly, in the surplus circuit

fin = (cn - 1n)(fRn - fDn)

fingr = cu(fnn - fDu)

fyingn = 1n(fRn - fDn)

Should it happen the fht or In' happen to be a negative quanity,

the sign in these equations ochanges, }
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dQ'/qr read: [5@2/22 and
%{ where
A

Zy is a weighted Y/{p' and Z, is a we
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11, The Cycle of the Productive Process,

or less necessary successlon of phases,

intervals in which certain defined characteristics are verified,

NGy /2 respectively,
thtsd T+ /pn

By & cycle is meant a more

By a phase is meant a series of

By &

cycle of the productive process is meant a concatenation of phases defined

by relations between quantity indices and thelr increments,
vable explores the possibility of different types of phases,
aQ/Que di1/Qt - dQﬂ/Qll =

8Q%, &t - QR -

X, , Uﬁapécifiéd. Surplus

hdvantage
11, Neither
negative,

Surplus
¥xpansion

II11. poth

Surplus

Proportlionate
Phase

Proportionate
Frpansion

Proportionate

The following

dQ"/Q“-‘-'-dQ'/Q' B

. Basic
Advantage

Basic
Expansien

Basgic

negative Contraction Contraction Contraction

Both zero

L T

Static Phase

-

V. One positive &
one negabtive

Yixed » -em
Phase

Mixed
Phase

The foregoing is simply a complete List of possibilities of given type.

The main criterion of division is derived from the relation between basic

and surplus accaleration, - In any given interval dQm/Q" must be greater

than, or equal to, or less thaﬁ dQt/Qt, If one does not gspecify whethsr

y,

dQ' and dQ" are positive, Zero, or'negative, one has three gensric types

of phases named respectively the surplus advantege, the proportionate phase,

and the basic advantage. If however one specifics that nelther dQ' nor

dQ" is negative, Inie-scé@ {Bat at Yoapboneris voslhiye, the phasc is
respectively a surplus expansion, a proportionate (.axpa.nsion, or a basic

expangion, On the other herd, if one specifies that neither dQ! nor d4Q

is positive, igggggzggmsd/that«a%LlﬁgabzwnZL&S«ngﬁative; the phﬁse is

respectively & surplus contractlon, a proportionste contraction, or a
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basic contraction, Finally, if both dQ' and dQ" are zero, there ia a
static phase, and if one 1s positive and the other negative, there is
a mixed phase; the static phase and the mixed phase are likely to be

mere theorotical poseibilitiles.

The significance of the table is that it makes possible a distince

‘tion between differont types cf eycle, The trade cyele 1s a succession

of expansions and coptractions: it certainly is & movement up and down

the table, and it may or may rot also involve movements across the

‘table, The contention of the present analysis is that there is a pure -

cycle at the root of the trade cycle, By a pure cycle is meant a move-
ment across the table with no implication of a movement up or down the
table, Thus the succession of curplus expansion, basic expansion, pro-
portionate e.xpanaion?: repcated as often as you please, would give a pure
¢ycle, Of itself, it would not involve any contraction, It would be
simply a matter of the intermittent emergence of acce;le'ration lags in a
general movement of expansion, Such s 'pure eycle can be shown to have

an exigence for rather vigorous adaptation on the part of human agents

as one phase succeeds mnother. It can further be shown that the lack of

such adaptation transforums the pure cycle into a trade eycle: the free
economles of the present day are over-adapted to the surplus expansion,
which they exaggerate into booms, but under-adapted to the basic expaa-
sion, which they convert into slumps, Lack of adaptation thus transforms
& movemont across the table into a movement that also is down the tabie.
So much,; then, for the genoral drift of the argument in subsequent

scctions; present concern is the probability or necessity of pure cycles,
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A first prelindnary point is a distinction betwoen the sevéral
functions of surplus final products. The aggregato of surplus final
products in any given interval is measured by Q7. But of this apgre-
gate, part goes to supplying mere replacements and msintenance of
inating capital equipment! while the remainder goes to aupplyiﬁg ad-
ditional and/or more efficient equipment. Thus while part of Q" has
no tendency to accelerate the process, the remainder.tends to effect
a long-term acceleration in either a surplus astage or in the basie
stage, let us say that in any given interval (1 - H)Q" has no acceler-
ating effect, H"Q" accelerates the surplus stage, and.H'Q" accelerates
the basic stage, where H = H' ¢ H",

There imnediately follows a distinection between two significantly
different situvations, At any given time the coefficlient H may be preat
or smali, If it is small, the possibility of a long-term acceleration
of the process requires that first the surplus stage accelerate itself
to wake Q" and H great before turning to the long-term acceleration of
the basic stage, On the other hand, if H already is great, the aurplus
stage may proceed at a constant rate yet have a great H'Q" to effect a
notable long-term accelerabion of the basic stage; and in this case the
basic stage will accelerate first uvniformly and then with decreasing
rapdiity, as the lag in additional replacement requirements graduslly is
overcome ard H decreases,

- This distinction between a high and a low poteutial for long-term

acceleration, according as H is great or small, is to be complemented

with a parallel distinction between a high and a lov potential for short-

term acceleration, The two types of acceleration differ, it will Le re-

called, inasmuch as the short-term accelsration is through the more
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intense‘and more efficlent use of existing capital equipment, while
the long-term acceleration is through the introduction of additional
and/or more efficient equipment; thus, the short-term acceleration
isa conaequent of a previous long-tem accsleration and consists in
explolting it to the full; inversely, one ray say that the long—term
acceleration changes the basls on which short-term accelerations
operate, - Now at any given time the potential of the econcay for
short-tcrﬁ acceleration may be high or low, One‘ma} presune i% to be

high when a long-tern acceleration is well advanced: then there ls

muach new equipment; many new combinations of production factors have
recently emérged; and one may expect that the full potentialities of
this new situation have not yet been discovered and exploited, Again,
one may expect short-term potenilal to be high after a crisis: for
then there has been a sudden conbraction of rates of production, so
that, the material means for increasing these rates greatly are ¢till
in existence, On the other hand, short-term potential is iow if a
long period has elapsed since the last long-term acceleration has
taken place. For if the expansion of the process has been maintained,
';#mm B .- the poténtialities of short-term acecleration will in time be exhausted;
and if the cxpansion has not been maintained but has degenerated into
a slwmp, the potentialities of shori~term acceleration will in time
be destroyed by obsolescence and liguldations,

This pair of distincticns betweer high and low long-term and

o _ - short~term acceleration potenﬁial set the stage for a pure cycle.

But the lssue has yet to be clarified by further considerations, It
is to be expected, in the first place, that elther a long-term accel-

eraticn does not occcur st all or else it cccurs iﬁ a massive fashion,
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There are three main reasons grounding such an expectation, First, a
long-tern acceleration is a matter of long-term planning: capital
formation is not worth{while unless one can foresee a long period of
utility for it; on the other hand, if such an anticipation is possible,

then it 1s worth;while to do the job properly while onc is about it,

r

 for one is settling one's fate for years to come., Second, the intro-

duetion of additional or more efficient capital equipment will not take

place in isolated units here and there in the productive process: the
supply of a single product depends upon the activities of many units;

and if it is worthiwhile for one of theﬁ‘to go in for an expansion, it

is Hortgfwhile fo;\a series to do so, Third, in a long-term accelera-
tion, demand is not for some single type of surplus product but for a
ramifying variety of products; thus one may expect not merely series

of units but series of serics of wiits to expand., These considerations
do not make long-term accelerations inevitably massive; but they do
reveal an objective logic which is verified no less in socialist planning
than in capitalist free enterprise,

“In the seccond place, the more mﬁssire the long~-term acceleration
the greater will be the expansion of surplus activity. Surplus activity
supplies capital equibment to the surplus stages and to the hasic stage,
Hence a massive long~term acceleration is a massive development of sur-
plus activity, Further, one is not to think'of this incrcment in_gz as
concentrated in firms of certain typea., The distinction between basic
and surplus is not a ﬁaterial nor a propriectary but a functional. distince

tion. There are types of enterprise that in themselves are indifferently
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basic or surplus and turn from one stage to the other according

to the use to which thelr products are put: such are the extrac-

L

tion or production of raw materials, tramsportation, the supply

of light, heat, power, and a variety of general services, AZD
the quantity of surplus activity expands, not merely is there
8 great increase in thoe supply of tools and machinery, in con-
struction, and so on, but a2lso there is a great diversion of
indifrerent activities to the surplus stage,

In the third place, it is of the nature of a surplus expan-
gion to prepare the way for a far greater basic expansion, for
surplus activities stand to basio as a flow fto a flow 0f flows,
But a surplus expangion calls for saving, and a massive surplus
expansion calls for massive saving, 1In contrast, ihe basic
expansion calls for eover increasing consumption, So the
practical wisdom cherished in the surplus expuansion has te
give way to 8 quite different type of practical wisdom in
the basic expansion, |

The difference is not meroly an internal difference, &

i change of mentality and attitude, Por the simplest way to
. obtain great savings and so promote a surplus oxpansion is
to increase tho income of the rich who can hardly spond more

on their standard of living, Again, tho simploest way to

promotec consumption is to increase the income of the poor

" it . ‘

| and theroby make/possible for them to improve their standard
|

of living,
E Now to change one's atﬁndard of living in any notable
- faghion is live in a different fashion, Il presupposes
\‘#) a grasp of new ideas, If the ideas are to be above the

level of currently successful advertising, serious education

must be undertaken, RFinally, corming to grasp what serious
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educatiion really is and, none the less, coming to accept that
challenge constitute the greatest challenge to the modern econony,
We have had the Zreat surplus expansion of the industrial
and ncientific revolutions, But we have yet to master the
basic expansion, [Pirst it vas dodged by the worldiyide pursulit
of a2 favorable balance of foreign trade. Wwhken political economy
overcame mercantilism, it clung to the practical wisdom that
guided the surplus expansion and t6 the sciontific ideal of
the necessary laws cof nature to be deduced from assured prin-
ciples, Eventually through strikes, labor legislation, and
the application of scientific ingenuity to practical inventions,
the tables have been turned, In a number of countries today
therc is massive production of consumer goods and services.
gut even in vhem there is much poveriy and %’backwardneas.
And in the rest of the world the old moihods of cooperation
and survival .are being or have alroady been lost without
the new methods effectively taking hold,
In fact, i{ can be argued that the new methods are fiawed,
For the past fifty ysars the device of deficit governnent
spending has provided an ecounomic equivalent of the Tavorable
balance of foreign trade; and as tho latter led to an .impasse,
g0 too may the former, Jut this topic belongs to a later

stage in the argument,
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12, Price and Quantity Changes in Accelerating Circuits,

Sociion 10, page 58, ended with expressions for the rate
of change in prices, dpt and dp», and in quantities, aQt* and aqQn,
These have now to be related to the various phases In the cycle
of the productive process (section 11},

Yo 1n a surplus expension dQ® will be irnereasing, and in o
haéic expansion dQ' will be increasing, In either case the
expension will hegin with 8 short-term acceleration that makes full
uge of already existing resources and equipmont, But a movewont?
towards long-term acceleration will he marked by an initial
increass of dQ¥ alone, as efforts are concentrated on pxhurmixny
widening and deepening existing capitalrequipment and??raining
employees in new skills, HHovever, as this movecment advances,
the cupacily for basic production will keep increasing, and ae
theinew capacity is more fully utiiized iho incroage of dAQT wiil
tond to onistrip by far the incresse in dQr, For surpiuse
gtands to basic as a flow to a flow of flows, and even in part
ag a flow of flows of flows,

Increasiaog quantities tend to inply inca?easing prices,
For as quantiti;os keoghincreasing, coupetitive bidding for

ose

resources arises among/that wish to romain in the game. Such
pressure will be slight or notable in accord with the scarcity
of resources and ths will {o achlieve, On the other hand
the pressure goes boyond bqundﬂ when the posgsibility of further
expangion comes to an end with no end imposed on the further
granting of credit,

I increasing guaniities tend to lmply increasging prices,

decreasing quantitics imply doecreasing prices only in truly com-

petitive markets, 0ligopolist wanagors can agree to prefer the
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prior prices, when their a}ternative would be to pay the
higher prices for their supplies and receive lower prices
when their turn {o sell comes round, Similarly, labor leaders
are loathe to accept any appearance of declining wages and
other benefivs,
Now variations in dpt, d4Qr, dpr, 4dQ" involve similar
variations in fg+, fg», fRs, faw, fo+, fon, 111, fI"; In brief,
maintained,
ore¢ss-over balance has to be/mminme, and any sustained imbalance
will result, in the first instance,}?naffactive baaic or surplus
demand, vurther sustained imbalance in either cne will load
to its breakdown and, as the two are solidary, to the breskdown
of the other as woll,

There follows the rocession or slump. It may be mitipated

by the nroductive procoss migrazing frow the domeetic to foreign

‘markets, Wy deficit government spending, and by the redistribution

of income through an incomo tax, All three have their incon-
veniances to which we rovert Iatoer,

Te conclude, the acceleration of the productive procass,
if it ie to succeod and not be destroyed by wmaladjustments to
change ¢f phase, postulates ihat iz a propertionate oxpansion
the {ape”pf saving be constant, that{ in a surplus expansion it
increzses, and in a basic exparsion it decreases; While this
decrease noed not reduce the standard of living of employars
or deprive them of tho means to meet the costis of maintenancé,

it ma& mean that they will not have that excess of Income that

may be labeled tmecney to invest,n
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