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•Cap.shortagepulls theplug,I .7 , (m .

cap.

7

sell durable to

long
~ Late boom, lots of machines w/ogas, in effect. Congeals cap. in

term forms As needfor works cap to complement, but reduces supply.
also, unexpected decline ofsev , as 4. l.v. satisfy needfor durable

"assets. I also, andof"forced sav."?)
stringency of shtim

butit in aggregate canageand

Usta xpos... )

getit.
Is

One man cd doit,
one to whom sellgetno net4.

(Durable is lessproductive, lacking complement of working cap. Iother hand,
need morecomplesfor existig durables)

destable

theyget int.aswellascement

(Past durables begin to soak up lig., & current im, being shert, also
soaksitup. theseAl resources require current inv.to Then current output.carry
~it - w/o lower price. Even thepart whichis amort-n.

buyfrom current

Expect-os offuture being basis ofhi l.v, rather than current ins
holders haven't muchM to buymere; no muchclesire to

from other sources. If Pofye land doubles you

forfuture as before, will think about savz less, even disinvest's

to salesstart clowntun ,shake unfidena

inc.
hr 2× as muchprovision

x

disinvests to dissane.

so We need cap: but fluid supply is small, bes much is congealed.I
supply one slight. To we try to sell exist's auets,

their prices drop. Ne can't sell.
bes new additions to

Role of the cup. shige is make people aware that they
cash, can't sellfor

so it becomes evidentall the antic. compl. invs won'tbe made. So alltry sell
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Road builders have antic. houses, stores, trucks
I consumepeople will now sstayput

House builders have contic roads, wires, schools. Discover they

so weget thejob i clone Ipeople stop sawg.
(Right now, 55-51,_cops are

" Working cap. " seems to be big thing)

pin... commit

from those who

You'r can overcome cap. shritage in tavsing. But Frenit ownbuilds
DevelogPande wooden form andtakes cup
might.

but becomes clear

1950

1956

pullig M away from miges, I doing whatw.it?

Thus

freeze more cap.
I demand for steeld, needmore steel diverted to produce

Long gestation pd. means no need for A complements becomes evident until finished
Then in a rush, need shorter term cap, fluid cap.

7

gov't works cannot rescueusfrom depression. Inst
in usebesforms.

Ec Ind. p.5. Since 152, sang on 70 of d.p.i has drifted down

since 150 :
9. of personal cons. exp.

surable | non-durable | Services
14.990 | 51.7 33,5

50.0 37.212.89€

won't come

cons spend's has moved sharply toward more services & non-denables,

Sang
1950

52

more

55
56

"70

5.99
8.0
6.1
7.3

stal

of dpi
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def-of "services

+buy's the cap.,

to cons. pref. is clearly mors away from handgoods.

as to "sarg", that fig is less reliable bes no acit takenofdepletion.

Actually real sav. may

Check def.
still aren't

"services ". But even ifin

are consumg it .

service ?

be O, cz

Are we preparis to produce

it means services.

- , & .!

it is a sourceof current cap.funds,
As more spendig turns to services,

ricesofdurable

& ! won't show up. Still, regendless,
nds , whatem you callit
liss

preparing to turn out more hardgoods,
a shortage offluidcap. emerger.

cap.

cap, they

way.
more & more durables, while demand turns towend

demand of investon

When this collapses, "sav" collapses,

becomes available this

The pressure on nauw materials is frompar

Basic paradox in this expl-n : increased inv. opp. stop inv. !
which I was to neen tobe it.maycd.only werk out on passie basis

correct explanation, but to far! I forgot about -4 am-n.
of current long-ton inv. into short.Can always divert some

Problem may be that this leaves complements stranded; I their failure

triggers lig. panic.

willnot
For article, simply point out ec. Comot create capfast

enough to swallow up much more land. or finish the
div-mnts already started.

Hi costs, incl. landcost, also contribute to tightness ofM

Keynes said hi assetvalues reduce sow - find quote. (windfalls?)
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inv. in durables stops bessav. stops, I it becomes more
lucrative to im. in quick- turnover softgoods,

Now muchthatlong term inv. is developmental, depends

compl. ims by others, ispremised ainacij them.

no

When it becomes evident that there compl. ims won't be made,

all longterm im. it is a of all or nothing.
problem of creats the new. inventories, except

ceases

Hi l.v. to more gross

spend muchon cons,
Lig. Trap.

There is

temporarily.
Cons. nowproceeds apace. But cap goodsnot replaced as they depres.

on

current

case

on

more on

im. is not inc.-creats. Disinvectors

on cons, butprobly not as much as inc. recemmes

simul.

Or is it they spend capsturtage? The

shutage down't needsuchhelp, being suffer explained byhi l.v.

cons, create

2besnosav . I bes bricosts.
-them inser, ber funds all tiedup in long; to•people try sell

durables for current M. Theirprice falls, triggeng downward.
Cumul factors Take own.
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?

1. Faced w. shortage ofcurrent cap.funds, holdersof durables do notjust
wait for They sell.

2.

am.-n

When 5 falls, it kills im. Notjust expost, but to raises i,
devalues durables, stops ex ante im. in durables.

B2B So y falls to C.

produce & have 4 muchhigher thanWith denablesprod-A,
current cons.

W/o it, y falls

The 4 cons.ms. that

we com

to = cons.

Incr.net.to

is < the stopped inv. Proveit.stops

longto im. !! (in aggug)
(cf. deer.net,shtsun- e.g. overcrowded old bldgs)

im . is
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Simplest statement.
produce more durablesmore durables & their thom people want, so

early boom, invs are shoddy & short, M comes back for reime,
Latur, invs get more durable. Creates shortage of currently available

cap.funds.

upsiving. I occurs, allows for inv. in durables, these

AI>fac.generate more inv.
Tymispticasos declines, cuts off im. infineoturables. Reduces Iby

Add cum.

so AIX

factors.

Roleof l.v. - they rise, this reduces 5, or AC .

in durables, since land is denable, it fills that need.

Thus s

their drops.P

are seminal,

more than A

Also reduces I

hi
ofl.v. stops constr. in 2 ways: a Increase cost. b, thA Liv. they

Previous risz had stim, long termino., causeof present .

sofc.

people will hold. A l.v. mean won't hold bonds etc. laims

durables.

mustpay for long termfunds. tie-up.
(No stabilitypossible. When nicestops, realized hi values affect oppositelyfromhisis velend)L.A.

cap.shige won't appear as it is being created. Funds normally sunkfor 3

yrs are sunkfor 20, then not until 3yrspass is shortage evident

At a income level, changes in asset values mustaffect

Also, mustbe certain am'`t
2. Disprop 4 b.v. bound to affect.

ginen
A

produced



.Cap.shige, 7. Pulls theplug.

To meet the cap. shortage, start selling land.
havs arisen immed from low turnovers, not fromjust hi l.v.)

Thisstartspanic.

In recession At upper trijpt :

End ofriss values destroppentof demand, carnot maintain hi valur.

Dump's land to get liquid funds for

AC fails to affect allof reduced I.
durables start down; delay of compl. im.

now.

C.

(the shortage

Not a shortage ofcap; nor of liquidity; but of liquidcap. Result: a

scramble for liquidity.

C doesn't rise hi enough to 4, thus maintain inc. by itself.

Just hi enough to stop much inv. in durables; &provoke sales of durables

by those seeki's leg. cap.
Orderly retreat is impossible bes :

mgntil inv.s cease, others become unpropitious

b, regional effect- regions, sections, etc, fed by

despite & cons. demand elsewhere.

d. Ea ?

Ber of Agret:; panic

a,
via external ecs.

Incr.net. to aggreg. inv.1 When

Endof risg bv. destroys to the demand, siarisfall.

Ea ? Probly

new imv. collapse utterly,

Remember: + his allstarted as effort to explain observedfact
is not just apriori



Re 1.q. factor proportions,etc.

Full cap. recovery

when in place.
so

means

input, a
things. Together, they

Dom

input.

retum of cap.& retum

are the cap. imput.

ñ au

Lower u

getting back

Cap. recovery facts

appron. forguil conceptual

back Co, I int. ea.ye. C

y Co + int.

annualize of this, at um assumed i.
introdu.

un cap.

& simpect.

un recovered bedance.

Valueof this is in tumown is c.f. cales.

Cap. grows

are not 2 different

It shd. be =ut to gettingit
A good

c.f. cales. Cap.recory is cap.



Re idea that inv . is a factor ; and that sav . is indep . determinant .
Consider gross inv . On diagram , what looks like gross inv .

is net inv . , unless balanced by cons . Only thing that makes itnet inv . is fact of savin:
But the factor of production is ross inv anyway , not just net .

It represents the use of an existing factor ; whereas net inv .
simultaneously creates the capital and uses it for carrying product .

So spending , even if it doesn't create capital , docs imply
carrying products , thereby makes more production possible . But not
just any spending : only gross inv .

Any factor of production , if its supply is increased , falls in
price . Same with investment . But this just means lower yields .It doesn't mean fall in value of M. But paradox is : is impossible
--unlikely , ratner -- to supply more inv . w/o supply more IV , and
this makes prices rise , except insofar as the greater supply of
investment that goes with the dMV brings in more other resources
and dT , to offset effect on dP .

or
This service , of carrying products being currently produced ,

is rendered by people trying to increase their assets
balance a decrease at the other end . Suppose a desire to increase
real assets a little . More gross inv . & people at net inc .
position consume it all . (of course they won't , since they are
the people trying to increase their assets ) ( but they might , if
desire is not to increase assets , but increase REAL assets , but
they are willing or desirous to reduce c.b. -- can have various
assumptions , various results ) . Then they have failed to increase
real assets . If they assume higher demand is to continue , they
must now gross invest still more to increase assets . & , thus ,
in trying to achieve an increase of net new inv . , people increase
gross investment . Process continues until dS allows creation of
new assets they want -- or something else stops it , such as the
higher inc . being a substitute for the new assets , their not
antic . the hi her demand will continue , or something . This is
of course another description of Keynes cumulation . K describes
the initiatinf force as dI . But if this is to mean anything , it
must mean a recurrent desire to have gross inv . exceed cons . by
a greater am't -- which is what makes gross I get larger and larger
as C does and this is easiest described as a persistent desire
to increase assets . Well , is more than that , is desire to increase
assets by means of , or "& simultaneously desiring to " , reduce c.b.
For otherwise one would increase assets by ds . ( which would incide
ntally cause Keynesian dI & when one just says dI , is no way
of knowing what you mean . Well , dI with C maintained is clear
your intitial pulse is from dV . )

how

Anyway , if we just say people wish to lower c.b. , that not enough .
For they might do it by dC , which would not stimulate employment ,
not give any co mplementary resource . We must know , simul ,
they feel about assets . If they wish to increase real assets , &

reduce c.b. , we know this means more inv . , with C maintained ,
K. cumulation . If they want to d increase assets , but increase
or maintain c.b. , means ds . & all kinds of combinations .

>

The am't of inv . which is accomplished by a given di depends
on the am't of other resources that are induced into production
by it . For they , by accepting it in return for work they wouldn't
otherwise have done , do the investing . (or intermediaries from
whom they buy simul . ) But if the higher M demand lures no
new resources into production , it just bids up prices of old .
??? Another element is whether people are willing to increase their
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c.b. ( Almost always , people will be willing to somewhat ) If no
one were , a quick whirl of dV would dT & dP until they were happy
But this might be increased inv . So this not essential . Fact is ,
even if it happens , mere acceptance of dM the first time is
increased inv . that goes for dV , too , and if the first time ,
then each time , so dV nec . increases that kind of inv . , m acceptance .
So dM & dV are necessarily going to increase inv . some .

Anyway , essential pt . is this . People must accept the dM in
some sense , to have new inv . Either by -dV ; or dT . If employment
is entirely fixed , prices will rise immediately , and dMV is not
increased real inv . , being cancelled by dP .

Strictly , the price of resources osztiz otrok isn't the
relevant price level , but prices of what they buy . Almost undoubtedly ,
M gets to them before it affects those prices . So dM would be
increased real investment . (It still mignt not increase production ,
if resources weren't going to respond to their higher productivity .

And if they didn't , production wouldn't increase much ( it should
increase some , if inv . is a real factor . Would it ? ) So then goods.
prices would rise , and am't of inv . would recess . The permanently
lower yields to investors would mean that goods prices never rose
as much as resource prices , tao , thus the increased rate of gross
Inv . would remain in small purt .

If people have recurrent desire to invest more , this round
could continue , several times . Inv . could be continua ly increased ,
taru continuous inflation .

Thinking it out in real terms , it is possible to increase
investment there . If resource real prices rise , this would not
mean that real dI was any less ; it would mean , tho , that it
wouldn't go so far . For , to carry a given am't of product ,
you must pay resources their price . This important conclusion
emerges : the greater the spread for investor , the more product
value (after his cut ) he can carry with a given real investment .
If resource prices are simply bid up by the increase in gross
investing , the increase remains . But it doesn't carry any
greater product .

The significant difference between capital creation where dS is
autonomous , & where it results from dI , is not just re V -- which
makes it seem sterile . But dV means more gross inv . , which is
independent of capital creation .

The difference between the monetary & non -monetary case is not
great . * To set mon . case analogous , just suppose that increased
in demand for goods does not cause their prices to rise . This is just
nec . to keep supposition of actually more inv . offered . If they rose ,is no more inv . If desire of intermediaries is to actually
invest more , their spread falls , they cannot raise prices . Higher
demand from oters doesn't mean fall ov inventories to , because
intermed . incomes are lowered by as much as others increased , they
demand less . ( fact that the intermediaries do more savin .
anaelement in cumulation opposite to usual assumption )
(which assumption belied b fact that m & real wages move together )

If we get , in fact , a rise of goods prices , but not a rise of
resource prices , it means the intermediaries have succeeded in
securing mothersspread' is increased . In real terms tuis would beresources , less the same inv .
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very dubious . In m terms , turu m illusion , is quite conceivable .
But its unreality in real terms makes it dubious in m terms , too .

Aside from these changes in " spread " , however , is little
room for changing the ratio of inv . to total product value .
Aside from changes in spread , is a unique one to one correspondence
of am't of inv . , real , with an't of production . (Except for
types of production requiring no inv . )

So if intermediaries try to increase investment , only waysit is possible to do so is to have other resources come into
production ; ( or lower spread ; or resources come in from
direct " or service production ) .

In m ec . , if intermediaries try to increase m inv . , and
don't succeed in drawing in more resources , it means higher
prices of resources . If intermed . desire is to increase real
inv . , goods prices won't rise so much as resource prices . In fact ,
if their desire is to increase real inv . w/o reducing c.b. , goodsprices won't rise at all . If their desire is to reduce c.b. , but
not to increase real inv . , prices rise all around , is no increaseof real inv . (Work out details )

So desire to change investment , and to change c.b. , are distinct ,
and have distinct effects .

Are 3 desires , to be distinguis ed : desire to change assets ;
esire to change rate of conversion ; desire to change c.b. All

have different manifestations & effects (&response of resources
makes different situations , too )

If intermediaries wish to increase assets , they xzkixłasxx
kandxzax save more -- which they cannot do as intermediaries , but
only as net income receivers .

If they wish to increase rate of conversion (whic , incientally ,
may net them greater returns on their capital , regarded as a flow ,
even tho it lowers them on it as a stock . For if they turn it over
twice at 3% in a month , they get more than turning it over once at
4%) ( so that which would make people wish to increase rate of
conversion --and this is important , this being the most com lementary
and variable resource is increased opportunities , or
antic . yields , in quick turnover capital uses , relative to
other ways of disposing of assets , including long term investments .
Work on this , too ) they will increase gross inv .; and will also
make efforts to sell goods faster , includin , lowering prices . ( This
distinguishes from simply wishing to lower c.b. ) They will make
no effort , i.e. , to ixx lower c.b.

Desire to lower c.b. has some similar effects . Increased
gross inv . But goods prices will rise , because intermediaries
will be willing to let inventories rise ; they will consume some
from c.b .; & they will not tend to save from im net inc . position ,
as they will in case they wish to terase increase conversion .

So the paradox is pretty well settled . Desire to increase
conversion does not imply rise of prices nec . If the desire is
thwarted by failure of supply of other resources to increase ,
this will cause a rise of resource prices ; and a lesser rise of
goods prices . This is a very possible cause of dp . Altho ,
strictly , if they rigidly refused to lower c.b. , the first rise
of P would stop their attempted increase of conversion .

In practise , as a rule , the two go together . Higher inv . opp .
cause desire to increase conversion , and also to reduce c.b. ( also
to increase saving ) . So we get all at once increased conversion ,
higher prices , more real capital creation .
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If demand shifts to items requiring less capital , this means
that a given stock of capital will turn over much quicker . Conversion
is increased , real conversion . ( abstracting from effect of fall
of yields to investors on am't of capital ; assuming , i.e. ,
constant am't of capital , no flight to consumption or to c.b. )
From pipelines view , it might seem that rate at which things
come out end of pipelines -- real conversion doesn't
depend on length of pipelines . But suppose they are halved .
Only way that conversion could fail to increase would be to halve
am't of capital . But , that remaining constant , must get more
conversion each period build new , parallel , pipelines , with
the lengths taken off the end .

From descriptive viewpoint : demand changes to things with
shorter production processes . So as capital is liquidated,
intermediaries demand different kinds of inventories , wita
shorter lives . These come on market sooner than they previously
would have , competing with other goods ; and , being liquidated ,

In transition ,the m goes back to demanding resources quicker .

you would have , besides , the holdover long - lived inventories
from previous situation , depressin prices more . But have a
permanent effect , quite beyond this .

Which is just another way of observing that when possible.
uses of capital decline , it goes into what remains , depressing
yields there .

So , from this view , we should get most conversion when long
term inv . opp . are least . Fact that we don't -- if it is a fact
is a tribute to power of monetary phenomena , and others e.g.
withdrawal of other complementary resources .

Incidentally , have encountered now various sources of
elasticity & adjustment , explaining why increases in resource
use can find the nec . complementary investment w/o capital
creation , XXXXİMKE the increased demand rises inv . opp .
in shorter term things , d raws cap . in from longer term
investments why increased investment can find resources
draw them from unemployed , or from service industries .

For , asIn part , process tends to ameliorate depressions .
long term investment drops , funds move into short term investment ,
and the existing capital stock is turned over more . But this
is countered by other tendencies . People make long term investments
when they do not expect alternative inv . yields to rise later .
Comes beginning of depression , i.r. is evidently goin to fall
a while , so is good time for long term inv which includes buying
existing assets .

Hypothesis : in late boom , capital gets tièd up in long term
investments . These investments are going to be marginal , on ass .
that short term i.r. remains moderate . Due to rather inelastic
demand for short term capital due to one to one correspondence
the shortage of it can be met for a time from various sources
of elasticity , but then it rises sharply aggravated by
seculative financial demands -- this rise makes furtier long
term investments look not so good . It is impossible , tho , when
this is realized , for capital to rush right back into short
term financin because so much is tied up in long term projects
that depreciate slowly . Furthermore , even as the long ter stuff
does depreciate , the proceeds from that must be used to carry the

>
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Xerodac
prod cts of the depreciation itself , so that is no source of
short term ca ital to carry products of other resources .
Furthermore , the interest income of the new resources requires
short term capital to carry it . So we have tremendous rise in
short term i.r. , scarcity in the midst of plenty , because the
plenty is all tied up in long term capital . Lonterm capital . Lon term investment
is an irrevocable step , for years .

Once the short term capital fails , the capital value of
the investments starts to fall -- aided by very high sùt . tm .i.r. , even tho this represents a shortage of conversion , rather
than xxx high alternatives t.is causes banking crisis ,
cum lation , deflation , etc.

Previous to this , fact of higher capital values , including
land values , due to the high anticipations caused by all the
fixed ca ital creation , has reduced saving , further increasing
spread for short term inv . , reducing supply of short term capital .

A non -monetary example makes this very clear . Our intermediary
is paying his men once a xez day , & holds the products a week .
Now he gets ambitious , and has them produce something that
will not be ready for consumption for a year . The next week , he
has nothing consumable with which to pay them . unless they
will accept claims on their produce , i.e. will save . But when
ca ital accumulation causes saving to decline , and conversion
to fall , that means both elements_of_gros investment fall , and
is little demand for labor . This shortage of short term capital
is why labor moves into service industries -- & agriculture , where
it can provide its own , or friends can , from non- institutional
sources .

So above is , with a bang , answer to my dilemma , why does
not shift to shorter forms of production increase employment .
Answer : because it takes a long time , and the process of trying
also reduces long term inv

Note Hayek similarity . Process of shortening structure of
production is depression . Note also that his "forced saving " etc
got capital tied up in long term forms . & was he not right ?

If this theory is correct , it gives a definite practical
When itguide to me as an investor : watc. the short term i.r.

starts to rise sarply , set out . Until then , stick around .
Check past records on this . Works in ¹29 and 37. Not in 46 , but
of course we didn't have a depression then , just mkt . crash , becausei.r. rose wel ? Anyway , a definitely differ nt situation , then
beware sin le factor explanations , old story .

Inventories would get smaller , I suppose , until a critical
stage was reached at which it was inconvenient to make them any
smaller , yields rose much .

What is monetary counterpart ? With banks , you just can't
borrow from banks , ther is capital shortage . But with a solid m

supply , how would shortage manifest itself ? As long as m is still
there , why cannot labor be paid ? With solid m , crisis would tend to
manifest itself in higher goods prices , rather than lower demand for
labor in m , hence not b . so bad a crisis . In the old style bank m

crisis , it was that investment stopped : in coming crisis , it will be
that saving stops .. i.e. , S & I will both fall accompanied by higher
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rather than lower MV .
But very

more

In practise , many complications worta considering .
simple model is this : no net saving , just intermed . turns his
sht . tm cap . into long . Next week , he hus the m again , having
sold his inventory . Now he pays labor again , but they discover
nothing or little to buy , higher prices . They demand higher
prices , which intermed . is able to pay . As goods & resource pricesrise goods prices V falls . (Only redeeming feature :
as goods P rise more , probly a net sift to c.b. of interaadxzx
sexex net inc . receives , some S ) This fall of V , and higher P ,
is the monetary embodiment of lower conversion . This is basic
process , onto which others attach . ( I take back that intermed .

can pay higher wages . He has no more m than before . He can pay the
same , they will buy much less . (unless is much saving ) ( If there is
forced saving for a time , due to dM , this ties up capital contrary
to desires , people will have more assets than t ey want , they
will not save when dM stops , production cannot continue )

Another element in making people try to increase c.b. is higher
asset values . They then need more m to deal in the assets . Thus
fall of i.r. makes people try to increase c.b. for this reason also .

Try to answer question " Where did the money go " , and you
see how inflationary are implications of lengthening structure of
production . The intermediaries who have fixed capital no longer
are putting goods on mkt . M demand all hits the others . So fact
that P never rose must indicate that M demand was diverted . And the
fact is that the fundamental deflationary trend of times was
concealed , in late 20s , by this -- I guess . Diversion to financial
uses , etc. , of M , shrinking of sht . tm credit base , all countered
inflationary effect .

Credit base shrunk , not just because of vertical integration
& Self-financing , but because production of short term self-liq .
cap . goods fell ? Fell relatively , at least , with all that saving .
So much credit was made on other things , & such credit was ephemeral .

Society had actually gotten itself into a pckel
pickle where it couldn't have a very high real income ofor some
time , unless it saved . High asset values a , kept m idle ; b ,
stopped saving . So that real income fell , and this fall came in
form of lower prices .

A key reason why it came in form of lower prices and lower
m demand Bor resources was banks . They had loaned on long term .

As they got enthusiastic , to lend long term they had to curtail
their short term loans , so they raise i.r.s on them . As long as
they are still lending to create new cap . , ok , m demand for
factors stays up . But as soon as they get into trouble on the
long terms due to shortage of short term capital they
liquify all their assets they can , which of course means
short term loans . So we get a crisis of conversion , coming in
form of lower m demand . The bank's assets , like the nation's
capital , are all tied up in long terms ; so they cannot lend
short . Current products cannot be carried simply cannot ,
physically , the pre -existing capital doesn't exist , and there is
no saving at net inc . position -- is much disinvesting at intermed .
position , but that doesn't help .
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It remains to explain why process goes so far without stopping
itself , and then stops in a crisis . You'd think that as soon as
supplies of capital for immediate conversion got shy , this would
steer capital back into that . But I see several reasons , which
probably must be added up for explanation .

Current saving may keep conversion ok for a while . Then when
this source fades , in crisis , cannot chan e fixed capital back .
Current saving is increased by capital gains , high fictitious
prop . incomes , etc. Fall of lont term i.r. partly caused by

stops saving .rise of sht . tm
Bank policy important . Perhaps dM & some forced saving

idea keeps up conversion , then is suddenly stopped .
When sht . tm . i.r. starts its rise , cumulates , for it

makes long term investments bad , & liquidating them takes
sht . tm . can , thru banks , thru amortization carrying , etc.

Are some very elastic elements of adjustment when
sht . tm . capital is reduced , up to a pt . , after which it is
very inelastic . An "L-shaped" curve .

Long term investments take time to complete , so many will
be under way when rise of sht . tm rate develops , have to be completed .

Is general unawareness of situation , so that , tho people are
aware of long term investments all around , they don't consider
what this will mean to them . They anticipate , if anything , lower
i.r.s , not nigher , for they see yields falling , want to make tueir
long term investments now , before is too late .

Need for higher c.b. makes people invest in m , thus allow more
net saving , therefore conversion . Also makes people disinvest from
inventories , making more trouble later.

( incidentally , the small inventories mean that goods prices
won't fall easily when m demand does . Thus it is that at that time
you get the real fall of conversion , by the simple , basic process :
m prices of inventories getting ahead of factor prices , while flow of
m to factors falls . ) ete

Much inerzia in investing ..funds commited to expansionfunds.
Long&sht.em. im. not regarded as alternatives by many,for awhile.

Riseof the nare considered remporary atfirst, cloen't affect cong verermplans.
conversion

pp.
the inw. opp.

Long term

Part of cumulation : when commen•falls off, labor nor only losesthe
complement of a carrier, but also of thegoods in process that wouldhave
been carried by the investors.the investors. Faching there, are less shr. m.m.

don't vive remain sameas im.fulls, fur fall with it.
demandsupplyofim. creates its own inpart, its own opportunities, & v.v.

invertons don't become aware of what returnion
inveſtments aregoing to be until longafter inverements aremade.

change immediately when some
Theiranticip.of forure not going

element changer temporarily. -- exp. when theydon't see true relations.

Projects in which cap.is supposed to Al.v. Und selves

extrancigant anticip, because land laves forever. & there

ofcen, even the theyaren't,because fallofthe long

esp.
* appear successful

term (.r.√√V
to



Inv.an factor 8
raises 1.v. & this makes thempamous,just
the lov.

who theyhad created

Too much com also means taking land outofproduction. Residential
boom, capital tiedupin houses,I landtoo too muchofeach. Chokes out other im. Miscalculation,
toomuchresidential for resaleplusplain demandforunimproved spacefor residence- resuled hi &&comer.

term im.Foreign inv,(esp. that not repaid), is extremein Long

that depletes nation's capital,shr.zm.



am satisfied that, to explain gross
miscalculation offorme, must integrare hand

I

in explanation. Because it has no currentprocession
therearecost to check it, & infiniteforme life.

strong reason, that cam bean abigbunden in

argument.
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Organization : What effect does -dC have on gross inv . ( hence empl . ,
roduction , income )

Ar=sxzinxexx ons . not inc . creating , but gross inv .So -AYnotautomatic,
Gross investors don't invest just for immediate resale , but to

make interest . They are willing to continue gross investing as
before , as long as something offers yields , as before .

(Nor , short term , is ther any automatic fall of inc . from
-dc , but inventory increase )"

They have the M wherewithal to continue investing , for M nasn't
been reduced . Just matter of inv . opp .

Is just question of are there dim . ret . to cap ?
No. Or at least need not be . Gen. complementar_ty ; lower prices

of other resources , if they wish to be employed . ( Get more land
thru types of capital that increase land transport ; also get more
labor that way , improved mobility)

(Where there is an employment problem , soluble by increased
capital circ . , gross inv ; will get no decreasing returns until
emol . problem solved , for resources will come into work as cap
inv . increased , no dim . ret . When all resources employed , then
get dim . ret . , process stops , as it should . Well regulated econ
omy . Problem is just when resources unable to offer services ,
those who wis to , tiru inst . restraints )

Does fall of pc. reduce gross inv . , because gross inv . isall for resale ? No , for it isn't . Cap accumulation expected to
be permanent . Bring in all stuff on this point here . Note that K's trainal
thought is po I, 2 I→ 5, fochnow shown usterne. Notepoorcounneries, high pa, doesn't encourage im. nor

doesinfe, it ratesses forcap.There will be conditions under which dim . ret . to cap . Then
undercons . may make trouble . Borunder these condiriom,AM orAl won't help. Muse
either change condition,orgeTno cap.formation, (Won'tAM help?givepeopleM to hold asasser.)

notdownmand cum,force, & eveniftheyequilibrating,
~ Here mention lower Pare
"reduce (, thiswould make inv. lessprofitable.

did

Nove thismeambee has equilibrators rendingwoardfullempl. breedofgrossim.der.by

which heptupby fallofresource demands.
opp, mec,

im.

A

PP.to im. notder. by cechnology(alone),norbyantic C; besby availabilityofcomplemence.



Robertson

Farmcredit

Technology&

II , P. 39 , " Theories of Banking Policy"

( Farm credit is most shot in depression , yet on farms eople find
as much employment as ever . Which minimizes importance of credit h.o. )

Do theysupply theirownworking cap?
3 general theories of banking policy : Gold Standard , Productive

Credit , Price Stabilization .

policynt

AM
He concludes that an increase of M will reduce v by reducing real

AM &cb cash balances by raising prices . This is just the opposite of the
truth : it will increase real cash balances unless prices rise
proportionately to increase of M , and thus increase V. The mythical
reduction of V he calls forced saving , thinks it is means of
diverting resources from money holders to " nominees of banks " . Of course
the reduction of ir will reduce v , but probably , undoubtedly , to
the expense of xoxsumpx** investment , so no forced saving occurs that
way . The only forced saving is when the public is presented with a
great deal of new cash , then it either saves by accepting it or else
loses by not accepting it . --- and this is stretching the phrase .
There is another alternative anyway : it can accept it and save
thus , but at expense of other conscious investment .

I have developed principle that when , for any reason , public
wishes to increase its cash balances , this should be done thru increase
of m ney rather than reduction of velocity and prices , so that theextra productive sacrifice made , and the extra obligation put upon
debtors , would redound to benefit someone , the loans would actually
go to producers , and debtors would not have their obligations increasedfor no reason . Now R. says if prices fall because T increases (
presumably meaning productive T ) they should be allowed to fall . How
ever this means an increase of cash balances , and that the public
wishes to increase them (otherwise it would not have allowed it )
so in this , too , prices should be kept up . The only time that thegeneral price level should ever be allowed to fall , ther , is whenmoney is taken from circulation . Why then?

-AP due to
AT

to -AM

In "previous. half century " bark deposits in Eng increased 2 times ,
due to mechanical improvements .
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Why is it ever desirable to allow debtors ' obligations to rise
when no new investment has occurred ? Well , it just doesn't seem

' outstandingly harmful , and it may often be desirable to reduce the
amount of money outstanding thru debt payments . If the motive is to
increase cash balances , then by all means do it by increasing the

¡ amount of money ; ( but don't look upon this as a cure - all ; that is the
great error of modern theorists ) but if the motive is to reduce
debts , reduce cash balances , why not let it be done by destr oying
money rather than increasing velocity and pricest If the motive is to
reduce cash balances , money destruction will not make rrices fall but
just prevent them from rising . This evades question, suppore tendencyfor M to fall for other reasons,

Note that when v rises , m tends to fall , for the faster progress
of money means a quicker ability to pay off debts . A desire to reduce

-4b4M cash balances would ordinarily take both forms , then , and perhaps
have no effect on prices .

AV - AMI

1

AT&
"inatural'

further , that an unregulated banking system would tend to supply the
increase , for debts would be paid off slower and new money would find
an easier reception when people wanted to increase their cash balances .

banking --meaning that the ir wo ld rise as conscious investment declined , andbanks would step in with new money . Hence unregulated banking would
tend to keep a neutral or stable price level .

R. concludes that if T rises , prices should be allowed to fall . I
say that the fall is due to an increase of cash balances , voluntary
which is better met from an increase of money . It seems to me ,

The public8s investment habits closely control bank expansion ,
I'd say . If banks start to expand , and the public does not wish to
increase its investment in money , it will continue to invest almost
as much as ever in securities , and the bank expansion will be stopped
by a fall of in . Even this isattributing more initiative to banking
than unregulated banking would have . Actually banks would wait until
the public started hoarding cash , and) ir rose , to expand credit . (all
this is with no hps )

binglingthey The government can rob the public thru banks , but competitive
banking unregulated banks could not do it by themselves . They are sensitive

to the public in their actions . Cash reserve requirements probablycash reserve if they violate the customaryrequirementmake them even more sensitive ---
ratio , they must be stopped , by cash drain .

The banks can make an opposite error , R points out : fail to expand
when cash balances are wanted more , and thus prevent the potential
investment from going to borrowers . Unregulated banks would probably
not commit this error .

AM, AIX,
cb, & bank
central

flure to
expand

protic
might mathe
them behane

exploitatindly.

He does not so far touch on what to me is the greatest gremlin in
banking : unrroductive and 'or speculative investment , based on the
non-productive and speculative features of our economy , which make ir
appear different from what it will turn out to be .

Of course even a productive ir might change rapidly
is extremely uncommon , in general historically . -- tho cyclically

ADAMY perhaps . And a sharp rise of ir would both increase v and cause the
banks to create m . The rise of v would offset the pressure to create

¡m , but not stop it . It might stop it before long tho : it certainly
Av -Air? is a limiting factor , preventing banks from increasing their loans

indefinitely . For when people didn't want to hold as much cash as they
were they would invest it , competing with banks , at lower and lower
rates . But does this mean the only way banks can be stopred from
continuously increasing money is to lower ir ? No , because unregulated

bomb exp. banks would have to pay interest to their depositors and/or perform

fimits to

tho this
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R.

other services for them , such that , with utterly unregulated banking ,
an increase of ir would not encourage banks to lend more at all . but
to pay their depositors more . thly if it encouraged people to hold more
deposits would it increase bank loans . And there is no reason why it
choula , cinco other irs would be rising prorortionately , but even so
some Ainu tharliq. nouts occur.

R. erroneously concludes that increased cash balances thru lower v
mean more consumption by those getting cash increment ; and handles it
sloppily in general .

Thought : people with a given " real " income are better off when
others have a lower real income , because then they can buy more land .

Hence the more unequal the distribution , the less land commanded
by those with less , even tho their real income in other terms may
be very high . Hence a real basis for the " jealousy " of inequality
despite high real standards that is supposed to motivate communism .

Inequality will not necessarily cause much land to be taken from
productive use . A high ratio of consumption to investment expenditures
will do that , and inequality may encourage the opposite .

That property income is largely used for consumption purposes is
well illustrated by the Neale family , certainly .

p . 47 , a very queer arrangement : some dubious equations about
banking and capital , which he claims prove that progress can occur if
banks add to money at the same rate as T expands . But I don't see any
connection between the equations and the conclusion .

butToo rapid bank expansion he insists extracts forced saving
I recall his description of forced saving was very bad .

(of The gold standard does not seem to me to interfere with working
of banking system in accord with principle of stable prices , but
R. thinks it does . Seems to me if prices fall , the g.s. prevents it ,
by causing inflow of gold . Thus it prevents any local disturbance
from having great effects . It is merely a system for linking the

the
thom world:Theit is, to a

g.s. money systems of the world . R.'s error is in looking on one nation as
define the thing to be stabilized , and orld influences as extraneous . - & regarding nationcircumstances he calls them . Also , I should say , if a

country wanted credit , under g.s. it would raise its ir and that
would attract gold from abroad , allowing credit to expand even more
than it would without the g.s. ( or some other system of world money )
The "accidental circumstances " were gold discoveries I guess , and
that is a weakness I suppose true of banking in general as well

by me
stabilizzgovt.

TA

This in
creasing

-11g. &allowing
AM &Aino, not
AP.

as gold .
Land,cont

goodstuff proportion of investment to consumption . But in semi- feudal econ

About this land distribution business : when incomes are very
unequal to modern credo , there will be a high

omies it seems true that less land is used for production and
more for consumption than in equalitarian ones . The fact is ,
where morcellement has proceeded greatly , more land per capitax
is certainly used for production than where great estates are
held for pleasure . This is not to say that individual rich may
not spend more for investment than individual poor , and a higher
% of their incomes too , but it does seem that where distribution
is more equal a higher % of investment by the poor more than
compensates for the less % by the rich . So that , the less equal the
distribution , the higher the % of consumption expenditures . But
does the land use really indicate the ratio of consumption to
investment expenditures ? The ratio of residential to productive
experditures is roughly shown , but even that not precisely . Competing for land will be those who wish to use it to produce things for

1
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sale , and those who wish to use it for its own sake . If consumption
expenditures rise , more land will go to those wanting it for its
own sake than those wanting it to produce for the market , assuming
oxponditures for land to have v
may not always be met . In a poor equalitarian society people might

-spend almost everything for consumption , but they woul
it for more land for consumption , but rather for food , and whoever
bought land would do so only for production , no-one having the
surpluses needed to use land for consumption extravagantly . Thus
the growth of capital would make it more likely that some consumption.
expenditures be of this nature . The richer the society becomes ,
cet par , the more land will be used for direct enjoyment . This of
course will reduce employment , ultimately . But it differs from
other consumption expenditures i
been produced and so the interest rate is not raised , except by
the fact that the money was not spent on investment , but it was a
consumption expenditure anyway . It is like other consumption
expenditures in that the recipient will probably reinvest it ,it not being net income .

So we have at least two significant proximate variables : the
degree of consumption expenditures , and the context . The ultimate
significant proximate variable is of course the context of all
expenditures . they determine how resources are to be used and
hence the marginal productivities of various factors , since
these vary according to what is being produced from the givenresources . The richer the spenders . the more goes for residential
land . The less equal the distribution , the greater % of expendituresis controlled by the richer . hence the greater % goes for residential
land . So the greater our riches , and the less equal their distribution ,
the less land is available for production . Semi - feudal societies
show that inequality is an important component of the story . They
lack great wealth but those who do have it can keep land for themselves . If the poorer got richer , ( assuming pure economic control
of land use ) they would bid more for food , it would be moreprofitable
to use the land for food production , investors would buy it for
that purpose . So , after this refining , my originalstatement is
ok , with this new understanding of it .

A boom in residential housing must necessarily be followed by
a period of lower returns to paid factors , for the capital created
a fords no further opportunities to labor . Before its creation this

sired housing afforded a genuine avenue of increased laborpoductivit . It is , indeed , not wholel misleadin to describe
s y say ng increase the demand for labor . One must carefully

u derstand just what is meant however . Real investment is real
man . --and it does not have to be pre - existing either , or even

s pplied b a different individual from the laborer himself .
nvestment may change , the demand

And this need not mean a narrower
sense a e amoun O

f r all paid factors may change .
8 p for the investor--- it would , if cet par---- but a higher ·
poductivity of capital , which originally widened his gap and

en roug t in more investors . Investment is the proximate demandfr factors of production , and it pays in goods . ( tho if the individ
n V ua nves or , this cannot be , for him asCO S

a individual ) If investors decide that housing is the thin ,
O ac ors o pu UB .ous ng ,gooa avenue ofproduction is opened in which labor and raw materials

n

4 3 3

m

S Inves or s}

o inion . And so are sites . He will pay more for them , and he doesct to lose , rather he considers them more productive for
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various reasons . In his enthusiasm he oversubdivides and also
nis judges the real productivity of his capital and overbuilds.
in the sense that he cannot sell them for what they cost , the latter
bringing the boom to a violent halt , the former meaning that as
the boom progressed there was no provision of complementary
factors for the constructing faetcro , but the opposite , a contin
uous removal of sites and raw materials and "capital " from uses
potentially or actually complementary to labor . A
doomed to end in depression , with our present system and psych
ology . An-industrial construction boom is less likely to , but the
sudden stoppage of new investment xay would occur anyway and may
be the controlling factor , the failure to provide complements he
secondary . But I hardly think so . Over-residentialization is a
genuine threat to marginal productivity . as gross investment

In view of mis new attitude to ' demand', substitutive effects
among hired factors may be reviewe

omplementary of course the partial substitutive effectm

actors compete for complementary investment .
relegated to an

ppendix to the chap on reflection , or hp and unemployment . Chap
then he expanded into a section , bridging

urrent analytical ideas to mine , regarding investment , money , etc.
nnecessary , and I might so state . It is too bad to start with such
Complicated and unproductive disputing . Yet these ideas , which are..
early universal , stand directly in the way of correct analysis ,
nd must be met . There must simply be some way of separating the

sheep from the goats , telling readers of the kind who " immediately
ew terminology and think

art 2 , while those who "criticize the groundwork in detail"returning
to it after seeing the simple and sweeping analysis it makes

ssible by reading the later parts first . Or I might just
take the cream of it as a first chapter , putting the sweat in
an a en ix or a la er ter . Or I might start right out with
Holdout price , putting Say's Law with Chap 2 also , making sure theist of that was part of the cream of the new chap 1 .

It depends , of course , on what one is writing . If a very formal
textbook or last w rd b all means start with the groundwork and
build up the case , developing the science at length as you go .
In that case the science itself is the excuse for writing , the
conclusions just sort of inevitable results . That is the ideal
scientific way of writing . But one cannot get away with that for
some time , until he is recognized as an authority . One must makeit exciting by suggesting conclusions . Or must one ? George didn't ,
Keynes didn't , I don't think Marx did , Kinsey didn't ,. Dewey never
organized at all I guess . Einstein ? Darwin , Newton , Smith , Freud ,
etc certainly plenty of people who wrote important books
without worrying about popular tastes , and without putting the
groundwork last . That doesn't mean one can't improve on them . One
can show the significance of everything he says in the groundwork ,
show t e nature of the problem as Einstein does , what gives rise toit , show real examples , as Darwin , --- these thoughts make my
master outline of summer 1947 seem better than the analytical part
on which I have specialized since . Plenty of problems about
wr ting technique to handle .

ac O er son : p . 7 , his equations say that the proportion of
money which the banks have backed by circulating capital ( as oprosed

1

:



Robertson , 14

to loans made for other purposes ) must equal the proportion of
circulating capital which is obligated for bank loans . He
concludes from this that as long as banke-ereate money as fast as
T rises , progress can continue without trouble . But I see no
connection betwe an equations and conclusion :

Three principles of banking policy judged : gold standard , prod
Luctive credit , price stability . The first he thinks just-aecidontal .

g.s. Higner prices due to gold discoveries (or reduced production abroad
and consequent gold import ) he thinks will increase saving-by-forco ,

2d aspect of in two ways , but he is wrong . Only one way , and that is less
forved sowing sure than he makes it.--higher prices temporarily alterdistribution

in favor of property by lowering real wages primarily , increase
saying This however is not a monetary but a holdout price
phenomenon caused by money . As to money , no new lending is doneif the rise of prices ia due to gold inflow or production , but
only when it is by paper money creation . But gold in flow carses paper creation.

s criticism of gold standard that it did not change with
flu tuations of production is probably good , but not necessarily ,

Limits to
bank ex

"Productive

_credit).

ans of keeping international stability and still not be
ted from expanding the currency to keep price level -stable---

ind ed , it would be wiser to do so under g.s. , in fact one would
prices and

bri

as

in gond , thus expanding currency even faster than "natural
ing processes " would . Yet he concludes that g.s.is universally
emned because of its rigidity . I think the real basis ofCO

on e ation is not rigidity but unmanipulability . G.s. will vary ,
bu producers , not govt , must take initiative . And , of course , for
wor d as a whole it may not vary with production , but then neither
may banking technology . It does involve a waste of gold , a real
cri icism . But it probably fell because it couldn't be manipulated .

Which reminds me , what limits a free banking system from
in money ? Cash or gold reserves always have . Were thereis

no - such , what would be the limit ? They would , in their expansion ,dri e down ir so as to set a limit to the rate at which they would
ex . nd , but still they might expand every year ? Uncontrolled banking
wo ld have to
th

a interest on deposits , and that is what would stop
And if that were made illegal ? Services to customers . And if

th t werecontrolled ? ( of course if it were , so would the general
am nt , but just suppose ) I don't see that anything would stor them ,

n il the had driven down ir so low that further loans were unprofit
ab However Cash is with us to stay , and as long as a given ratio
to it must be maintained b rudence or law , such expansion is
im ossible .

2d feature of g.s. banking is need for liquidity of assets in
se se they can be turned into gold or cash . This , as just seen , is
an importantstabilizi influence . R. seems to think it more

m or an we er ey may e turned into final consumer goods
bu that seems irrelevant to me to the creditor what counts is

sposed of for universalOWW e rou e ey may
cr dit , not how consumable they are .

oy 's Bank in 1927 revealed that 25% of its loans were
professional "an i.e. for uses little looked into and accepted

u o borrower's credit standing . System doesn't guarantee that
lo ns will be to finance "circulating capital " .

Principle of Productive credit , proclaimed by FRB in 1923 report ,
Many centralbanks subsequently founded on American model . Assets be

>

over

personal
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If banks are limitedby thesemes, the law.
limited by reserves the/on or custem,& goldis imported, this

is like a technology, allows bank exp. Part. is it found? If allm.were

joutbe takinggold. But 2daryexpansion20any expansion increases

g.s. thanin internationalism, thelattermore inherent in

etc ?+could stop it any time by revolving.

+

gold, no, we would

lending. This is

may augmentit. Butme

đảª
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note and deposit liabilities of Central Bank must be productive or
self- liquidating " I guess . " Investment and speculation " not

supposed to be helped . But trader and producer are entitled to
depend on banks for the whole of their circulating capital . He thinks
this is too much , will inflate from present. level . But is so ?
Who else makes short term loans ? Well , many business finance
much from their own capital for one thing , and will doubtless
continue to do so . He seems to think the fact that the money
does more than just come back to the borrower disrupts the
theory , but it doesn't at all .

He observes that 90% of money cranks ignore velocity , assuming
money to be borne with goods and then to die with them . I skirted the
game error in my thesis , in that most imperfect part on money .
The fact that so much production is financed by banks gives greater
verisimilitude to the crude Larson idea that money is borne with
products . Indeed , it is the es ence of the "natural " extensibility
of bank credit . Where there is genuine production , banks shouldmay be able to extend further loans , and these will be procortional
to the increase of production .

of AM to

Aprid.
Prod.cred,t
politycri

utaz

Betta regPrinciple insufficient ?-- e.g. , doesn't cover increased hoarding , forin
when , as I've decided , more money is appropriate toprevent price
level fall , and when a free banking system will provide more
money due to higher ir . -1.., will pronde the productive credit thatprivate lenders fail

In 20s , Ame icans reduced velocity , he conjectures from fact that
they increased_investments . But it hardly seems fair to so
conclude -- a higher ir would increase investment and increase v .

20s , Am . banks made more long termers .
Stable price principle . He criticizes because when prices should

fall due to dT they don't , but I think thisis ok , since desire to
hold m has risen . If not , prices would not be allowed to fall
despite dT . So I like this one best? So ? Howabout free banking, & intl. as deterrent to sprending, etc.

Wholesale prices fall faster than retail when productivity increases
in 20s he says . So ? Why ?

Stable price policyofall

P. 57
FR system undertook to stabilize price level presently , but no one

knows what price level . Wholesale fell , 1925-7 , and wheat too I
guess .

give.
Cat facts:

-how longea go of
financing is

done with
bank many

Trend to -Am Business became , in Am . 20s , more able to finance itself ,(& mearkness of had less recourse to banks , and FR trying to keep prices up
stablecelundoaned in such a way that stocks were driven up , he thinks .--which

is possibile if the money were put out by buying securities
rather than lowering rediscount rate , or indeed even in the latter
case if members allowed to lend to brokers etc. Allowed great
consumer borrowing too , something new then .

s

Theymigh reanly
bintancegood_
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IV Saving and Hoarding

His " day " is something during which you spend the money you made
the day before . This I regard as poor , for it forces the introductio
of cash balance later as something extra . We should regard
income as coming in at the same time that expenditures go out .
cash balance being the resilient cushion between , or , better , the
reservoir . What , then , shall a period be in my terminology . for I
certainly talk about periods enough . It is one " turnover" of money .
But the period of turnover can be arbitrarily altered , such that
we might say " in this turnover , some money was held idle " , which is
a simplified way of saying that in general v fell in thisarbitrary time period . And the period could not be defined as
one turnover of m , for then it would lengthen as v fell . It must

i just be some period approximating one turnover .

Hayok.

de

He distinguishes "Lacking " and saving , lacking being failing to
receive as much as your income was worth when you got it , whether
because you save or because our money de reciates . But this seems

se ess ca egorg -W y com ne those two separate ideas ?
He evidently does so on the idea that what is lacked thru de reciation

rue . aving s voluntarya s nosew ere , u
La king , depreciation is " automatic " .

m appreciates and you save a little
po ntless .

O or ng : ra s ng propor on of
ca h balance to income . So if one's income rises and he increases

e previous cash balanceis not counted as hoarding , just increases after the base period ,
n

p - ase ance , .e .
He everywhere assumes that entrepreneurs have variable incomes

u , suppose .
eynes and ahn had an odd definition of saving about this time ,

es men

Further , he says you don't
which again seems

•

2kinds frond's army
K.

R.

V rom
be ng necessarily equal , which they would be , according to those

I e ec
an lyses their arguments and it is the story which Stewart , and , I

, they too , were still sticking to , that income is composed of
lus I , and it is spent into c plus s . But , R points out , M mayt that v may

ch nge too , so what is spent need not equal what is received .
there is no reason that everything receivedfr m sale of consumption goods shall be spent on them indeed , K.

R. thinks it better to define saving and investment so they are
not necessarily equal , the difference being the cause of changes in
price level . This seems ok , tho his analysis is limited .

Accuses K. of fusing two distinct- types of forced saving : the
reduced p.p. of past producers when new money is created ; and the
inércased share of income going to property in inflation . The latter
I say is not a monetary but a hp phenomenon , is rot forced in any
menetary consc . Still K. is doubtless wrong and confuses them , but
R. is not right .

The formor typo is generally meant by "forced frugality" , the
latter is perhaps K's innovation , or R's . But Hayek used both kinds ,
oddly intertwined , for the former was the originator of extra
saving , and the fact that wages rose to stop the second kind was
the stopper of caving. But generally the term is not generallydefined .
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I see a smattering of truth in Hayek . We have " too much investment
followed by " too little " . But the causes of the shift completely
elude him I think .

V Industrial fluctuation and the natural rate of interest .Inaus
But how define the natural rate"natural rate" . It is one that is to

preserve equilibrium " Which may mean what one's ideology
wants it to . I'd say let it mean free banking , when rate of
expansion is what dT , dV , and banking technology make it .

But they throw in ideas of normal degree of employment , and
cannot decide if full employment of normal employment is equilibrium
that should be striven for , and if capital should be growing , how
fast , etc. , and they really must decide what the role of money in

every
wh re in economics we see the same error ,see the same error , that people try to

.e . that theyf 1 to equip themselves with necessary capital before undertaking
, we have the oprosite crror , many

W develop elaborate systems for no purpose .

f
r
O

th various minor adjustments described in detail , wages rise , so

1 due to saturation
just as-investment opportunities also

Continentals emphasize former , he latter---
etment- opportunities , the they fell

idly , will rise slowly in truth , people's ideas of them may
-that way , the even that is dubious-, -but- the realities won't

course and he thinks hps , wages esp . , won't fall as fast as

Continentals emphasize projects that have been started that
r rises . This is an odd one -- guch should be

1 re he ainority . Indeed , wouldn't most of 1 ong term financing be already

trong vested interest in finishingit ? etc.
in my chap 1 there can be no divergenceAirb tween mr and mp of cap . , i.e. anticipated mp of cap . But to talk

ergence gives the general idea , that credit will expand , M.

;

P rhaps this is much more inflationary than dV , when ir rises . ( in

c p , in the classical way , rather than as supply , which I denoted by

antic .Infl.(AP?) Another doctrine is the real vs. money rate of interest . ( the above
tural vs. actual ) This is Fishers . When price rises are

a

a ticipated , people will pay more for money . (and this will help
rises , no ?! He evidently proposed it as a guide tob

p licy , to prevent fluctuations . R. doesn't seem to think of it
lectual contribution , and rejects it as impractical .S

V A note on the theor of money , 1933
R. defends expressing cash balances as a % of income , which K has

tacked . But K wants to express a portion of cash balances ás % of
i come , not to do away with the % of income expression . K.K. isa

t i to make it seem that the other % of cash balances has no
h pe of ever being spent , but R points out that it will be . In the

ambridge approach " , " K " means the % of " R " ( real income over which
p ople wish t hold command in money .

Ski ped some .
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VII The future of trade cycle theory
IHayek & Keynes , both draw from Wicksell . Both regard boom as time

when investment exceeds spontaneous voluntary investment
doubt this . H. says slump comes because saving is inadequate ; K

adequate , it good to wasto in hoarding . ( R mentions
this , but extra consumption by non-entrepreneurs , stoppageof

and borrowing to produce at a loss -- odd ) K. believes
believed in 1933 when this was written , for he seems to have
erent ideas now , vaguely ) that continuous inflation was the
er . And this makes him at one with the money theoriests , whois like the Austriang

(ineluctable ; logomachy )

es ablish some norm as normal .

i strumental goods " , as a remedy . "This means they look to

in estment raises wages , but at the expense of reduced consumption
would

do it with inflation , H with economy by consumers and reduced taxes.
Hawtrey thinks of public works as 'ritual " , inflation being

no

(0
an

}

I The snake and the worm
1936 . Those who would inflate to insure full employment are

preneurs to keep labor emploved he thinks i.e
he is thinking of the second kind of induced investment , as well

inFl. & land
valver

cl im the results of forced saving did noa

·

as
la ion used to

now m t they
Also , they are not

as uming that full employment has been attained , but rather before forcedso

' t worth the price . --their opponents evidently accusing
them of " assuming full employment " , etc.

isarmy starts

The theory of the rate of interest he calls the central mystery
of economics , and the basis of disputes the most intricate between
the inflationists and the " defeatists '

The root of the conflict is that the inflationists think the cycle
is the worst evil . the others think the chronic tendency to stifle

this doesn't seementerprise and make thrift " leak " is the worst .
to me exactly the array of forces , but maybe in part .

P. 112 before 1929 restriction schemes were applied to
this problem of excess capacity ' (how euphonious ! ) (eupphemous ? ) in
leading RAW MATERIALS .

ease

In the 1936-7 boom many governments unbalanced budgets metic
ulpusly balanced in 1931-2 who were they ? Relation to bust of
that year ? Did inflation fail ?

VIEW

&
forored

saving

We must not a very bad feature of inflation : both by icwering
ir and by increasing m it raises land value anticipations .

The growth of large firms means reduced demand for short term
but is overbank loans , which would be deflationary in itself.

compensated of course . (by what?)

!

IX Effective demand and the multiplier
p . 114 , he voices the key confusion . Why doesn't production

increase ? Because part of the increased income would not be spent
i.e. , he visualizes a constant decline of v -- but why the decline
should be greater when production increases he does not say , and
it seems to me an increase of productionwould reduce it reduce the

S
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but he declines to take responsibility for thisdec ine , i.e.
sta ment .

De and price , D , and supply price , Z , are introduced , D being
ed revenues , Z.being known costs , of increased output.

Whe Z exceeds D , as it will when money is to be hoarded , production
ncrease , he thinks . And he has a further quirk of

not counting payments to entrepreneurs as even partly income .
es K of using demand price to sometimes mean what entrer s

ex ct to get , sometimes what they do get .
of the increased income as due , not to the first extra

pay ent due to new investment , but as the subsequent expenditure
R. dreams

little fantasy on this by which entrepreneurs will beunawareup

pri e , and will expand anyway , ( and their own profits at an arbitrary
1hi

mak money , tho less than originally considered part of Z , and
con inue to expand profitably but really it is not that they
exp nded that made it profitable for them to expand , but that they
wer conten W t les

T supply curve visualized by Keynes is most peculiar . Additional
uni s are called forth with no increase o a

come s
poi t , i.e. curve is perfectly horizontal , and then duddenlyit erfectl vertic 1 and in reased morey demand just
rai es prices . Of course it might be more nearly reasonable toit is almost horizontal then we know ust wh will be all d
int production by increased money . A lot of money raises prices
a v r little and increases su 1 a reat deal .

sa

X he Trade C cle An academic view . 1937
wer of Central Banks , and govt control of them , has grown

gre tl in 30 years . But some elements of old rower have been
OS n 9th century , fear of boom was due to fear of gold

out low . 3Toda 4 kinds of "boom- shyness " : speculation , vicious
e , oan e fund deficiency , investment saturation .C

rof . Robbins seems to o for the third , or Austrian type . Boom
m nves men s on t pay out , because ir rises too high becauselab r ets too much and doesn't That must have been aaveenou

pre y om nan me e ore eynes - esp , as I reca , in centra
Eur pe . Robbins says let rates rise early , to avoid a boom with

9 s ppointing bust after ; K says keep them down for recovery
an always . R. thinks importance of investment is overstress d by

offers nothing in place .
Vicksell himself , pioneer in studying relation of ir to prices ,

4this was little connected with c cles , which he attributed to
ing real investment opportunities due to technology etc.

ol of money supply will end up in forever keeping ir
so the govt can borrow cheaply , he fears , and current events

ch

dow

–M

modern monetary controversey 1937
Optimists , Pessimists à & B , and Blondinians . Optimists will
pward and onward at all costs ; l'essimist A think of under
stment ; Pessimists B think of lost opportunities to invest ;

ans think of excesses , vicious spirais I suppose , andal vs actual ir . Wicksell thought authority's power toith mr was unlimited , Marshall stressed limitations .
Un il recently , money policy as affector was over - stressed , liq

in

•

nat
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idity preference understressed . Now the optimists and the B pessimists
have joined to throw out the natural rate of interest as something
that should be striven for , believing the authority can permanently ,
with renested doges , defeat the tondency to roturn to the naturalrate . --at least the Optimist thinks that , the B Pessimist thinksthat income will be altered to the rich , they will invest more ,
but he fears they will hold their money as such , he wants toprint plenty to fill them up and make them invoct.

The Bessimist B thinks of liquidity preference as something long
term , that can keep ir up forever , the Blondinian sees it as onlyshort term matter . ( Stewart , I recall , could not understand this
point once when I broached it )— The Blondinian is less sanguine
than the optimist that the money authority can keep ir downforever , but he is also unlike the Pessimist B for he doesn't
think hoarding can keep it up forever . The Blondinian , i.e.
one who thinks of money as having short term effects , not perm
anent ones , and who takes into account possibility of price
changes .

is

XII : British Monetary Policy .
(even the "principle " of acceleration might make a little

sense in view of the new attitude toward investment as demand I
have developed . Investment in some goods may stimulate even more
investment in goods that produce them , etc ) & the momal increase ofcons' is a -Ahp.



1

~
Klein, theKeyperion Rev, tidbits therefrom.-not major outline ofwhat

he sage, which is left ning be
neo - Wichsellion depression themy, popular inearly 30s. Myrdal.

But Hayot included.

Whynot take m&b this spring, insteadoflandee. Washsin with
theorybetter.

Myrdal : natch 1.8. given byany one'in schooule serve. 2, Causes stabbe P 3,
not clear, Klein, ifmeans newim. or allinv.says? 5 & 1 ? Depends ondef., & K's def. made ansner. no.

_

Swedes had 1.r. & p.level thing, not for empl. theory. Theirthong
implies 1.0. manipulation willgive fullempl. Cohlin stressed expectations, not1. r.).

Haych: When mhtrateprished below natural,_cum. exp., AM, butpeople willnot
same that much voluntarily, structure ofproduction has gotten lenger thom-people want it (are still plentyofinv. opp., but inadequate creclit), people
will notsave enough, inv. will have to decline...

`no,K.saidsomething

Neo-Wichsetliams thought compilation of worldreces,wherever.| natch rate got herabove mht rate again. K. disagreed. H. stressed
alternativeness of C &1 K their compl

Hantrey: 1. r. & flow ofm. -As.r. world cause entrep, to inventores

marke in flow. Sensitivity to Al.r. the crix,Sensitivityto Alir. the crux, & intentaries stressed. K. also
stressed1.5., but for Sixed cap. -& K.percumstic, H. opt, ofwhat couldbe
done with.....(Note again how centralEuropeans streas alternatère aspectof
c &i .notjustHaych but Macklep, Mires.Rophe, Strigt (&Robbing), Fellows.
Some connection with centralEur. Inst ? Bambung?)

Non-monetary over-inv. Theries: Spierhoff, Tongam.Berramorshi;
Carrel, maybe Schumpeter, likehy stressed Ainv. as chretvile.BourK.,..
like Haych, they stress lackof cap, not ofupp. terit, as cameot(notso different, for reduced expectations.com be interp. either
way aswell)
bust.N

1. Under consumptionists didnot stress deflation,didnot stress deflation, sarxing, but
overinv, too muchtobey. K. differed, Kten mocht. ( K. said he differed

ok.)._Undercons:1stsin thinking an expenditure as any,
thought.

good
plentyofine. outless, justyou couldn't sell

Walrasian system of gen. eg.,

im . as
were.

des relarm for

one of 3 conditions : 1) Sav. = inv., born
Yields antic./cast ofpood.

Does nat.rate.# 3 equate

system, millionsofeqns &intens!

1-X.

p. bo

(?)
every commoding in

with conclusion from familybusper studiesthat
same atalllevels, redist.. Journ'taffect cons, only

inc level afecta( ahy/ses,itne changeit cons...general(He later reverses, says Dirfmnam)(&says realist.isconsour)

mary.prop.com.&
Klein agress



The
empl.eq.w/o
rigidities
interp.ofKeynes

Klein, 2 1.e. on dist.of Y
betwen (&5

But1.5. has noinfluenceon cons, (onlyon inv.) so only.Ar affects C.en
_1.v. not important_in determining inv., enly antic , since risk-plays

major robe, not int.. Thinks bus. inv. always,bearish as investorsvery.
cap, must pay out in 5. yrs= bs

→
Essential K, since lig met. is one

ultimate causes)circularity
ok. also
seeninureof.
de

under

Lig. pref. chependson 1.8. & N. (this makes circular element in
thing determing.1.1.8№.1. So he has notshown

Klein. Thinks Keynes didn't understand whathehad written, forhe admitted his don rigidities,& said in illusion carved
Y.Says that tat[as wages fall, & falls]tot if sav.&inv. schedules aresuch, sav. (presumably exonto)

exceeds inv., Aling as falls, both being incloustic to 1.v.}.. & is no
fall, a continuous deflation. Until -Ay reducesson.

LY.
stopping

system depended

|

nempl. Klein Horrified.

Gets an eq, in perf._ compr
where wages are abone intersection

of s &d comes for laber, due to superior bargaining panerof
employer. Hence memp. Utterly WACKY.

1 Mentions that as -AW, realc.b. rive, butsays expected future
fall causes postponedempl, deft. Toint, revolution



A CONCEPT OF GENERAL OVER PRODUCTION

Certain lines of production are controlled tightly , prices artificially
maintained . E.g. urban land .

Result is often competition , as high prices bring otherwise submarginal
resources into industry . These are then included in cartel , the resources
in effect retired from use . So more come in , and more and more .

When collapse comes , why doesn't this thing become cheap , and the resources
revert to other uses? Because the resources are tied up in the originally
restricted use , either by physical half -development like subdivision streets ,

or/and cherishe dcconvictions that resource will go back into higher use .

Now old idea was that if everything became cheap , nothing was any cheaper
relative to goods , so was no overproduction . But pattern is that originally
restricted goods become overabundant but not cheap , as prices artificially
maintained ; and resources cannot go into other uses because they are tied to
the restricted uses .

Some resources can move e.g. uncommitted labor . But union labor moves

slowly if at all ; likewise highly specialized labor . Sunk andspecialized
capital moves slowly . And of course land .

So pattern is one of overdevelopment of industries where restriction is
tried and fails ; with resulting locking up of resources from industries
where resources can be more productive , socially .

There is also probably tendency in restricted industries for unduly high
% resources to go into very durable equipment , rather than current output .
And into land development . For one thing , because in order to start out ,

that is what you have to build first . Thus we get overcapacity .

The big , the new idea here , that gives substance to previously unacceptable
idea of absolute over production , is that resources get locked up in the wrong
industries .
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Brogram of ARC res,under sec. 24
area, & aggreg.national,

1. Empl. multiption from diff. kinds offacilities.
How to use such.

giver funds to complement laber most. Cap.may

or compl. laker. How identify & encourage typer most comply. in areas that need t
2. Stability inpermanence ofgain engerdur life.emplent. Comal by a, turninga. turning over; b,using

during
emplent, growth.

5. Identification of battlenedles, limitation
3.
( Answer will be capital. As soutput/man, lacre, /machine(dd ginenart),

?

keep
need more lif. cap.to carry products. cap.frutar ferils to

pace ; & extant supply gett frozen,(indispored ", in undisposable)

elchord seup
we have land, cap, lack inkt","; & " indy !" Meaning?)

Local landprices & availability ? Ounereking, as Klen &Saber aderie,Ownership.
durable put. invents.[Isn't thatgood ?]ZPT -bias vs. durable

older or les
B

[No, ben response is just less invent., let plants grow

frequent reneral]

4. Regional Ag & decr.rets.
Encomage recin. bes decr. rets elsewhere

Airsomage decentralign of many urban four needing form -
leave them for urban redevmt.

5. Balanced & output, aggreg.
26 one area As output, lowers relative prices. Competiters

squank. Solution. I all kinds of output.
what6. A national optimal pop. dicten. -- forguidance, intext

areas to abandon, what ones to spark recevent in
off.of exter system, e.g.

to
max.

hiway1. Coorclination w.other Fed. fus that affect location:
bldg., e.g..; airline subsidies; defense installations; etc.
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Ley. Stanback, Thomas M. J., "Portwan Cyclesin Mfrs Invies.", Studia
in Ben. Cycler No.!! , NBER, .62.

Finds durable iwvin Ag re less durable one. May discuss
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Rapid obsolescence couses faster turnover of
existing cap., ginen amitof cap._causes moree
empr

U

or mr falls, shift to dwables.When future looks better, or mr

At first this is good. But presently cap. is commented

into more durable forms, sim fummg anis slower.~ tung
encaraga

Anything encouraging changing form of cap encomings

employment.

turn short term assets into
new inv. both increase.

When mrfalls or yield's rire, it becomes desirable to

long termones. Conversion&

When v.v., for want towant to dump
use to present. In former

existing assers on mht, shifting



case value of factors rises vs. consumables. Consimarthes

come on mkt fromcomerters, butpeople wont less ofthem,
(This may appear asymmetrical &is,taking claims. (This

I think rightly. When shifting rates to future, mustchange

but

punishabhes, usually,
change durathes so fast, can

to other forms. When v.v., cannot
only neglect

etc still dominates, for when yieldsfallBut, no, symmetry
to be converted diminishes. We have

flow of cons.goods
an effect from consumathes, & from duraches, in both

shifts)

maintenance



Legen

RBCT , Hayek , " Price expectations , monetary disturbances ,
malinvestments " . 1933 , roughly , ideas originated he says .

355-6 When people invest , they assume present yields will
continue for a while , and that other people will continue to invest
for a while in the complements of what they are investing in . Wood
point - i.e. when people stop
subdivisions are waste of time .
investments , once started , must

investing in houses , further
Hayek also stresses that mahy

continue a long time , if the first
m is not to be wasted . He also stresses that many investments are
built on assumption that customers will invest i.e. they are to
produce investment oods .

(When saving stops , inv . does too , & as gross inv . is what
employs people , that reduces employment . So ? Maybe ....

356 Large , unforeseen decline of saving would explain crisis , he
says , rougly because lack of it means previous expectations not
realized because they require further investment -- which is roughly
true , but he doesn't put it clearly . But is no reason for having
savings fall suddenly , except in result of crises , so must explain
crisis some other way , this is his cumulative explanation .

He explains it that division of m demand between cons . &

inv . is what entrepreneurs think is consumers desire between saving
& consumption , so they invest accordingly . Is esp . bad when
banks create m , giving impression people want lon er structure of
production , i.e. want to postpone consumption more , than they
really do . (so he uses the ass . that final consumption expenditures ,
or expenditures from net inc . position , are major determinant
which paves way for underconsumptionism , perhaps , breaking him
down . Anyway , his theory is not coherently worked out , tho he
definitely has a good idea )

359 dM causes increased incomes , but not increa sed saving ,
for it is just m incomes that rise , prices rise right along with .
So more is spent on consumption , to offset which must be more dM ,
this cannot be maintained , so time comes when cons . demand rises
relative to inv . demand .

360 So expected complementary capital not created , as i.r. rises .
..a scarcity of capital making it impossible to use the existing

ca_ital equipment appears to me the central point of the true
explanation of crises ; But least acceptable to lay mind .{}

Many 19th c . observers explained crises as due to excessive
conversion of circulating into fixed capital . James Wilson , 1st
ed . of the Economist , did so , re r.r. crises . A group of Manchester
economists took it up . Bonnamy Price in Eng . , Courcelle - Seneuil
& V. Bonnet in France . Yves Guyot . v . Prices & Production , app . to
en 3 , ior fuller account .



}

Hayek , 2

Note difference of K & Hayek : H. explaining cause of crisis ,
K. telling why we can't get out of it .

361 Guyot : " Crises are produced , not by overproduction , but by
overconsumption " .

Attributes failure of these early theorists to make a dent , &
be overwhelmed by "1. century of underconsumptionist propaganda"
to vagueness in their concepts of capital . ( which might spring from
their identifyin land with it ?) (no , hardly classics ) But his own
concepts are also vague . He lapses into most unaccountable
muddles , after the clearest statements .

362 What he means by scarcity of free or circulatin : capital is
there is more demand for consumer goods than suply . ( that's not
clear enough , tho on right track . & his expression of it is much less
clear than this )

Finis



see graph,p.4
see f. 16, was &

liquidection

Mise. idear, draft, Structural causesof unempl.

1. 16 79⁰ labe forceis unempld, I want to emplay them, requires 79.A
more bes

of circy cap. (of perhaps less ber they go off relief, but likely

specializu, accelern., etc.)
of

Is excess capacity in fixed cap, don't need that.more

2. Creating money w/o creating corresponding put. debt, ass conciraimi to
add

produce, & more, to return good to buyer for money, has wold effectſ.
Trace them

~

3. Ayan you get land only bypayingland only bypaying rent in advance , or buying

If sellers continueto
This concures much cirey cup.

b, tellers ireaiRenton Meat is inc.
Beet

in advance .
peny

treat on cap..
ok.

cap.gain part as inc.

social disinvestment. Ceases to be a xfr, becomes a leak.

a,
Thus now, buying land involves considerable

shows up, not in consumeri being unable to

4. Shortage of cireg cap. hang

find goods to buy, but in refes, wholesalers. I retailers' hov'g trouble

1.e. they seek to reduce

finding money to face restacking of inventoria.
buy lus.

inventoria -- & equilibrate downwards, as hired factors

for reduig inventories. It is invent.
But is only a little roomfor reduig

in durables primarity & hey seek to reduce.

5. "On disposal "

cap. makespossible.
I rellen both, as in

can

ure,
wideselectity,& in quality, & in rater of

W. les cap., wd, use more laber, by shoppers

r.e. nikt., to match customer & product.



5( cont.)
This dearer labor creates new neach for cap. on

More durable.

~~

6. Need to show:
a. A trap is possible, conceivable, where shortage of

blocks employment of hired factors, I lign.of extant cap.

is like a hired factor in requiring cincy. cap. to employ it.)

b. We actually are in the trap

subst., not

1. Cap. turnover

2. Cap. funt .

my

complement.

e. L.V. play role

d. Monetary manip. I love comnat untrap

b More heavy invent., public & put, worem trap (even

f. Need to stimulate:

s.r.cap.

8. Eny ofom problem Cap, tumover problem

If munic, sells bonch, builds roads, etc.

2

(which

ambivalence must be resolved.
7. Bldg. taxes -

They discourage durability in blogs, thus keep cap. more active.

Allocation -wise, clearly bad, get too little bldy of autor &c.
undertaxed items. As to cap., 4 scatter. I need for public blege

works, probly overcompensates, get more durable

cyclical.

cap.structure

over all - & more

put.bldg.?)

KEWARmoney reprid ?
bankrupłag). But ifpermanentYes, after long lag. (& accuring no

maintained by refinancing, even as cap, wearns out,debt set up,
thenin likebonowing to consume, consumer capl. Then munic. is livingon



as longas debt is unpaid, alss, reps. drain on cap! True of all
debts, (& long real inventi). Structure of future liqua

[recuctsit.

long
build

shortage is inevitable. Just as ( alleged) in timber. Requires

aggreg. anal. to foresce.
a

lign.

JJ

In
cap. sunk, a

anypd., there is cap.cap. that

leak ; cap. turning over

whether integral no.
depends

some coming in from previous pd.
not

Leutrage from ciroz cap. is offretby inflows : from

Need to setup flow diagrams, sources I leaks,

that turn over once, thus no

more than once

12 , 2½ , ½ , etc.

&it is Alove
that

AxvV

C

3

devaluation.
Life -span

up so

new sawg; from
w. time lags.

leakage;

capuc
simul flow anal might work better ? Like canal

(cross section x velocity) Note that use of velocity,which

keep us from ning mitoutanum vel.
implies a pel., cloes not

whether leake or

Is also

Let C = quantum of cap., mared in current $ ( note how C decliner

when si !)1) a contral ambiquity in "queuntity " of capt._ how resolue &

Let L = rate of turnover by liquidation &turnover by liquidation & reinvestment , in withofMeasins ?
year

Then CL But leakage must be expressed inis key determinant,
lower L. No, not all, some are in lower C : cap. consumption,

cap.

Shaded area in frings of cap. currently melting. Note, by taking top strip
supply.

& turning itvertical, & adding to shaded area, cou'll double current



." is misleading (as well as sounding obsolete.) It sets apartCircy cap."
column in the liquidatg cap.artificially the bottom row. But

ere stocks,

"

right
I

Note need to distinguish ores & net lign.
is not consumption, they become steel.
story.

Shaded area is

Number columm it. to

L

2 things:
boods available for cons.

b, sourceof money for investors to reinvect, emplay inputs

ktm to top.

Holden lig. cal. I, than

them to reconstitute

Probly structure of cap.
left, w.

liq. e.g.,
& lig. strip mine shovel, same

concaue

654321
EN J

AL

warrant to cireg vs.

instead of continuum.
still better

left. I letter wows

looks like at
effect, Ihas giving slight

fixed dichotomy
But continuum

4

m to

cap.
pay inputs to buy cal, 2 + a

structure, probly much as it was.
rows rep. cive. life of cup., so

of each row.
rep.

Let length of
moving calumen I to left,

w/o great detail, can get to yearwhen liq.yields too little in to

employ hired input next year. Not ber. cons. olemand lacking, but

cam each

They pay

y's open .a



~~

reinumt. demand lacking.
behind.

inumt. or

always a pace
Needs work.

Not inventuries, anyway.
Revolving finds", "sustained impact"

9. aRa can't very well emphasize quick payout in own inventi.

But are other levers, angles. "Quick impact".

10.

That then reduces ans, dend, but

aid contingent than local planning

to encourage comply invent., renewal ofsite, "matching !

assumption of some fixed charges is most convinig way.

on more

not

When have infl. w/o full empl.,
have reached limitas now

of inflationary technique. That is clearly no longer the bottleneck,

time has come to look elsewhere.

5

local policies
Local

11. Monetary counterpart of long tenn cap. is long term loans.

Bauber remain loanedup w/o having to make new loan. Length of

fully reflect durability of cap, make refinaning necy, but

again, no fuig of current output involved.luams may

Capacity of banking system, assuming

influ.. is limited to when durables absurk lending capac,

Also when land absurks it.
remains for current.

analyze portfolion, declining short term loans.

we want to avoid devaln &



loans are attractive to banks, so
Long

Less work.

Banks end up monetizg l.v., cease to supply production credit.
Short bouwens cd. higher it, but ante.

then compety that ifway.
reserve constrame, they wd. stick to

6 % proda losem.

In spare,
12. "Structural " unempl.

locationa. In

b. In time

pary

1.2. Try again.
Ina.

to even

1. Obsolete training

2. Struction of cup .

13. Cam begin

spare

b. In time - durability

c. In other qualition

d. Time & space : cap.

Meaning?

lawsusury

we turned banks looseof
6 % 30 -y₁. mortgages over

langas liquid.

The structure of a nation's capl.
location

flows,

w. some incontrovertibles:

relocation over time

prevent

6

site renewal, higher freg. empl. - & less cap.
Then

apply to automated machinery : The less durable the machine,
The higher laber imput, & lower cap. input, in final product.



Need more land over which to spread expor

facter ,at someat some stage . But here

↓ rise, so we get faster turnover to

turnover. the I as

Turnover a output
cup.

wither case,hi int. causes fact turnover; equilibrates

toward full laber empl. But hi int. Won't harten demolition of old bldys, just cause

but not fuster
flimsy initial genate . W. hi l.v., get heavy couste , renew often

W. cheap
land, get

"are diffs, tho.
much

14. Returning

economy,
cap -lab.bus lend worthless.

to

but not

some ae

ecse

w . dear land, land does.

more valuable land becomes, 1.9. the farther

oriented "

yrs;

of individ. invit

comer

You com apply

langer scale,gurly need to spread

per aus,
land
cap.ď

as

I that may be limits
not nedly. Cambuild taller w/o by deak.

puzzler. If land limited. I.v.
No puzzler.land.

also invest it:

The higher the to land input.

my

unfinished business, will

Thin-spread cap.,

+

but nono much to turn over.

Thereby a paradox, the

we getfrom

more cap/ace w/o 4g dunability, butnot

over

ac

bands of uniform width.

.

ign,

7

resource

time -structive diagram,"some invunts will yield nothingfor
p.4,

requie later complements. So don't think

cheap land

longer time to makepay

all imput is

likely. Whengoist



15. Now what happens if
sell that Trouble comes

that are

you

society,
put I munic. capl.

come

lig. homes, face

They go w/o cap.

te

There are 2 or more cap. structures

another in conversion to other gooch, e.g. factoria.

17. Cap. import into growing

with them.

cal . 5º & is a deficit.
in t6, middlemenyear.

emplay hired imput - including lign. of col. 6 ? - well, those parts ofit
for produ. Theparts that are for cons. will go fast.

arean .

one

deficit. Too little to

hr. received two little

culminats

16.
Theory of equating internat. resource endowments

cap. instead of lake. Some intl. cherish

came solveproblem completely. Probly wrong,
can be clone by relocating cap. instead ofpeople.

people, e.g.Odd that some Schultz - Hathaway- CEA, think only in

terms of people migration domestically, sinual. some ecets, & probly they

at times, wd. solve intl- problems by cap. migen.
as well as individs,

in depressed

has interal in using up existing

When a few pull
When all pull out, noin Calif.

in

8

cons, e.g.residenen,

by migration ofby

go far as toas to claim it
but also shows how much

out, they
rusale,

COLL

areas accomparis people, bes they takeit

In form of clains. Easily cumulates.



18. 'Structural' refers to tech. change as well as migration of indly.
That meanTech. change includes subbig cap. for laber.

good word ...word .. opens}

19.

which

Tech. change " aloneis not enough. Sub. of cap.for

Given that, research acts:
a,
b

my
What is ideal adjustment

What mechanisms work for (a)

What obstruch (a)

d. What policy needed to achieve (c)
where aRa fit in ?e.

Regular retraining at age

factor propus

don to everything I want to do.

20. Human & training, analogour (partly) to land & improvement.
2s opt.

human mirt an

com sun thru several skills in

lign.pd.for acquired skill, then is shameto waste valuable

Trueonly of skills,but somepeopleold skill.

several skills in a lifetime, & must, change in so

Increasingly so.

invit22. Key export
subsidize them.

45 a

go

luckor in

s.r.

21. Problem of outmigration, offect uns residualpopu.

good idea.

q

very.

where localition recognize Zobry benefits&

But thereare deferred benefits, subject to all the evils thereof.
Also differed, subject to exaggerations. Rationed thru l.v., usualproblems.

fast.



3. 22.
mean,

Today.
& they

am expert indy. means to a
use same means to attract.

pour

migration rate of negros.

23. Immobility due to poverty, their blasted lang since by C. Goodrich,
And higherreturn to hills in depression. Calso C. Hamman).

Petty vecteds, hand to liquidate,
hil to move .

town what a

new

10

likely

class immobility

24. Need something like a succenful modifn. of Say's Law

show can Ioutput & simul 4 demand. Esply, if do so in a pocketof

unemplint. mean in areas, produ
Fact is, interregional cup. flows growing

only creater own demand, but new long term immut creates demand w/
When alder region

output. Compensating, older regions liq. cap.
cease lizg, growth of stops, which hurts ber they haveso

much unfinished busines

at

r.r. used to

more cause. Middle

not

aggi.
Anyway, nowplank by ARA aven't siphoning off limes.

demand. More likely problem, add to agg. demound for many you

w/o ligg any autput.

25. Continual drain nation's cap. produccap. prodiig mil, stuff cat be

diverted to other needs, if just jell idea that make- work not nery. I
diquefiable cap.is very. seems like a complete reversal, complete

denial of standard underconsumption philosophy. Is it possible

to soften the blow ? Desirable? Or try for shock effect?
w. mostplausible aspects,Better avoid head on first, begin

go on from there.



Factor propus is good entrée. Cap.turnoun. Etc.

26. INP N1 + Repreen.
Here is "fixed " v. "cirey " cap. concept, very much alime ! Find out basis of

annual ext. of lign. of one kind, at least, of cap.
drawing line, thun get

21. InIn hypothetical crisis pol., "busines " anter les lign, hence sees less

need, & has low power,to replace, so cuts back spending, in antic. Thus

reduces cons, demound. It is not that consumers come &find les to buy
trigger offcumul., if whs now

Involver.
Here is missing

lick.
May

try to liquidate besof less volume.

Conen.of assets is involved. Ownenof cap.

put itinto slower -turnover curables, reduce load, a28.
so

Thus from goes

slows turnover.
$.laber per

l.v., inc. to sellers, dissipater nations cap.

up

27, resurned.
not adequate"Burinen " is not

out ofpouttry, into cattle breeding, lengthens

Jass into land. In aggreg.
Len

tire of mgg

taking feads. May not repay

us sales.gross

word. Lengthening invenit. comes

ut all e.z.u pay as go

11

muu

uns out

h

hiway bldyplan.
25yrs.

munic. borrows, repays
Return to that. Suppose

Thone
Lump w. assets as "asset -holdenHere it is lender whore retum offundsis slowed. But avoid the

complication of a lender.

[Positively charged. Endowed, surplured. Louded. "Aneted."

provisioned, funded, stacked, wareholder, store holders, ownen,

monied, financed, solvent, invertor, holder, store- carrier, capitalist]
ladan,

his cap,
this bid

by gout.



27 (cont.)
Anetholder " is the best word. Objection, even the polyryllabic. Abte, a -h

liquidate. (auch too broad,
& land) abbr. w.h.A -h plan in advance to replace assets an

Wareholden " better wores excludes

w.n. pleme= advance to bring toto replace what they liquidate, comeinto

pd. when liquidate little, bes isn't ready,
them, consumers are parcius, c = 7(1). Thus they

payments to what they have to liquidate, & so proceeds

yu,

money

Initiative is w .

adjunt inc.

smoothly.
This storekeeper has pipes, & tobaccs. Piper tum over once a

tobacco, puts allTires of fooling
tobacco once

month.
CA

one

they invest little.

cuts volume to ¼/2 . Knows this ahead, cuti berging

cap. into pipes.
to toke Not at first. Ligs tobuces, I puts all in piper. Now

as much an before.
he knows sales will be 12 , so orders 1/12

to simple.
Now, inc-execct'y spending in detd

liquidate - plus

12

by

some adjustment for direct services

29. Hi l.v. desting and cap., & A demandfor
shortage

an'tof real cap. ready to

28. Reginal flows, help clarify aspects of 124). If wareholden lig. in

region, invest in another, cap. flows out, I leaver depressed

is
belind. Full lign. difficate? One aid in l.v. full, so less amer is inc.

This doublynew, I

areu

aggravate cap.
They mightseem to speed replacement, but demolition inn's liquidation

any funds to exploit it.but not
Creater news inumt. opp ,



~~~

30.28 ( resured)

Thas come at my aggreg. thy. this

shiftz betw. regions,

liggfringe of capl.in

payments. If
more

to 4 realway realmore M. raise P. but coax out no
do inputs produng,perhaps creating their own cap.

Dons have benefit of AP re Pro...
getbutyou

more! Dans have ine.

way.
30. Tendeny of wareholders to create ines

Is no
er's way of preventy infl .

"Sirusinal " could mean

try by spending

wares,or little

raising current prices vs. future, this discouraging durable inus,

encourag'g disentangling. Unless, AM used to support clerables

prices, workers.

4 .

e.

Then there's something to underconsumption . Butnot tolai
And it's onlya longrun aid .

31. How do we get into the trap so deep ? Many ways.

Mapian escape w. their aucts into future

I

b. Comen. of assets, mqu push into future to min.mass
bundens.

Tend start more than can finich, many reason.
scattered settlement,

Lagralling

d. Land

13



how. It
32. say's Law probly sounded like Panglosi han.
the something else at fault besides inadequate aggr. demand.

means spendgspending to replace lizg cap.

sense of replacement spending in antic

///

Keyne etc. say
Replacement battleneck thy say

regel
trouble is inadeg,why cap.(both tolig.

~ face output,& to liquidate other frices cap. Takes cap. to liq. cap.1)
money

Tukes real liq. or meltg fringe of cup. to implay current inputs, & in

Supply, here, creater own demand in

supply, here, is from cap.
outrightoutr reduce

Problems are a supply too small ; b, Wareholden

wares, liq. w/o replaig, then supply comes, absorbs demand, ends

33

trouble is prop, save.

Replacement thesis is just Keynes rewritten on aus.
assetholdensswt consumers, bes fermer hold most money.

34.1 next)

com

might

1 cap.

14

also show,

you liq. cap. to lig.inlig. stage & capl.by sale to coms, requires

But stage needs conversion to intermed. stages. Shortage of lif. cap.
will encourage veinining interned. stages, this hurt st. I harder thave

st. n.

cycle.
initiatius is w.



34.

35

As cup. circulater facter,
man -hours,tow more acre-hours, are

at

19we

per ucre .

There is chronically such a surplus of underemplayed laber that

we werely reach that state. It muunt be madepart of the model,
limit on the engine.rho, as

~

Water matzer better analogy & heme electuity, bes

while amps & A alone. (so? How about [ ?)

analogy ok. Still, wh . easier understood.

36. Taxes
may reduce put. cons., create social

drain of cap. from put. sector .

Public chain on

somepoint where more

offset by lower output perman I

prody.

What is limit ?

up

so hi

to

l.v.
empl.

Why can't residual purt.cap.

cup

reflected in39.

but
plans for public projects, so cap. keeps craining into pyramids etc.

to a little put. cap. employs many.while in put. sector i rises.

low are. [Low empl. frompublic project shd, include l.v.an

underused lands reps sterility of
reflectz cap. value,

public cupl.]

bes. water flow

put. capl., raises put.I, but that not

==R

maintain

I =

15

& A, A

this not necly rep.

so elect.

empl. by very fast ciren?
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Liquidation is healthy, like a good purgative. Hence stimulating

after effects of In was, emphasis liquidating what we have,

converting to what we need, fast. Shown by use of GNP, ignore

depreciation

~

war.

In stuffier times, emphace is all on

future to minimize compu.
Break umpier & necessitate postuan replacement.

Ifcan do it in war, is overlong structure really irreversible ?

As much

□ turns over

41.

on

diverting lign.
War, build for rapid impact,short life.

39. As lever, use stubitity & sustention of growth. Requires hi turnover,
replacement begin 1st placement ends.

40. New orthodoxy views idle expacity, concludes need more demand.
What is ansever?

42.

cap.

to remate

And other impuñs? how productivity -but they cel. lower ups.

Surplusof idle factors that cel. create cap.is not tameas surplusof

cap. crained off into long term, & rises, so remander

facter. Whatkeepsitfrom emplaying all lecken?
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cash flore in beforeModem ash-flum' dispute coming up.
deprein, and it is a rough more of indly's ability to invest.

Donald C. McGraw, Pres. M -H.P.C., BW, 3.2-63, p. # 96

1
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A MESSAGE TO AMERICAN INDUSTRY ONE OF A SERIES

By, Misunderstanding and Mishandling the "Cash-Flow"

Let's Not Eat The Goose
That Lays The Golden Eggs

Because of a basic misunderstanding , labor
and management may be heading toward a
battle that need not be fought . The issue is
whether cash-flow or profit is the best measure
of business earnings , and therefore the best
measure of business ' ability to raise wages, im
prove fringe benefits and shorten hours ofwork.

When business and union negotiators sit down
around the bargaining table they frequently clash.
This is probably inevitable . But it is pure waste -- for
both sides and for the public as well-when the clashes
are caused by a misunderstanding rather than by
realities.

The "cash-flow vs. profits" issue, should it develop
as suggested by reports from Washington and the pub

lic pronouncements of labor leaders, will be a prime
example of such waste.

This editorial, one of a series on business profits, is
designed to point this up . It discusses the difference
between cash-flow and profits . And it shows how con
fusion between the two might have disastrous results.

The Meaning Of Cash -Flow
Cash-flow can be calculated in various ways.

One way and the most common one among
businessmen - is to add ( 1 ) after-tax profits
minus dividend payments to stockholders , and
(2) depreciation allowances . Another way- the
one used by the AFL-CIO - is to add ( 1) total
after-tax profits , and (2 ) depreciation allow.
ances.

This adding of depreciation allowances ( roughly
the cost of buildings and machines either worn out in
production or rendered obsolete by time ) to profits
(what is left over after all costs and taxes are met)

may seem a clear case of adding apples and andpears
coming up with a mixed fruit compote . But the prac
tice does have its uses as, for instance, in predicting
business outlays on plant and equipment . Since cash

flow represents the total funds corporations generate
internally for replacing used-up facilities and acquir
ing new ones, it is a rough measure of industry's
ability to invest.

But organized labor apparently sees cash-flow
in an entirely different light, as being virtually
the same as corporate earnings.

Here, from the June 1962 issue of The American
Federationist, the official monthly magazine of the
AFL -CIO , is an example : "The cash -flow , which is
reported profits plus depreciation allowances , is the
accurate measure of a company's returns since it is
the amount of money left over after payment of all
costs and taxes."""

The key phrases in the above are ( 1 ) "profits plus
depreciation" and ( 2 ) “after payment of all costs,”

which are linked in a way that makes the statement
an out-and -out denial that depreciation is a cost . (Nor
is this a mere slip of the pen . Virtually the same thing
is said, in only slightly different words , four times in
the same article.)

Quite clearly, however , depreciation allow
ances are designed to cover costs , which now
and forevermore are the opposite o
There are no real profits or net retu
business enterprise until all costs are r
including the cost of buildings and
either used up in production or made
by time . To argue otherwise is to s
from the language of economics, to
telligible conversation on the subject o
If business spends its depreciation a
on higher wages or dividends, it is fail
place its worn out and antiquated p
facilities.

The Measurement Of Profit
Aside from the dispute over the m

"cash-flow," "depreciation ," and "profi
is also the question of profit measur



many bought over 80,000 bbl . a day
from the Soviet bloc at a delivered
price of about $ 1.70 per bbl. This
contrasts with the $2.50 per bbl. that
West Germany paid for its oil from
free world sources , such as the Per
sian Gulf.

When the Comecon pipeline- in
cluding its network of spurlines- is
completed , the Russians should be
able to step up their worldwide ex
ports to over 1-million bbl . a day by
1965.

Price havoc . Testifying before a
Congressional committee , George T.
Piercy, executive assistant to the
president of Jersey Standard, re
cently estimated that completion of
the pipeline will cut present Soviet
oil transportation costs by one-third.
Last year, it cost the Russians about
$1.05 to move a barrel of crude oil
from the Ufa oilfields to Klaipeda onthe Baltic. "When this line is in
stalled , it will reduce their cost to
about 29¢ a barrel," said Piercy.

Since Persian Gulf delivered oil
prices are about $2.20 a barrel for
Southern Europe and $2.50 a barrel
for Northern Europe , this marked
reduction in Soviet transportation
costs could enable the U.S. S. R. to
put even more pressure on free
world oil prices.

Strategic importance . Although
technically the Comecon pipeline
system involves only the "mainline"
mileage between Kuybyshev and the
East European satellites , it nonethe
less has many strategically important
spurlines that are within Russia it
self.

One of these, tying into the Come
con line at Unecha , will run north to
the two seagoing-tanker terminals
of Ventspils and Klaipeda on the
Baltic . This spur has an export_ca
pacity of some 340,000 bbl . a day.
Still farther north , an almost-com
pleted pipeline runs direct from the
Ufa oilfields to Leningrad . And to
the south (but too far east to register
on the map) the Soviets are building
a pipeline from Stalingrad to two
ports on the Black Sea , each capable
of exporting as much as 200,000 bbl .
a day.

In its efforts to step up its oil ex
rts, Russia is also contracting for
arge tonnage of seagoing tankers.

tly it placed an order for a
35,000-ton tankers with Japan,

an order for another 15 tankers
g 320,000 deadweight tons

h Yugoslavia . Russia is also try
interest Britain in an agree

build at least $50-million
ships in return for cheap
1.

angle . The rationale be
e rt drive is complex.

to Western Europe,

rch 2, 1963
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ProoF...OR Consequences
You're now playing "Proof or Consequences" with the Internal RevenueService whether you've been aware of it or not . The game officially
started on February 1. Congress made the rules pretty tough . No more
partial substantiation . No more estimates . No later reconstruction of
expenses. If you keep the right records at the right time, YOU WIN.
If you delay or miss one little detail, YOU LOSE.
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The Execumate
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Don't lose. It's expensive. You can win easily by using the remarkable
new pocket-size Execumate Expense Recorder. This unique form covers
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Extremely compact, always handy and easy to use. Highly recommended by
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| Labor points out, and correctly so , that profits as
reported by the U.S. Commerce Department's Office
of Business Economics have been distorted over the
years by revisions in the federal tax laws . Among these
are several new ways of calculating depreciation allow
ances inaugurated in 1954 , and the new Internal Rev.
enue Procedure 62-21 introduced in mid- 1962 . (A
recent Department of Commerce study attempts to
measure the effect of some of these revisions. )

These changes were designed to enable busi
nesses to charge off their depreciation costs at
a rate more closely in line with the rate at which
their facilities actually wear out and become out
of date . But these more realistic techniques of
figuring depreciation allowances in no way dis
turb this basic fact : depreciation is a cost and
not a profit.

Moreover, tax changes have not permitted firms to
charge off more than the original cost of their facili
ties , but only to speed the timing of the charges . As
a result , any profit understatement owing to stepped
up depreciation during the years immediately follow
ing tax changes is necessarily followed by a profit
overstatement in subsequent years.

So it is important to remember that changes in the
timing of depreciation allowances work both ways.
Some tend to understate current profits relative to
those of earlier years . Others do the reverse.

The Correct Measure
As the chart in the box below shows, the corporate

cash-flow has not been squeezed during the past several
years nearly so much as profits . This alone offers a
temptation to suggest that cash -flow - rather than
profit is the best measure of corporate returns or
earnings .

Percent

20
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10 -

5

PROFITS vs. CASH -FLOW
(Percent of Gross Corporate Product)

-F---
Cash Flow

After tax profits

INIKIN
'47 '49 '51 '53 ¹55 '57 '59 '61'62

1st. half
Source: Dept. of Commerce ; McGraw-Hill Dept. of Economics

'ut the temptation must be sternly resisted ,
fit not profit plus depreciation- is the

1

correct measure of a firm's returns . Those who
argue otherwise are treating the language of
economics in a cruel and unusual way . They
should cease and desist before killing effective
conversation altogether.

Eating The Goose
There is not the slightest inclination here to suggest

that the profit figures released by the U.S. Office of
Business Economics are perfect . Like many statistics,
they may not always reveal everything they seem to .
But we should remember that they are the most com
prehensive and useful measure of over- all corporate
profitability we have.

It is even more important for us to remem
ber that depreciation is a cost and not a profit.
The funds attributed to depreciation allow
ances , like any other funds business has , can
be paid out in dividends to stockholders or in
higher wages to workers but only if the econ
omy is liquidating ; only if it is failing to replace
its antiquated and worn out facilities.

The depreciation reform, announced in July
by the Treasury, was designed to make depreci
ation allowances for tax purposes more truly
representative of the rate at which machinery
actually wears out and becomes obsolete. This,
in turn, was intended to speed up machinery
and equipment replacement , which will increase
productivity, cut costs and give U.S. business a
better crack at world markets . It would be ironi
cal, indeed , if this long-needed reform were
used to justify wage increases so large that
they would actually cut into the funds needed
for our program of modernization.

This would be a pure and simple case of eating the
goose that lays the golden eggs — a point both labor
and management should certainly keep firmly in mind.

This message was prepared by my staff asso
ciates as part of our company -wide effort to re
port on major new developments in American
business and industry . Permission is freely ex
tended to newspapers , groups or individuals to
quote or reprint all or part of the text.

Donald CMcGwaw
PRESIDENT

MCGRAW - HILL PUBLISHING COMPANY
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ing powers- management . In fact, 54 %
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with its highly developed industry
and lack of domestic crude sources.

By fulfilling this need , the Soviets
can obtain much-needed free world
currency. "In 1961 , Soviet bloc oil
exports to the free world totaled
some $509-million ," says Piercy.

Ramifications. But currency ex
change is the least of the worries
connected with Soviet oil export.
"Khrushchev has threatened to bury
us on more than one occasion," Sen.
Kenneth B. Keating (R-N. Y. ) said
not long ago at a Senate hearing.

"It is now becoming increasingly evi
dent that he would also like to drown
us in a sea of oil . The Soviets are
dumping oil at bargain prices
throughout the world ... for political
and military reasons.

It is this same fear that prompted
NATO nations last November to em
bargo the export to Russia of large
bore line pipe. The Soviet Union's
purchases had been heavy in the
preceding three years.

From 1959 to 1962 , Russia pur
chased or arranged to purchase 680,
000 metric tons of 40-in . pipe from
West Germany , 240,000 metric tons
from Italy, and 135,000 metric tons
from Sweden.

>>

Large-bore problems . The NATO
embargo has slowed construction, so
that completion has been postponed
from the end of 1963 to at least mid
1964. The key to the completion date
is the priority that Soviet economic
planners decide to give the Comecon
crude pipeline system over several
large natural gas pipeline projects
that are also under way. And on a
longer-term basis , it depends upon
their ability to get their own large
bore pipe plants into efficient pro
duction.

The Russians themselves have
long had trouble manufacturing
large-bore line pipe . So far as is
known, there are only three big
diameter pipe plants in the Soviet
Union- two in the Ukraine and one
in the Urals. All three plants have
been having difficulties meeting their
production quotas.

The Soviets say that by 1965 Rus
sian oil exports to Poland , Czecho
slovakia, East Germany , and Hun
gary by use of the pipeline will reach
300,000 bbl. a day.

If such a quantity went by rail, it
would require about 600,000 stand
ard tank cars a year , and impose an
almost unbearable strain on the al
ready overburdened Russian rail
roads.

The Comecon pipeline also makes
economic sense from the viewpoint
of the four satellites ; it is unlikely
their planned petrochemical com
plexes could be put into operation
without it. End
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