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Chap. 2

There is no

consensus on what it meam to substaturte

one

Substituting betra labor and capital

laborg: bohence the need here to everynight
analyze

whole

bj
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process explicitly. and provide tools to handle it.
Luddite or

In the simple common

definitive work or much professional

means to substatute capital for

displaces labor when

job . But But this partial view of

economy,
IN IZA

ÁRAIJ

^

I/Oliver Goldsmiths Mauric

perception, capital

view of the

mentine Febrer

are
industry is inadequate when we

for labeyproduces
the machine, in time in pictured.

In the liver Imitor Deserted

a man's

one stage of

looking at a

Village model, capital in the form of sheep displaces

tilben of the soil, and the explanation sufficesand encloraus.



because sheep reproduce themselvesfromBut in

analyst of aggregate unemployment

must looke further, and encompens orpass
k

integrate several stage of
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a ly repital -
Clearly the process

now twice as

indirect

men

acrer in a season as

the land, with little labor,

an industry

general te

= Verti
vertically.

Suppore ha ten
handler as many

-disptavo ten farm worken.
elisplaced ?.. That deperush how long the machine

lasts. If it lacts 2 year, half the labor is

displaand, this by what? ngfreinybabe?bylast?But

substitute capital for labor ?

X

fann
produce one machineA

per man.

in his view.

has substituted land for labor, for there
is much land

But where does capital fit in ?

(including cover)

that

Has labor been.

the

Since capital is

way to apply laber, what does it mean to
1
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Davisstoo chépenses on how roy the moviminetastThis

cash flow

It for
labor

meams to produce something whose service or

cash flow

over

-what a farmer would
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on

pay
must return its cost

labor

life exceeds its initial cost.

returns the longer it is

interest is due

earned by

capital that fincunced it... The slower the capital

and
out at interal , the

pa

per

to hire it it's custom rute

plus interest on the

dollar ofprincipal.
Then the share of capital in the caule flow
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its value, intricacy"bulka miting

for labor
...with interest..

The machines

a machine täis nothing cloes not.

more

not depend

It depends

-life how loy it lasts. Substituting capitallong

love long and

means building things that pay out

on

slowly,
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Conceivably a thing might pay

still lost a long time, but that is stively
normal,

listingof a sustainable equilibrium condition.
Invectors
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not

high
The"cast

move in to exploit and compete away

every such windfalls, so in general things that endure also

orily

pay out"slowly, and shore lived things pay

for returns earned.

capital- intensity

out

are gone.to compensate their producer before they
appreciating capital like trees, indeed, ( over)

that theslong life itself

The case ofIt is up capital, but

In

quickly and

of building lotyservices things, relative to

is slow

every case, the

not I a

out

essence

recovery ofprincipal.

quickly

In

the

of
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1

ép

4long life meccusarily mean defenced

pribl4. C.
V

it is not ww identical

depreciating capital # like machiner or

E

defined payout, they are virtually
In the care

*

Y

peram

}|

buildings it

4

...

of

1 I



It follows that the way to white bob for

capital displaces labor is by sintifying product sothay.
Lait stiger. enduring. The If there

with 3factors,
laud, that would sum it up.", fapital_by_

were no
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enduring also helps to land displass laber,

have seen... may

the production of capital. This range-bred cattle

are theproduct of

volunten tumber stands.;

to there is more

- TAI E

Lapits Land

en we

so

also displace laber in

little laber and much land; sonare

is

crude

from Kuwait.
There are several bralls to jangjé

to facta substitution than roveryto

speed.... But this is basic, and a good place to

Dois trepten

begin.



The identity of capital- intensity with slow recovery

am old idea, yet many deny it, and moredeny it, and more neglect it, on regard it as a

is dvions to and accepted by mong, but it is ofthe clented ar
special case. fi
well, ongines to vi

divided

ď

thefod working model of how theproduct output is

amoy

needed. They

or

or

are
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so

Fo

Event the believes and
HOL!!!!! binnited to fees cases.

throughout. $ $ Section

ti

capitul

and generalizing
fiction :

imputed to various inputs are

presented here, set tobeused as tools

A

"ripening " capital -

Searning crities have thought diffeurprinciples apply to other

a treats of appreciating

I will my
prefer

banting

viv

Sectionb treach of depreciating capital, extending
theprinciple.

ripening" hence,
the sewood acefertle.

Massin's

If slow recovery is

intencity, it follows again that hight wages, forcing

the essence of capital-
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by Lug bat ireLeagcapital to displace laber, de so

making durables more attractive to investors; and that

high interest rater make them les attractive. Section =
Ascino shows how this works. It also shows how

high rents shorten lives, subalimining laber for land;_

and (obviourly) reduce theatre

the initial production of capital.

of land inputs in


