


Legenda on Capital Fmtn.

M. Postan, "Recent Trends in the Acc of C.pital", LHR,
Oct 135

Newman, Bldg Industry & Bus. Cycles
Hull, 1911, Construction & Cycle
Likert Survey?

Knight, QJE, Aug '36, Quantity of Cap & i.r. From this see
if Knight conceived of.a rate of investment, which affects
current yields; or just quantity of capital, divorced from
current flow, production costs.

Haberler, "Interest rates & cap. fmtn", Capital Formation &
Its Elements,, 1938

Hayek, PPofits, Interest, & Investment 3-T71
Cassel, Thy. of Social Economy ch 13, 49
Hgberler, Prosperity & Depression p 69-79
(These are "shortage of capital" explanations of bus cycle)




Lol spes. rcag Frmarien

Can we condemn land speculation as a raduzer zafxzezi txix
Rommxid ax X 2Xzd@ xpEEx thixkgxsaz al ternative investment that
ralses interest rate by competing for funds? No, because if
a rise 1s generally anticipated it will occur immediately,
and no more funds will go i-to it.

We cannot say, that is, that because land values are
expected to rise no productive investment will occur for
rates smaller than the expected rise. At least we cannot
look upon this as having any determinant effect. For there
1s no cost of production, there are only futwe ylelds, and
these will be capitalized at whatever rates are determined
by the differences between production costs and sale values
of real capital. There is no "natural" level of land values
between which and the anticipated level we get a XZZINX Z¥E
PEXEXZUREX gap that sucks in capital. Only where opinions
or personal circumstances differ will sellers and buyers
not calculate the same present value from given expectations
of yleld and alternatives.

However we do get particular times when land speculation
sucks capital from productive uses. Suppose the man who
sells the land turns around and tuys more land, etc; in
other wards, there is a net increase in land purchases.

But the same thing could happen with stock spec.

The fact that land values ~ave risen des not mrove that
there has been a net increase in land purchases over
eg2k® time. Thegy could rise with few or no purchases.

Whenever vis expected to rise -- which mans, for land
speculator, that costs will fall amd he will know knew way s
touse land so as to increase revenue --- and i is low now,
80 you have no alternatives for capital anyway --- you will
hold land idle. Now this is fine, and it 1s ecomomical, but

it causes unemployment, which is a political menace. Unemployment

is not a waste if the men have to be pald more than they are
worth, all thirgs considered. Of course if anticipations are
wrong, tken 1t 1s a waste, or may be. .

Now men prefer a society in which they do not have to
work for very low wages, in case that should become
economic al. They bleat about "irmwoluntary unemployment".
People, in their general stubborn-ness, especial’y as
monopolists, land speculators, etc, maintain very high
holdout prices sometimes, in particular national psychological
spells, throw in some silly politics and capital confiscation,
and, since what is economic is just a matter of iml ividual
opinions, which my be wrong en masse, make unemployme nt
econanic. Because it always seems ecoromic to wai‘ until the
other fellow gives up tle ghost first. But if the other fellow
goes to Washington and gets a gereral pension, etec, ever ybody
can hold out a while longer -- and Washing ton may be subsidizing
them all at once, usually at the expense of those who are not
holding out.

So I would conc lude, generally, that the so-called uremploy-
ment problem would be solved by taxing land and people whether
they prodice or not; and not taxing capital, to encourage its
formation. But it should be emphasized th at these taxes
are not really changing the economics of thirgs at all; they
are Just a remlnder not to be stubborn., That i f you persist in
faregoing your opportunities and bargaining seferely and by
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excesslve holding out, you will get clipped.
A good doee of inflation now and then is healthy, too.

Rewriting first sentence below space, pr=vious page: when it
is expected that y-6, y-7, etc, will be higher than otherwi se
if y-1 to y-5 are faregone on basis of present costs and
knowledge, land speculator will wait. He will wait out labor
and investars and cus tomers, that is, expecting th=am to bld
mare later . He may also expect a higher use to come along,
etc, but let us recognize that much land sp=culation is
based on bargaining: sometimes monopolistic, mare usually
awalting general ec. developments, --for wages and materials
costs to fall, or customers to offer more. And of ~-urse the
varicus monopolies holding out against each other and tle
general public is involved, for each one of them knows that by
holding out he has some effect in making others soften up,
tho individual land speculator knows no such thing.

So, tho unemployment 1s "economic" in depression, it is only
so 1f we accept certain existing instituti ons that we needn't
@8scept. There are two general approaches to the problem:
susidize unemploym=nt, to make them happy; or penalize
holding out.

I lean to the latter, but former has its points too. In
fact, since at times unemployment 1s economic, it seems
only wise to glve people some kind of universal property
interest.

The difficulty is, if we ever muster political strength
to confiscate land, we will have also mustered strength to
confiscate everything the rich have. And this will be the
end of civilization.

Perhaps we can make people show more discrimination? Judging
from those I have known, I doubt it. I suggest just lowerirg
all hps by all methods, including taxing land, that are
avallable. Give people a vested interest in the system by
high wages, and opportunities to accumulate capital.

The main thing that should be changed 1is to get away from the
wldespread belief that govt should help people maintain high
hps. Of course at present this reflects the way people feel. They
would rathzar have it tlat way. They show no foresight about the
national debt, cap. accumulation, production, etec. So all I can
do is tell people I disagree with their attitudes, and thirk
they shaw little foresight. But most of them don't care about
faresight anyway, that 1s one of their attitudes, they live only
for the present. This, imcldentally, is a mark of decaying
civilization. But they don't care. Live on capital and natural
resources, soak the rich, breed profusely and let 'em starve: is
this the inevitable outcome of democracy? By which I mean
any system that lets laboring men have a say in government?
Maybe Jefferson was right, only a natim of smll farmers
can keep democracy and progress. Or maybe we can educate them,
Non-democracy being even worse, perhaps that is what we must
try. Damn trouble 1s, they prefer thirgs this way!
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[f/ You might say that when we go thru an inv. boom, there will be &
o reaction to it, a refraining from saving. If, during boom, we
‘ rofiigately misinvest capital, when the reaction comes we will

be w/o nec. circulating capita

contrast ol construction & other forms of cap. formation strong
[ Te in explaining cycle, & role of land. High antic. of future
means high i1.r., low l.v., combination makes construction. When
| construction falls suddenly, cumulatively, we still get other
kinds of inv. Much that is called cons. in depression is really
{ inv: cars are made then to last longer -- cf. 30s cars with
postwar stuff, or typewriters, houses, anytaing: built to get the
maximum immediate consumables from the mimim available capital, not
waste it on far future. But in 30s, tho i.r. so low, & getting all
kinds of inv. as result, couldn'. get long term construction inv.

High land values involved.

Vhether d/’cawceo more or less inv. depends partLy on what
ca*ued the//qb. Can't just talk of it in abstract If desire to
uce inv. If desire to invest, ulll increase inv.
by my proposal to reduce non-cap. assets will cause




When '_‘1“0»’:1’(,10’57'0:‘- is for cons. in neaf Trture, intermed. gets his "
- ¥me. in near future. But on other stuff., not for years., This
TG : 3 2 . - AT, need rmete
releases m to spend on hired resources. -- m?/mw’v"w;y (vr overTIIMg 4
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is a security, an investment, an asset. If intermediaires
expect little C this pd., this doesn't discourage them from
gross investing. But they change their type of demand for
more durable capital (which doesn't nec. reduce inventories,

:
|
Saving may be regarded as a demand for securitys, as the m
just builds up othe capital). ‘

Who comes into possession of the new capital? Not the
intermediaries as such -- they have converted tieir cash into
solid capital, but they also have the casir back again, since
net savers are intermediaries, & so, even without explicit sale
of securities, net savers have become capital owners, thru
taking direct title to the new capital.

So there is no lack of demand in money for final products,
just because consumption declines. Consumption could be zero
and still production continue at same rate, just as long as
resources were willing to produce for the sake of accumulatin
capital.

% In K, saving process, which poses few problems, is identified
erroneously with desire to increase c.b. Latter does create
problems; in small part thru net sav., mainly thru disinvest-
ment.

3

WW‘
Only trouble from migh—seew. comes when is a sudden,

La unexpected fall in sav., rise in pec. Quickly draiping qff :
shot. tm. cap, cumulating downwards, etc. Sniym Thidsrse i neirse ]
‘ Thus oversaving is part of the problem, but more in Hayek's
! than K's sefise. LT makes the capital supply inflexible, unable
: to meet sudden changes in situation. Which sudden chnamges are

¢ brought about by other associated forces.

If you have dim. ret. to cap., result of all this cap.
acc, will sooneror later be to make people try to hold their
assets more as money (& land)(& consume more), V & reinvestment
will decline. ,

But is nothing inevitable about this dim. ret. Returns to
cap. can be increased at any time by reduced costs of other
resources. They can reduce their real costs at no net sacrifice,
because fact of cap. accumulation has already increased these
returns, so it is just a matter of not increasing their costs
as fast as otherwise. This will keep investor's gap up. Ther
is thus no limit to how much capital can be invested w/o dim.
returns, except the willingness of resources to work. (& gross
social maladjustments) Dim. ret. to cap. not an ec. necessity,
but a fact of particular price constellation, can be changed.
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When intermediaries invest in shortlived things, tiey sell them
soon, and then have m to reinvest. If longlived capital, tiey don't
sell them soon, can't reinvest. In real terms it is clear, reinvest-
ment is reduced. : )

But what becomes of the l? If it is saved, to correspond to the
cap. creation, no problem. It goes to intermediary position via
savings, is spent again on resources, just as tho it had kmEm gotten
to intermed. position by being spent for cons. goods.

Problem is when intermed. overestimate what net inc. receivers
will save. (or rather, as they don't figure in those terms, when they
invest in lonz term capital when demand is for more immediate
consumption). Then no saving corresponds to the new capital.

So inventories are reduced, and retail prices rigse. But this does not
increase what 1s available to spend for reinvestment, for much of

the gain is net income to inventory holders (they may figure it 1is
non-recurring, too, not be scimulated to reinvest). Ifpeople are
consumiﬁ@pﬁgzﬁincomc, that dlso goes for gains to inventory holders.
So we get a net decline of reinvestment, gross inv.

Higher goods prices will also encourage consumers holding onto mi,

‘but not encourage reinvestment. Fall of i.r. raises l1.vV., so that
" resource price rises, discouraging ihxbxkindzsfximxx much production.-

construction.

(As inv. opp. fall, paying debts becomes a more profitable form
investment than others, hence dM gives way to -di with a double
effect. raying 5, incidentally, increases assets w/o increasing
real capital, is net bad. To be sure, it reduces assets of those
who would have held the m, but they can hold then in other forms, and
fall of M overshadows that)

This is ratihier confused, but it strongly suggests how lengtiening
structure of production beyond what savers want reduces gross inve.
It gives a social explanation of what is clear for individual: if he
invests in long term cap., he cannot reinvest as quickly as otherwise.
So will be less sht. tme. cap. to carry current productse.




L

A stock mkt. crash is goin to reduce a liq. substitute, cause
scramble for M, reduce conversion.

In real terms, is no need for cons. to have continual production.
Intermediary gives resources consumables if they want them; if not,
he c¢ives claims on product, and makes product a durable capital.

As long as people are willing to work Ramr under this condition, will

have full empl. To keer of his gap, he may have to lower rewards

to resources a little; but they will rise as compl. capital created.
If he pays them m, instead of :-oods, no problem when they

save. hey buy securities from him, for title, he has m to pay tuem.
Problem is when people wish to take title in form of m, rather
than securities. For this, print the m for them -- not To allow

cap. creation, which occurs anyway, but to allow further production.

When no cons., is less conversion because bus. lacks casi: to
reinvest, not because they don't want to. If they count on banks
for it, % they fold, same story.

(Note, & acquire some, data showing sav doesn't vary with inc.)
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d¢¥z8% d(Y-C) may come as d¥Y, or -dC. If as dY, can say Iinitiative
that increased both S & ¥ I was dI; v.v., if -dC. This doesn't lessen
identity of S & I, based on consistent use of flo concepts
en no changes are occurring, in Y, S & identical. ¥When
change occurs, if C is const. & I increases, i distinguishable
from when Y const. ¢ fallsy:. This distid*t* importance

when we think in terms of gross inv. creating » 1€ (or, less

correctly, in K. aggreggate demand terms)e. I ncrease ol net

inv. caused by reduced cons. is not an increase inv .y while

the other kind is. However the best way to describ is not thru
o _:| o =

is
contrasting changes in net sav. & inv. That is just a cou to a
past ucrm“noloti. ixul. terms, if get increaged inv.
C 4is const., isn't co D\ to say in this case "the initia

increasinX Y-C comes il contrasted to other
co;cs from ' ;
net investo

Dont't st

instance, it took
to indest ove nsumption.
cal dispute. For ¢

can talk ay , But for me, drop S &
separate concepts. Just talk of S, & stress that it creat pital, &
mention it is identical to I; and that gross I is importani

T would like to encourage picture of - ross inv. as sometihing pretiy
independent of current consumption. llence I'm wrong to say it takes just

ss mich initiative for 4I when Y falls, as when I rises. 1% takes more
when I rises, for sure, for this is increasing gross inve.

'eu 1 1s identical with S; but gross I is not, & siould be
treated independently. leaningless To distinguish rise of net I from
net S; but meaningful to consider at all times both what is happeneing
to gross & net I.

(K's impasse might be described;: we must contin”al;v destroy

or we will be employed, and

car. by consuming it to keep
must wait til 1t wears out)

beinz so, unable to consum
- 2
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Wiping out bonds by infl, are not increasing the assets that MIIGT
1 be bought; for, as the basic asset gains value, the bond loses it.
| . * So aren't thoowing assets on mkt that way.
| 3 But possibly are increasing assets that ARE In FACT offered for
sale.

AM held Infl. wipes out bonds, other M substitutes; thus making people wish
%;Ww”mjto increase c.b. Thus dlf makes a home for itself. Liquid assets having
s een reduced, people are wkxXXimgxkm anxious to increase Their liquidity --
ALY which they do by turning assets into cash. Further reason why dil held
g by intermeds.

M“dmutl,

lumping the two indiscriminately. Mine is that dll competes for
- services, not goods -- roughly.
Two errors in him: a, that dlM takes from current factors; b, that
. 1t creates capital. These are really the same, for if it ‘did take from
. them it would create capital. Fact is, it takes from intermeds.
; In this, is no force. Force enters where dP, I holders exploited.
But they not explted to create cap; but to rew'd current producers.
Cap creation, Y-C, another -uestion.

Ha7“{ Hayek'!s fced svng idea is that dM competes for "goods & services",

Lhivcpor .. If on'e held gbove error about forced.s§vin§, gne.woulq be thinking
Jtlran. impreciésely. Accordingly, can expgct imprecision in derived ideas. So
accept the vague idea about when dil is not forced: when people want to
save anyway. But if xksx -dP due to increased productivity, this no
‘ , indication people want to save, dlf is still forced saving, for consumers
should command all the extra goods.
: Their idea: if people have voluntarily reduced thelr cons., then
« making them hold dM is ok, just a means of investing. But if they haven't,
then they are forced to invest -- they have no concept of dil held by
intermeds (related to later overstress of net inc. position, ignoring
* intermed. position, by Keynes etc) This vaguely related, in addition,
" to idea of exploiting M holders -- which is only real truth in it.

'

h " Forced saving people think if intermed. takes in dll, it is as
hotdl 4 inc. receiver -- because he gets windfall incomes. Keynes thinks same,
by 4this They see intermed. mopping up dil because his inc. rises, not because
» he disinvests. They see a windfall inc. which 1s saved, some do.
I suspcet supply of investment more im elastic than other resources,
windfalls go elsewhere -- are spreak around. & result from exploiting
Il holders, not -- as windfall to just investors might be -- from exploiting
one hired resource mbxexpeEnse for gain of another current r esource,
investors.

nax ¥




High i.re. means high "mp2", incentive to produce. This might be
isputed, that possibility of getting good yields encourages prdctn.
But is one asset whose "corpus" value is entirely determined by
yields: land. FHigh i.r. means cheap land, to owmn -- & the residential

satigfaction is muchly in owning 9 not renting
But high rewds don't mean much work. If yov think high rewds are
Just Lempor: a wuca WO k much savinge. -- hence

, we could have antic. insec.,
qu have 1t never come, woald be ideal, for insec. itself Involves
less work, & dissaving. As we cannot fool people, & depressions

have other bad features, better forget this. DBut it meliorates
condemnation of bus. cycles. They destroy cap -- but antic. of

cycles may have created the cap. Difficulty is where secukity

so antic. people stop saving, shortaie of short term capital.




Fellner, Nov. 20

Harrod says some more than need inv. to offset saving.
Brings in acceleration principle, Fellner likes.

Lack of circulating capital is problem in Europe
riznt now, cause of unemployment in w. Gy., & smaller countries.
In present situation there, saving would create capital, is
no need for dM to fructify it, inflation is the problem.
(Hence my article need not stress too much that lower assets
will also increase V; except it should stress that it will
increase conversion, turnover of existing capital)

Fellner agrees that the circulating capital to zo with
new employment may come from faster turnover of existing capital,
as well as new saving.

Thinks in some U.S. depressions shortage of circulating
ca~ital was problem. But not since 1929, and probably not then.
This aspect of Hayek is not dead as Dodo, by any means.

Criticizes Keynes for not considering shortage of capital,
thinks highly of Robertson's stress on it. In present European
situation, would get inflation with men still unemployed,
because of bottlenecks of capital, including circulating capital.
Criticizes Keynes for thinking just of aggregates, not consider-
ing also structure of production. The dil will to some extent
create the nec. capital by forced saving, but tials process
cannot be carried to far.

My article could be oriented toward "fighting inflation®” --
we 1, cap. creation is main theme, but bring in fighting inflation
attitude to combat deflationary fears. "The investing that might
fructify saving has been done; now we need the saving". .
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Let production try to increase, & people want more c.b. K-ians

say they try to replenish them by saving more -- they don't
. cut it that way to be sure.--- i.e. by consuming less. But I
say more likely they do it by investing less. -- i.e. by disinvesing.

For it is easier to change one kind of asset into another, than
to increase total of assets. i1.e. C is inelastic to i.r., cf to
inv. (with which a Kian would agree, putting it that way )

o My contention -- & Robertson's -- is that saving per se is not
bad, but rather trying to increase c.b., oI hoarding. R's pres-
umption was that saving would normally be fructified in invest-

ment -- I agree. But I have reasons. Cons not an income creating
expenditure. Let cons fall & gross inv not going to fall automat-
ically, but be redirected to more durable goods. =-- i.e. net

inv automatically increases, because gross inv 1s automatically
constant. It is easier to conceive of gross inv remaining const,
than of net inv increasing.
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Summary of ideas on Keynes worth writing Ilor article.

. / prpose: To e pthiar s, forson, FUss decinionn, 6%%7m mestubte.
l. Model Qf/g;ney circuit emphasizing reinvestment, replacement
decisions.” Justification: confusion over whether disinv. should
be called fall of pe. Pernicious results apt to flow from
assuming reinvestment is automatic, people won't disinvest. )

Datinction of nevy fom imtenmad, poeiriam rec. for L. He dicr’T 0B jeer to #nving o7
Ne r/”:r;’n oo thav 1 Nee o alblor ree T —- vt o A Ww/omido-\,
v. /6 At (2aer in lanid vroments he doern'y corelornn vet S %MMM?:«' v, /f atbenen,
I/”y/"., * “/‘7‘9 4 “';/«'
v . A 4 e v 7,
i ik o, pr o - Seriliiing SiromiBpet Aosve i, 2 Fomock pme eomvas] Werr™
7’7’" evengs AN
ZﬁD&;namu// 2. Pec, or mpe, derived from studying dY of individuals, not applicable
ﬁrwnuﬁ’ﬁ, to social spending. For society'!s c.b. don't rise, like individual's.
¥ oy fUstirres Al -Atving, erc.: flaberlins « < autotoyieat inpoc,
@ methed ~— eciad pe i i :

oA « pHF - a2
qf(bo\lf'zl‘f// 7"" i o
v 3. Dim. ret. a wrong ass.l Increasing returns more likely, as
economy revives. Which explains much cumulation -- along with
nyriad other explanations of cumulatione.
So he has increased empl. due to lowering real wages. While
I would stress increased productivity, thru complementarity, various
" cumulative proccsses, real ones.
‘ He nceanted said Nertalwoger move wogecho. (ot Hidtmt A Ters this rrearr ocFion
r
mé’m’””w,m

7% Z3s». Investment is a resource, very complementary. Because of this,
rather than that employment responds directly to aggreggate demand
changes, we get m affecting employment. Also because m is a
factor of production, & credit. & v (s fpugate Aernemdd,

' n B
AAQ. K's upswing starts with & rise of real Wages./pBut how is this
possible, when no increased productivity? n waliry ir v possi bt

ol Bt im ey 1 s tomy wirh di ¢ et iclea v
5&(,44%@»/4:/0?‘"/444%. But in K, L1 inneesmiatent with &L, neT atd, r
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Keynes summary, & v
J J 9 /{d’%’ﬁ

’ /41. K. cumulation is based on ass. of increased inv. opp. (or 4N
and a subsgidiary criticism is the two should be separately treated)

5:K§aum~bﬁe51t such increased opp. evokes, equimarginally, other reactions
7;¢dﬁ -.(nor than desire to reduce c.b. {edg;o cons; reduce inventorie
humerhwls/ ~TECUCE otier invostmcntsff’ﬁ. agsumcq.ng these unaflected, by
; ?whwhm higher 1.r. Or he fssumcd no rise of l.T:, a‘mer§003ly'elaspic |
tﬁilwquﬁbﬁsuﬁtlﬁ of loanable funds, due to large ce.b. DBut in fact, getv e |
/ adjustments in others, limits multiplier. Redicted irmeorcons Apread, ducewo gho e
Also, since much replacement not automatic -- ile., not all w
dC does increase inv. opp. -- don't have as much incentive in
nrimo as micht think. Showing this is reason for having
separated intermediary position. /0
b e of it g o . ot compebs SR S e 1
D@m@ 2o avold acoiernatationfc-b Thar (evertd 0‘(/)WWV/ wenT e, interelio.

|
3 \
|

BNill a
vlens AV -

1. Assumption of automatic replacement; that C c
Formally p evented by allowing disinv., but ti
from it that those who use mechanism can forget . As shown by

their --% Keynes'! -- use of mult., assuming automatic replacement |
of all inventories (cf. last pp., above)

es inc. directly.
kes enough stress

"' £ 0ﬁﬂ4bngﬁ/k;aw”aMQMu/”wwnauJuﬂva4WuLmnd%* irterre g cormimaron pLELT.
f_/I7

\
\
5. Fl. Many other cumulative processes, more important.
\
|
\

2%, The simul.-pd. confusion. K sometimes avoiged it. DBul elsewhere,
esp. when saying mpc of one causes infinite PJ he evidently treated
‘mult. as simultaneous. Also, didn't realize enough that mult.
requires a pd., too. --requires several pds Whsne hran girracd.imfy. senion coem ca il i i

d

5 3 3 a3 { 1 q - =5 £
The method I use: zet dgpending in pd; then ask, why will b
tiiis increase spending ip next pd? 5n¢1pbnovﬁn—bnfﬁunaqtﬁﬁthq/éaaqu(__
av it 4ermblare O prnifil o{ cmtfating
Lined. Z/:d. M«bmf MZW.‘-MM .

2. #&. Are many influences on S & C other than inc. Bestzm described as
desires re c.be. If you don't want to reduce c.b., dI means dsS, to
£i1l them up a~ain, e He har subsserredd Al CThere terdt pe,
pov peof imdivideaty with niging interres, W"““ i

v//sfé%«'/é&. dS tends to rise when dI : to f£ill up c.b.; because hizher inv.
ovr. mean lower asset values, increased saving desire; cons. plans
2 - 1% o 17 <7 e i ad Y T Fa el _ o & & 2 i ~ a
not gquickly changed; pay off deblis; gny gp or 4T makes desire to
increase ¢ "D‘: ("AL( Mw topep meM Wrm«ior.}-z “<1e M-W;\MA‘ Mrvm(,«?vé,ﬁ{,,,ﬂ.
2 mﬁ/;h?»mmw,%ﬂ'ﬂéhmo(‘f/hlllﬁ W&LM!‘%WS--“% o/om'?M
377 AM:‘”,“‘"MMVWA“ e 450 )' (Bt pe Lﬂvgﬂmdd/%mt.m.,ﬁn.
5‘”4‘ .,/,t v, %""“’;a’/"éf’m;"”’“y/ thaw 7‘f‘m‘V7’-), ‘wd'ﬂ‘aymw,a,./mdt
AL S __W'-r,ﬂﬂ?wm‘ua/?a . .
K, p-119, M‘d%vng i, P -.4,4/;%1’*'“4411474“’"" va i@ AN Ofp
’ v 5 ¥2+ K, doesn't consider effects of dP on desire to hold c.b. He

does, in wa—es chapter, say that fall of wages is same as dM. But,
re mult., doesn't mention that P would rise, tihls would increase S.

Even thshe aéow,%/lme “ /%7’ A/gf';:‘;wdv. /W - daro a&yuﬂwg/u - F,[Z'z. W%
Whon lapochirigimg o0 A, he cotainty MWM@%Y%AVM o,

o o




Keynes Summary, 3

2+ Sometimes K. seems to assume lower real wages xekzmakibzzmeingx
go with mult., thru higher

ijame m wage. Flsewhere, azxxmmzx mentions
‘ higher rea. wage, in. sense i

4]

i
2

(@]
e

I ¢

2 aying same m to less efficient labor.
Neither is correct, I think. You get no nec. change in real wage,
but probly a rise, thru compl. -- which he doesn't consider. He would
have fall of real wages, thru dim. ret., as empl. rises, increased
share going to prop. -- thus incidentally helping explain increased
Se

If he assumes lower real wages, thru higher P, this of course
increases investors gap, increases inv.
explains cumulation, by my reflector.

[}

& also use of other resources,

ST, Leakages K considered: imports; reduced spending of those vho
were supporting unemployed; retarding other inv. by hicher l.r.;
dT requires higher balances; loss of confidence. Of these, first
two so important that considering them lowers mult. from 5 to 2%.
i.e, increases mps from 1/5 to 1/2%. (ndicerishe undbunrimated disivman

.~ 24m "Leakages" may cover both reduced mpc, and disinvestment. Both
diminish respending, are same in that way. Tendency has become to
subsume disinv., not as a reduction of inv., but of mpc. And then
to virtually ignore it by studying mpc alone, proceeding as tho this
were whole story, dI was net. Check this thru -- if true, a good

’ criticism.

24@"- Should look on this as way of expressing what can be expressed
in other ways. Takes it as only way. e.g. p. 122. & could get other
- 5 (} p -
quotes like "There is no other possible exilanation ..."
v, . 4 . DA RS
. U7, Aoy, ree. # /> 92 ne [ g, nef prevents i# (bvr Lo deiarimen 2
v, f’ 44‘7‘ “ /' ,z“?f ‘1/ B ,w/lﬁil Ao AT

-',ya,c % ,,%,‘c'nrd‘;?ﬂ ., "”""’4"‘?. m) N )
V r,l’?/q ; b ﬁ' of @ .w waste i#?
b BB Says wasteful dI increases real cap. formaution. But this theory

only says it will increase inc. & cons., not real cap. formation.

You will get the dS to go with it, which will just imzxex make the
pyramids possible, not any more capital. And the rise of i.r. will 2
recduce other investment. Hemipht ser #orrewhone mg A wendd dcap. forrmartiin, he

s#%s K, p. 130, sees no int. analogy to c.b., falling m.u. Says it
doesn't fall. Thus he explicitly denies equimarginal idea. :
% he can believe that increased ce.b. to infinity might be desired.

7&&. He might get somewhcre with idea that dC would increase spontaneous

1;"/ .. inv., But not that wasteful inv. will do so. & even the dC idea is
‘;;.,r‘,.,z‘,.\,. dubious, until you zet to extremes. Bot wokon this. Boes Low pe nssliiss gpomtdraces iy,
Wf""

43e., 1Is nothing very mysterious about idea of inv. as a resource.
‘ It is just that, for production to occur, someone must give labor,
someone existing capital, someone land, and someone must carry the
product as it is being produced. Gross investment (in my sense, not
the limited one which only thinks of fixed capital) is supplying this
resource. S0, as gross inv. increases, draw in more labor etc. --



Keynes Swmery, L

Some being conversion (K's “Yonsumption & replacement); some being
net new inv. A limitational complementary factor of production.
Ags. demand view wrong, various reasons: 1, it fails to stress

that you need additional supply of a resource; hence makes dC look

as Zood as anything, even tho this in itself will just reduce imw ento®-
ies. What you must have is re-investment. 2, conceals fact that it is
a form of inv., that must be encouraged, underplays need for giving
good returns etc to investors. 3, tends to require ass. of
money illusion, while real explanation gives real reason. Makes dI
analogous to other resources, thus giving paurallel treatment, taking.
exclusive focus from dI -- e.g., you can encourage dI by supplying
other factors too, just as v.v. ﬁ, counters argument that increased
m demand will just cause inflation. I never feel comfortable witio
idea that you can make people work more just by increased m demand.
Seems that whatever keeps them from working at a lower P level should
very soon do the same at a higher one. But if it means more real
productivity, no such tendency. K's argument, after all, was that
real wages were lowered., With this real resource argument, get a rise
of real wages, tiis causing increased employment, not the fall. the
dI being a willingness to accept lower intermed. spread; or else the
equivalent, caused by higher expectations.
5, Agg. demand idea means 2ll you need to do is dM to increase
employment. Whereas there may be other causes -- inv. may not be

the compl resource missinz most, but maybe land e.g. (altno K. avoided
this idea, with infinite liq. pref.)(which came to saying, you cannot
increase ag:regate demand past some point) But he never faced problem,
what if you can increase agg. demand, but still have unempl?
6. Curious contradiction. With agg. demand idea, tends to make empl.
problem seem like a very simple problem in monetary management. “ut
then when discussing determinants of agg. demand, got into sav, inv.,
etc., & emerged virtually with idea that monetary management is
almost impossible.
7. NB, it was not K who int#oduced idea that income is demand. For
that was Say's Law: supply creates own demand. & K's idea was that
income is not entirely demand.

(Ko never said that his system determined employment, but only that,
agsuming rigid wages, it did. He later says that letting wages fall
is equivalent to dM, and just favors the one way of lowering real
wa-es over another, for general anti-deflationary reasons. Which
tells us that K. definitely did assume rigid wages, for the determinant
part of his system.)

-a Wf"“'u'

£ =, Supply does create ils own demand, except when abstracting is at
net inc. position, & is not matched by movement of m to intermed.
reservoir. i.e., only time S doesn't create own demand is when we
have involuntary inventory accumulation, pkmx .. well, cap. acc. of
any kind, due to net 8. Failure of &xkm supply to "create own demand"
is cause of cap. creation. & if it creates an investment demand,
which it tends to - in fact it has to, the inv. comes first --
it has created its own demand all the way around.

56 o ¥, di.r. will increase sav. from given inc., K to contrary. & he
admits it re "windfall gains", p. 9L ék*o&wmirnﬂz—t/%yﬂaa/arW7du4,fJ‘7

l. Not “ons., but reinv. & inv. are income creatingz expenditures.
Hence K. wrong to say it is better to have depreciation peckoned as
income instead. It is nearer to creating inc. in intermed. position.



Keynes summary, 5

boeloums 3E. Is no good reason for distinguisiing inventory replacement from
pepl icement of fixed cap. Reasons Fellner gave are no good. He said

‘ machinery is almost as good as new until scrapped. Not so -- consider
auto, get lower mileage, higher maintenance, etc, until worthless,
serap ‘it. etc.

Y4 7 =. K says high pc nec. to keep production going, since cons. demand
is end & aim. Is something to it. But I take off on this to show
what would happen if no cons. demand -- is social question, those
who still do want to consume need complementary resources.

qu%a- Ke in effect lumps effects of dC and dreinvestment uogether.
But the reinv. is a resource; the C is a consumer choice to tak
something, not a resource.

| Ms, L. re having 2 reservoirs: if we unite them, then C & I become
| g, Girect alternatives. If we separate them, tuen dS lowers the int ermed
Cube, s0O_ S & I are xixnnmaxixxx linked -- making C & + still altern-

el

ative . “onclusion: C & I are alternatives.

Y /av ('/VVV.
QZXZ #&-Sav. determines inv. more than v.v. Even an independent dI
& will be offset by disinv., where people not wil ing to save. K.
said reinv. is automatic, get dY until this causes enough S to
allow the dI. But, in fact, get disinv., not just temporary but
(57 ~ a level 'of it to match the dI, so that dS determines how much of
the dI is allowed., This is Iimited, tho, by need to replace -- &
’ truth 1s haltfway between, then, that S & I are both determined by
the balance of forces, neitier can be said to determine the other.

Net inc. not so important in determ .ning what you do with c.b.

5 "2 next pde This shown by its being pretty na"d according to K.,
even to know what is net inc. He attaches 1m,ortance to conventions
determining how fast cap. is depreciated on books, cf. to its
physical depreciation (in fact, he even xmxxEmxkx implies tiere is
no objective physical standard, is 1unt matter of whim). These are
supposed to affect respending. DBut, in fact, these whimsical
conventions doubtless are determined by how fust people wish %o

respend, for other reasons -- regardless of whether the stuff is
net incs or noti Fact that it is so hard to find out what 1s
net inc., suggests that it doesn't matter -- net inc. not the

budgetary limitation.

J/g’ If reinv. were completely automatic, could be no dissaving, K,
would be right, inv., would determine S. If disinv. were automatic,
S would determine I. But is in between.

ke Fandefft oy frrmenin Eof sehlps , 2 %7

X savs land used to serve as liquidity trap.l But it is not
qe4h§ liquid. Its effect is in beins a substitute usset. It still has
this effect -- & K., by his failing to take account of effect of i.r.
on asset values, missed this. Of all assets,.land's value is by
far most sensitive to i.r.
Ana lor of this reasoningz to reasoning re c.b., where you try to
reduce it but can't. With land, you try to buy more, can't, just raise

R e g syt o LR sk alie i S e R et SRR e e el



. I h .8 same effect, OUb /o creatin  any more 1la n;x.(mwl

v M i

Mqr qum-y,z‘f ‘-py,,‘//:::/“ e both iver 'Wb?ml"m&v

2 Wy In il cussing fall ndizes, he speaks as tho they were only
source of demand -- as tuo to lower them would lower demand. Not

considering that returns to others will increase.
And where he does concede that lower wages is same as dM, he

2«‘@' lets it act only thru needle's eye of i.r.. (so that if it doesn't

2.

He

inzrraxex succeed in lowering i.r., due to infinite 1lige. pref.,
won't do any good, either dll or -dW)(frrwill dm o.c. by lower costs - doer he dee
thiu?)

C%&%j Obscures basic point that -dP causes dV. Formally admits it
dis cussinﬁ wage policies, but obscures it. &, with his underemploy-

-uj/dcé ment equilibrium idea, in efifect denies it. -- using idea that

whethn
ovdM

am't of m only affects inv. tﬂr" g 5 Tes and doesn't affect C at
f"""”’ all -- neither of which is tru Hia iofimite [gprof. icloa (eCshirn —apame Ctitinre
Aingofch hinne oﬁ«.ro—v\ ’V‘”“""a’ /ﬂ, r,.ﬂm,'m Airm cor a«ua?w}f% Thia,
: / : dea-thet cntic, inflation w3
peorte—to—turmr—eesh-inte

3 T Y

gpe—forced, T 37

‘. - 2t Ty
ta;gé#s-foans:&%mm&%hrﬁﬂv— But Sulll banks, two tieir loans &are

$ 4 so fixed, so are tieir obligations, tnev don'!t lose. ﬁhey gain
1noreased security by antice. inflation, lose nothing, so they
will lend. No wealkness. Cumulates. &£ £ re hreed of th's %4/"

i/ndwym-c-é /.A,M”Wg’mm'f//m” 7"7”",“’,‘;’

£3. K's idea of i.r., & m.e.c. Thinks of i.r. as pure number, no

5 idea of credit rationing, or security behind loans. Inadequate
aprreication of how antic, infl. will increase lending. Both the
bank & tiie borrower gain by infl. Only m holder loses, & only
effect of that is to speed V, which =timulates more.

}a?% 45‘%é53 hlght mention that m is only asset not taxed. mmimk Fact that

land is taxed doesn't matter, is still a net return to hold (but
maybe it does matter. Yould work this in with critiecism of
identifying land as liquidity trap, thus work in effects of

land taxation). But fact that other assets taxed does matter, for
as their supply not fixed, some burden ol taxation --all burden,
probly -- hits m investors in form of lower returns -- which also
means land net returns will be capitalized lower. Anyway, if
taxes snifted to land, means higher yields from investments,

m moves into assets. Increase of land taxes does not discou Lrage
movement of m into anytihing, for it doesn't lower ylelds from
holding land, due to fall of cap. values. & this fall of values
encourages investment, besides -- and Saving.

# 2, His objection to dll as remedy (and also its equivalent, -dW )
T& is that "a 11ttle would have no effect; and too much would disturb
confidence.” But how about a medium um't, just enough? It is like
saying you shouldn't eat, because a little food won't Zaxamyxgmady
Aok zkamzxuEAaxExkx keep you alive, and too mucn will kill you.
gmalwu: /154‘W74 /’7 Loses /74«4(? when )‘WW W%‘ ‘9‘7’“&0{

S22
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Keynes summary, 7

Other things besides inc. affect C. K concedes this in various
places, but then subsumes them in pc, describing them as affecting
pc. So pc becomes, not a functional relationship, where inc.
determines cons. DBut a means of describing the ratio of C/Y,
nothing more. Then, kexbaksziaixy followers make calculations
of pc as F(Y), and fit it into eqns., draw conclusions uncritically -
I think.

This is what Haberler was talking about. The ex post pc
is determined by ratio of inc. to cons. Ex ante pc -- a functional
relationship -- then determines nothing. But people take it &
talk as tho it determined immx C from Y, etc.
Not only were autonomous dC subsumed, byt also disinvestment
often subsumed -- it affecting in opposite direction of course.
Some of the other taings:
dP, dT, affecting desire to hold c.b.
Changed liq. pref., due to cnanced outlook on future security.
Fear of war, as Rob. says; or prospect of future job.
Desire to save more, due to di.r.
Splurging psychology, s at war end.
Am't of M -- in same way as dP.

e implies high pc means high inv., high cap. creation. But
this follows ass. of automatic replacement. W/o that, & using
equimarginal idea, are otner leakages than S, non-capital creating.
i.e., disinvestment. So a high psave helps create capital, by
avoiding those leakages.

As to effect on inv., is dubious that low pc will retard inv. --
can lean on Fellner here, or work out own ideas. A low pc today
certainly doesn't imply one tomorrow, anyway -- & tomorrow, due to
today's cap. creation, much nigher incomes, means more cons. despite
possible lower pc, and more inv. too, anticipating still higher
incomes -- & the antic. are correct. Besides, have desire to own
assets for own sake, demand from that source. Besides, those who
do not wishh to consume will not produce either, their low cons. will
be matched by their low incomes, they won't save much. May very
well digssave -- a tendency of many rich, 1live on capital. etc.

2. K. sometimes said was not sav. that created cap; immkx well,
he said int. was not reward for savin:z, but for not hoarding.e™
(Ignoring the int. analogy in liquidity, incidentally).

p. 185, he sugzests that savin doesn't increase inv., but reduces
employm nt.

178, he objects to classics saying that acts of saving cause
acts of inv. -- evidently not seeing that this is just what he says
himself.

178, he concedes again that di.r. may increase am't saved from
a given income. Which means it lowers pc, a rise of i.r. does.

pe. 189, says there would be no interest in a non-monsiary econ-
omy like Marshall'!'s. Which is very close to saying sav. doesn't
create capital.

(Ke is rizht, of course, that a fall of antic. yields, can:iot be
compensated by a fall of i.r. Because costs of cap. mkts don!tT
fall proportionately, and inv. opp. to lenders fall off. It's a good
pt., which no talk of credit rationing will quite undo. I would
stress, too, that it worsens allocation of land by increasing 5
difference of mrs.




g I;e-ynes sunmmary , 6

Chap. 16 is where he really takes olf aga%&ig saving. Specifically
(@i>5( denies that it increases 1inv. == tho SP' = waat,gg evidently has
in mind is the pulse of dl, 1s not thinking of disin
estment -- but he should be of course.
But the only way saving discourages further investment is by
. actually being investment jtself; and by deflation. Saving
reduces C, thus releasing resources from that kind of production
to inv. production. So inv. has lower costs, to match the lower
" antic. C. Only net loss is that inventories are filled up b, the
s - i.6. the inv. itself lowers alternatives.
) Work this over.,

pe 212 "The mere act of gsaving by one individual .... forces some
other individual to transfer to him some article of wealtu old
OF NEeW. +.... These transfers of wealth do not require the
. creation of new wealth ... they zay be sctively inimical to it.
The creation of new ealth wholly depends on the prospective yield
) of the new wealth reaching the standard set by_the current rate of
interest. "

( - ps 1 N osei bhs TRILGBY 44 that an increased desire to
hold wealth, being much the same thing as an increased desire to

{ hold investments, must, by increasincs the demand for investments,

( provide & stimulus to their production; so that current investment

is promoted by individual saving,h to The same extent as resent
( consumption is diminished.”

‘ \/' Here he is evidently reverting to the stock concept of
) saving. (2, re tendency of Keyneslans to do thig, ef: Harrils,
¢ "Forei-n Aid & Our Economy", p. 37, "The exce:s of savin:is over
. domestic outlets for investments ..")
e His implication clearly is in these pages that saving, to

fructify, must be maiched by investment -- the old stock concept.

pe 211: says a lower pec will nec. always discourage employment.

f7 But is wrong -- it is a matter of balance. Suppose pc so hign

that wus no reinvestment, all demand was for cons. VWould be no

employment at all, and any reduction of pc would increase empl.--

.esp, if it was reinv., not just maximxx reiraining from cons -- but,

?o lower pc, would have to invest, to create some inc., as long as

is no inc., pc is inf. Then we come 2 long way down from this value

of pc before ettin: to area where it had better be higher.

é' 212, bottom, again, says that merely accumulating m
doesn't increase capital. IMust have active investment besides.
213 Capital "is kent scarce because of the competition of the
rate of interest on money." By which he evidently means because
icraate TN 0, ' 11n tng inv.

= 3??. incidentally, he has very strange ldea that is no dim.
. ?et. to capital, when there is more, its yield falls just because
it is less scarce. Ridic. -- if no dim. ret., abundance won'®t
‘» . lower yields. € Aehar odirm Nottransve loton,



Keynes summary, 9

?/o’/(”f im. . 28. Altho he seems to be on right side when Le advocates
wmincreasing inv., rather than cons., he goes wild. For advocates
‘ having investments with negative returns, to keep up employment.
Here, obviously, dV would be better, even 1limiting ourselves to

the few degrees of freedom he allows -- & of course actually

2

many things better -- continuous dM instead of taxes, e.g.

< A% He conceives of contribution of capital almost exclusively
in terms of making production roundabout. Not & gerious error, but

interesting -- % maybe serious in other connections.

54 A8, Considers possibility of i.r. eq. zero. Xmr 210. Here I
bring in land, to show it cannot eq. zero, people will buy
land, this will reduce saving. & even if people were willing to
hold assets at neg. int., they would never have to, hence never
would.

2 217, he has mec fall to zero too, stop investingz, even tho
i.r. zero. So he didn't really mean it about no dim. ret. to cav.

218, recognizes that there is "an am't of wealth sufficiently
6' great to satiate to the full the aggregate desire on the part of
the public to make provision for the future..." Thus in effect
e reco-nizes that as assets rise, saving falls -- but doesn!'t
integrate witi: theory, as should.

7 220, advocates wasteful consumption. ot considering it takes
. comple. resources from other uses.
7 221. But would rather have the state take over inv., reduce
mec to zero, which would be easy. End interest.

gxﬂ* = It is only after you reach eq., in K system, that I determines
S. Until you get there, S determines I. And if pc is high, you
never get there, S always determines I. And if have disinv.,
you could say that this means I is reduced, so you have less I,
which determines S; but what havpened was that refusal to S
lowered I.
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It is because saving doesn't provide the nec. complementary
& canital that sht. tm. i.r. soars, & long term &#Ax cap. doesn't
pay off. (also because fabulous expectations send capital into

long terms very much, prices bid up, keeps it out of sh

ort

term. And if expectations are so high, why doesn't lonz term

inv. persist, why does capital g0 into buying existing

assets?

Because in large part the expectations ure of land incomes,
which cannot be duplicated by new investment. A period of
capital creation raises land v alues, then the choking of

e

real opportunities & fall of i.r. raises them still further,

get fabulous expectations, diversion of capital,, what
there is, and reduced saving & capital creation.)

capital

Returning to anticivations. Anticipated demand, then,
creates rcal demand. So is problem (in some small part) of

just increasing anticipations, to increase conversion.
large, tho, should assume anticipations will be falrly

By &

accurate, should work on increasing real returns: to get more

conversion, »e? b e mdﬁ‘"’/"’”’"’? woUh bt footivg p

It has been su-—ested to tax money, to increase V.

Why not

untax other assets instead? Same effect, surely. Aéra”mgzﬂahe'dhzl*wwu
arter Value by uniarrg cap, butaln punthin oo by #hifrng Taxe o Land.

K's attitude toward disinvestment is pretty clearly,

I $hink,

that it is just temporary. Given a pulse of dI, immediate
response might be to rdduce inventories, but this would be just
temporary, they would return to original level automatically.
pe 12li, he definitely says so. The reduction of inventories

is only temporary, just as the postponed consumpbion is.

/S0, in effect, he allows no disinvestment «t all, ever,

save

as a temporary measure. (Except from the 3 causes he mentions

on p. 119-20: a, higher i.r. & lower m.e.c., due toc the dl's
competition; b, Loss of confidence; c, Imports. Nothing

about dei.letion, or depreciation, other leakages. But why do I
stress these? They would occur anyway. But point is, exhausting
them creates no new inv. opp., hence this C doesn't cause income
creating cxpenditures as K. assumes. So that, of a given increuse
of C, only say 2/3 causes further income creatin: excenditures.

The other 1/3 takes things off shelves, out of ground,

wear & t ear, that weren't going to be replaced anyway. )

1. From net inc. view, is easy to regard disinv. as
On my diagram, it is- clear that dC only increases ince.

& in

temporary.
creating

exvenditures by cre-ting new inv. opp., and that not all 4C does
J g

so, as above., Tendency to regard disinv. as temporary,

and all

the restorin of capital as caused by C. But that portion of it

which is not caused by cons. would have occurred anyway

be attributed to cons.

Of course, even things which were not profitable,

;  cantt |

tieir

wearing out or being sold will cause replacement, not of identical
things, but they do make a niche for something, in some sense.
So maybe this diversion isn't too great. Depletion still lmportant.

It not only doesn't create replacement opp., it probly

reduces

inv. opp. in general. -- tho is some increase due to substitution,

bui of course complementation is greater.



l. W/o diagram, you would say that depletion just as likely
to cause respending as any other sale. For it takes diagram to
show that it is increased inv. opp. to intermediaries that
increases spending, & not an automatic regction, circular, from
al.

As K denhies disinv. in zeneral, he is in effect saying that

any pulse of dI, or ratier recurrent dI, will have all the
cumulative effects, determined by pc at net inc. position.

But as, in fact, some disinv. is automatic, not so that pc tells
alle.

Re assertion that the disinv. that isn't replaced would have
happened anywday, not so. The bulk of it would have happened
anyway, but the part we are interested in is the extra, due to
the extra consumption. Call it the marginal propensity to dis-
invest, if you will. By speeding up depletion, e:g8., we do
not increase any investment tendency.

% 8 says, fact that intermediaries have taken in m will
make them reinvest, this is counter to all his ileas. For inv,
is supposed to be independent of c.b. merxeipkzx Which is
correct in a way. If intermed. take in m faster, is just because
they paid it out fasters, so tiheir balances don't rise. Only
thing that might make them spend faster is anticipation of higher
receipts caused by higher receipts.

l. In K's analysis, get impression that m is held by those
who just recéived it for services, and they spend it directly
to those who render services. While in fact it is held by
tiose who just sold inventories, and who are going to buy them
againe Thus in K. we are not focussing on chief source of
variability in economny.

3 When goods start bein: produced & sold in one link of &
l%ng chain of vertical production, may allow all the otiiers
to zo on. Thus cumulation, thru this kind of complementarity,

& credit circle.

K. says, in effect, production cannot increase because net
inc. receivers increase their c.b., l.e. save. But if in fact
they tend to respend all, and leakage is from disinvestment,
which can be rectified by investment, isn't ®m an impasse of
this kind.

11. International. Importing should not be trcated just as
parallel to either mpe or disinv. For 1t reduces m in country,
and increases goods, new vbles, not handled in either category
adequately. A new: subject.

7. Resid. construction is a huge piling up of inventories for
resale to consumers. When sold, tremendous disinvestment,
paying debts to banks, etc. #Amit I have said capital can all
be resold to consumers because its existence makes them have
higher incomes. lNot so wit: residenccs, not complementary.
By takingz land from production, choking production expansion,
ery anti-complementary.
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If people borrowed from banks to buy, these are inventories they
are reselling to themselves, -dM.
. And it is not lack of consumption thuat bothers, but disinvestment.

°
& =-dlM

When a market is badly overstocked, consumption expenditures
£ for it create no reinvestment oprnortunities at all. With all
long term capital, Investment Is pretty independent of current
77 conggiiiigg: E.z. resldences. Broad cycles, but consumption is
continuous. All during 30s, consumption of houses caused no
replacement at all, and during 20s, they werc being replaced &
added to, regurdless of consumption. And all during 30s this
4 consumption of bXLgbin capital was a persistent deflationary
7 force. So definitely can gsay thnere is this leakage at intermed.

| position. £ ¢4 JWA‘/ i, preeird whom pe nose vo /.

——UN

o Ly Also, indice ntally, sucli disinvestment increas real
’ " conversion by lowering goods prices, is good that O;.

hen you buy land, on credit, you borrow from bank, dl.
6*& When you pay for it, by paying off bank debt, -dM. If
land sales were steady, no problem. But, for reasons independent
of banking, they are unsteady. Then bank fluctuations
aggravate the ncbeadlnesu. Banking acts to magnify any fluctuations
that mizht occur, and magnify cumulations.
It ig as tho some intermediary -- the bank -- had bougi:t the
land and sold it to you -- or rather was selling it to you
. slowly over years, to replenish its c.b. With the dif. erence
é/' that when it bought the land it wasn't creatin: net income for
a anyone, nor creatinz a resource. o when it sells, it isn't
converting either....

Besides, we know that the longer term The assets are, the
7P greater mxacAunceg for misjudgement of future, & erroneous
investments. Since banks ma nify things, they should be limited
to dealing in short term asgets.

dif from land

is )hrul> inflationary, then, it cannot be
éﬁz credit creating, can't lure resources into production, save b”
inflation. (tho when land seller spends it, he may be intermed.)
Add to this its instability, get condemmation.
/
/ Anyway, when people use income to buy land, there is no
! automatic replacement. And if they are paying off debts incurred

to buy land, is also magnification of -dM.
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International: K reasoning is that nation suffers from
money outflow. Probly can be shown that any suffering is from
worsening of ‘erms of trade -- i.e. when V revives in one
country & m jumps out. For, tho it loses m, it gains real
capital. True, the m would circulate several times a year,
while the capital is sold once & is gone. So the first time
conversion is not reduced by imports, their lower prices
compensating for loss of m. But if you lose m, what of next
time? Less m means less V. Work this out ... important.

AN ecttere fon mpor T bt onn.

Land sales are neithe net inc. payments; nor are tiey
disinvestment, inventory reduction of re-investment stimulating
type. They are like saving, then. --land buying is, i.e.

So when land buying spree is on, et much capital creation
from this source -- helping cause overestimation of soclety's
desire to save, leading to shortage of short term capital, when
land sales stop. Of course this applies not just to land sales.
but all security sales, all diversion of m from buying things
for consumption. Buying existing assets not for gxhaustion,
but for other reasons, doesn't stimulate reinvestment, but does
create capital by having people accept m at net inc. position.

(A good way to develop a theory like this ina thesis would
be, not to go about it directly, but make a study of a certain
depression, find things in the®e proving the theory, and

present sheir own sakes to reader, tiien tie them
Cozether i {

T i |
theory, just as tho it spran from the facts)




Is definitely in Keynes ass. of automatic replacement. For if
pe is very high, then net I would be very smalil, because S 1gs small.,
So mult. would have very little to work from. But if replacement is
automatic, disinv. is made up next time, Thus get cumulution.

Incidentally, how can you speak of the "propensity to consume"
as a causative thin, when the cons. occurs simul. with the income.
Income might affect subsequent expenditures, but not current ones.
But K., by conceding thing takes time & may not work out immediately,
probly got away from this criticism.

Jlulnvest ent lowe“s net I, and Jhen Bt s lar e enougi reduces it
to zero or negative am'ts. ®Bx It also lowers net S, thus. And
the more it lowers net S, the higher is pc. When it gets to

zero S & I, pc is one, & by K's assertions, system tends to an



equilibrium with infinite prices. But, in fact, it means nothing
of the kind. It means that people are turning assets into
oas“, and uendency of system 1° dellaulﬂnary -ﬂney—wreﬁgT—K—

l. Diagram might be dmfmm advanced on grounds that decisions
at intermed. & net inc. positions must jibe, are price & intermed.
gap adjustments bringing this about, which diagram shows.

8, (6). In mult., I determines S only after infinite rounds
have been run thru. But if pc very high, so we never reach the
equilibrium; & then just have 8 simultaneously determining I,
each pd., and that is only determination that ever counts.

This also gives us many more times to run around circle and
have disinv. at intermed. position -- the more times we do this,
the more the original dI is cut down, and the original pulse of
dI will be dissipated by disinv. before much of it can be saved.
And it becomes even less correct to say that I determines S.

Now in Keynes, even, we have simultaneously, eac. pd., S

determines I -- & he's right. After mult. runs thru, I determines
S -- & here, in fact, determination is mutual & thru other things
too. So 1s sometimes correct (simultaneously) to say S determines

I; and never correct to say I determines S.

WWhen land is bought from net saving, this is capital creating.
But when bought from intermediaries balances, is not, but rather
stops conversion. And how do we distinguish. What creates the
capital is the net savin:z, not the land buying. If land is bought
as an alternative to consuming, is like saving; if it is bougnt
as alternative to reinvesting, reduces income creating expenditures
When funds 8o into security & land mkts., therefore, since

V/nrlmarlly tiiis is not an al -=---- in residential housing boom,
s

and purchases are an alternative to consumption, hence are
capital creating; but in later stock mkt boom, where people are
turning asmek= money into existingz assets instead of new assets,

S ere alternative to reinvestment, not capital creating, but

reducing conversion. (Magnified, again, by banking system, diversion
1~ 4= 1r 4o - T A -~ - . :

of /fnn 1oa§2”£3%§;gchs U:E;zvfuau from production)

When antic. yields fall, people &lso start consuming goods
from intermed. c.b., which also reduces conversion. Check over
some depression stat -- probly find that consumer demand held up
all right, but reinvestment fell off -- people started to live on
existing assets. It was certainly true of long te'm inv., and
probably true of inventories. But fact that it was true of
lons term inv. means & lot in itself, of same nature. We know that
depression was a time of disinvestment. Which proves point --
consumption held up ok, it was reinvestment that failed. People
consumed all their net incomes, was no saving from net income.
This was one thing that prevented retail prices from falling as 3
fast as rewards offered to resources -- which are represented by
wholesale prices, roughly. So this reinforces two other factors
which kept conversion from being great: money conversion payments
fell off, was one; then goods prlces couldn't fall to keep real
conversion up because, 1, was so little short term capital on hand,



&2, intermediaries were consuming from their c.b. All 3 of
which were result of low antic. yields. Well, tThe small
inventories weren't that, but their bad effect could have been
countered by net saving, whose lack was due to low antic. yeilds.
(Lack of net sav. & consuming from c.b. are same thing of course)
Nothins could be less btrue than Keynes idea that antic. yields
don't affect saving. When antic. yields are low, c.b. that might
have been reinvested are spent for consumption, lowering saving
both by lowering income and increasing consumption. Or even if they
are not spent for consumption, but just not spent, they lower
saving by lowering income (while consumption, in that pd. at
least, remains constant. Nor can you say they lower cons. next
pd. by not havin: been spent the preceding pd., for they haven't
gone out of existence, are still in hands of people, just as they
would be had they been spent -- tho not quite same people, to
be sure, which will have some effect.

But, as shot. tm. cap. is needed, there is an inv. opp. Why
doesn't that make people save? Only explanation I can see is
that there is a tremendous resistance to saving. Possible reasons:
assets are very high, & incomes fall, scems little point in
increasing assets when current consumption is being choked below
accustomed standards. ; also, rigid resource prices, with general
deflation they don't fall enou:h, so inv. opp. don't increase so

MICO e

Incidentally, is great reality in this idea that it takes
real conversion, nob-just money. conversion, to employ.resolr es.
For goods have to be carried clear turu to retail stage. If
retail prices high, due to inventory shortage, takes more m %o
carry things thru -- this even true if nigh retail price due to
high spread, for every spread receint except that of the last
instant must also be carried. So it is not just a question of
factors demandin the same real wages. Even if they do accept
lower real returns, a mere increase of m spent for factors won't
increase production if goods prices rise, for goods have to
be carried up to bihose higherprices. To carry goods, you have to
turn over Gto resources goods of the same value. Either that or have
savin . We ordinarily assume that the carryers also save =8 taey
go along, not taking their daily returns. But no reason to assume
this, & in 2 time of general refusal to save, this would be
important. Thus, having neither existing goods, nor new savin ,
you just couldn't carry as much.

Lot term ivw. opp won'T erreereige S e lw;f.’tm/mm‘,d(,
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' Agsumption of automatic replacement involves also ass. of

| dim returns to capital. Since ass. of automatic
replacement is ass. that reducing am't of cap. increases inv. opp.

| (concrete example of where short term capital is compl. to
other. If mmx am't of goods falls, goods in stores, then you need
fewer stores, so investing in stores comes to halt.)

| K says that less saving makes people anticipate higher future

77 demand. But consider that less savin means smaller inventories,
which require less labor to handle them, so income payments are
. smaller. A higher Bxmf % of Y may be consumed, but ¥ is smaller.

complements labor in 2 ways: carrying its

Short term capital
something to work on, the products of others

é%a product; and giving it
which 1abor works up.
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According to Keynes, a high pc causes lots of investment, because
of antic. consumption. So, from this, we should expect that nigh
pc means high inv., boti work in same direction to increase income.
But in fact we find that when pc is high, investment is very small.
Which Keynes discussed, incidentally, when saying that communities
primitive had high pe and little investing -- which is just contradictory
to his later assertion that high pec causes hign investment. Fact is
of course that a high pc FORCES inv. to be low, because reinvestment
is not automatic as K assumed, and dI gets squelched by disinv.
quickly if pec not low. It is not just accidental that in primitive
economies have high pc and low investment.

What K. had in mind of course by a high pc & high I was situation
in which intermediaries wished to increase their meal assets -- wiich
means reduce their c.b. -- but net inc. receivers werecn't willing to
increase their c.b. (in spite of fact that they are in main same as
intermediaries, & would just be replenishing, not increasing. 5So in
effect we have g situation in which people want to reduce c.b., in
general). So got & rapid increase of V. &, in this increase, the
net income receivers made all the adjustment, increasin- thelr saving.
llo other equimarginal adjustments were made. :
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Ohlin says speed oflpsyeh, reactionslia governing factor in
determining cour se of cumulation, stresses this, thinks sav-inv
analysis focusses on psych, better than V dces. But gives no
reason that I see to show it.

Saving may be unexpected, tut 1s not involuntary, says Ohlin,
even when dM., By wiilch he probly means they could have increased
thsir ¢ to prevent dS. (But if C is an al ternative to S, then :
S does not precede C but is parallel to it, amd 1is just I.) 49,44,7/;7/,;4‘_
He has a point. People are compelled h} dM to Iincreagse their w%’m%
axx® liquid assets, but not all their assets. They could compensate ...

| for the dM by consuming other assets, disinvesting. The saving is o g ¥mudate
not forced. Tre y could have consumed instead of investing, thus WM
reducing the savirng from that source t o compensate for the increase ‘7"”“‘-*":,«.

. from the dM. , R
/ Ohlin rightly oQjects to "farced saving" as describing plight of
——ltthose on fixed income s when dM. It is "forced levy". AR

‘}Eﬂ'is probably my favorite economist now. With re servations of
courgss .,

s Great advantage of c.b. analysis of causes of changes in v is
it allows treatment of effects of dP, so can say that -dP * -dWages
encourages spending ; not reverse, Ohlin misses this, ke thinks
-dWages won't irmcrease spending. He even disagrees with K that real
wages must fall to increase employment.

—

K's prop. cons. impliss that C is determined by Y. But in his

formulation, Y is determinad by C. For purely definitional purposes 7 B
th2 equalities expresssd two ways are all right, but for causal Z e
analysis you must make up your mind. I say C not determined by Y, oK, forr
is influenced by it but by no means determined by it. chet.

re iz

—If -we say that € is f(Y) in the same pd. that Y is determined by
C plus I, it follows that Y will be infinite if the function makes
C as f(Y) large -- a circular process will be taking place inside
the period, conceptually. For a higher Y causes more C which causes
more Y etc., all simultaneously. The reductio ad absurdum is shown
in this eqn:4aY By -4AC eq4l;aY - aYk eq4l, where k is "prop cons";
sY(1l-k) eqa4l; 4Y¥ eq4/(1-k). As k approaches l, Y approaches infinity.
This obviously rxfefs to the infinite series of turnovers of money,
not to anything iNgtantansous. If prop.cons. is to mean anything
{ causal, d¢/dY are/) in the same instant; it is the 40 resultin- o
from a dY, and tjie XY must have been in thes preceding period. & e
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"Period analysis" is not a distinctive name. K's approach can
be broken down by periods just as well, and contrasts betwe=n
periods.

The main arti€iciality in Rob. is that it implies that one is /V
customarily faced with disposimg Jjust of inc of last pd, and that 9. Orer

always faced with your emt ire cash assets to dispose of, and variations

ldeviations from this are something special. While actually you are

in rate are to be expected. A good analysis should strnss the
constancy of M, and that we are dealing with shifting 1T around. The
other analysis is too similar to ind vidual calculd tIo s, where c.b.
can be changed, & obscures the main forces at work I think. With

pd. analysis you say people decided to dishoard and spend -- implying
m brought from nowhere and sent to mowhere, causing a flurry. With
conversion analysis, say people decided to shift their assets from

jm to goods, or some people did, & thereby raised V, caused pr ojuc tion,
ete

What good is tle Stockholm theory? It says people plan to save

ocne amount and invest another, but wken 1t 1s all over they were forced
to save as much as was invested. But what role doe s the planned savirg

play then, anyway? People who don't know what their incomes are to be -

have 1ndefin1 te plans about saving anyway, and, if the se plans have no

efect on what happens, what difference does 1t ever make what they ara?
Just a means of iIndicating profits were largsar than expectad, and this
will cause further expansion?

{Period analysis gives no causal clue, is just a means of describing
changes in V. Except that it gl ves a gpeclal mans of describing
dV as dHoards. But most amalysis contalns periods anyway, so can
have hoarding def. in any analysis, Distimctive thing about Rob. is
def. o8 saving, and that has no particular usefulness that I se=,)

It ls customary to be discontent with V analysis., But I think the
potentialiti es of that analysis are untapped. What lms been dons may
be wanting , but wha t might be done 1is 1imitless, as I began to show
in my Ellis paper.

In Stockholm & K, Inv, 1s active, determires =aving.

Wicksell, in his analysis of S & I, tried to break from classie
ldea that supply & demnd are only relative 1deas, show existence of

aggregate demnd, which could clange. I think he had a polint, since

inv. changes so, which is proximte demand for facta s. Is same idea
as 1n wages f‘und theory, which was perhaps t oo thoroughly d scarded.

|
By

"ﬂx
- _

"He did not express the idea very well, na really dsvelov it very
well., One camot rej}ct Say's law, but only amend it. Supply creates

—iftesowndemand, but-there—ars ’cfrme laga and mechanicalintricacies:— — ——

_Ohlin calls his m thod a pariod analysis, He alsoc d=fines sav.eq.inv,
Focus on ind¥widuals' actions, not on currency movemnts -- too bad.
Uses time periods for analysis becauss processes over time are what

i1s to be amlyzed. EX posat shows no causes, Jjust shows wh at nappened.

Ex ante shows causes. Experience of immediate past main determinant
of present plans. Uses a gross inv., concept but, for some reason,

adds it t.o C, toget X, total expe nditure, wkosa usefulness I do not
see, In pnriod", no ore chawes plans -- an important and limiting

assumption, allowing him to say expenditur = not affectad in pd. by
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// unexpected recepts, and thus that saving is increased but cirzetan ¥
Py dI. But pa bapsmm—mst—vm%ng—fd v
‘irr: rease, this would dY mar e, balance that way. However they
should mention that it might be C that increased, too.

b

When Chlin says people will try to reduwce their savings in
a period he is saying they will try to reduce their cash balances.
Here is causative meaning of ex ante concapts; is just tle eame as
saying people will try to reduce their c¢.b., only not as good a
way of saying 1t I think; and will succeed only in 1ncr°asim V.--or,
as he says it, income. People plan to reduce their c.b. in a period,
but fTail to do 80. Or, as Ohlin says, they plan to invest or consuma
more and save less -- thus relating it to income flows which my
————analysis just assumes tacitly --- but their income hence thair
savirg 18 increased. Thus Ohlin gives a picture of causes, in terms
of attempted sav. & inv., & w/o reference to hoards.

Ohlin ass. if meismmmmnecpn inventorie s r'educed in one rd.
more inv. next. Probly so. From original -dS -- 1i.e., "cashing 1n"
money % consumirg mare, which i1s disinvestment too. (But whatever
caused orig inal dsinv, may cause further )

Thus I Jjudge Ohlin gets cumulation. Induced inv.

. But I insist dC\ijs not an alternative to S, but to I. In sum,
in any period, net saying is impossible (w/o dM) If people C more,
thegy I less. People rkceive their incomes from C & 8 I, £ dispose
o CHeW T into G & I; NOt\GC & ST I they disposed of them into
€xx 5 they would be dc.b,, which is impossible (w/o dM) C S
are not parallel coneepta. S is nat a social concept anyway, only
an individual ore. Not aggregate, I mean. Well, saving has a definite
negative meaning, a not disposirg of incom . A meaning of lack of
action, rather than a meaning of quantity. One has 3 al ternati ves
Wit e . s b X 8.+ 8 might be called not a disoosal of 2 ¥ abat. o

~fallure to dispose of 1t, as far as circular flow of M is co rcerned.
If people decide to dC at expense of savings, it is expense of
s—as a fund, not a flow; i.e. they try to reduce their c. Do, O lund -
of savings. If dC were tried at expense of I it would be different.
No dV wou d result, just rediced I, 4

I am too extreme in saying there is no act of saving in instantaneous
analysis. Y received minus C is saving. It has a meaning, inders rdent
from inv. The two ar-e go closely identical. it would be idle to
distinguish except for historical emphasis on word.

When planned 1nv exceed planned S, 1.e. people plan to reduce

their c.b. ¥ inereasess Oh}inﬁseee—t—h%s-&s/startfnz -eumulation,
ass. that 1, the windfall "gains will make investa s tmar
ores are coming and invest more, 2 (which isn't nec. so)({@s otter
things affect anticipations) and 2, it cut into inventories and thus
increages inv. opp. to £3i1] them up, that isn"t nec. so either, 1t —
might have besn a dI rather than dC, and the 4I would 1nc‘r-e'ase’ ratrer
than reduce capital in system, have opposite effect -- indeed, this
probly often happemns, explaining eyecle .- ,

Ohlin also says expectation of higha Y next time will dS a lit tle,

Jbut dl more., Just opposite from K, who assumes it will 4S mo*e than
~ dl, have underempl. eq.
e The motor of expansion, to Ohlin, is discrepancy of planned sav &
1nmhich me ans urge to enlarge or ensmall c, b,




Lo+ TneriTomec



’n f ‘errs ne
shitvh Jlscwﬂ“Jﬂj oar. !rn'maﬁ'—,, Cog ‘

7 o
W 2 WJ'#’ oq{- ,KVM./ c™pt lﬂor-n:/,,.'h g
a/n eMcovTRY g kadfyr; h r

of

ﬁrs el .
Mg Sucorps &
/ /‘ M ynvesh’ Y
| (7"'"""‘12/ Mm




Von liises quotes Bastiat xkak thus, & says it
answers for all time the broken window fallacy.
"If it is good to break one, why not break them
all? Why not destroy all the houses, all the
capital?”

This unfortunately does not consider that

there may be an optimum amount of window breaking,
optimum in quantity & quality. Just as there is for
a monopoly an optimum restriction of output.

Thus introduce emakX some analysis.




21

| So if M & credit is reduced, or V slowed, simul. with increase of capital
. held, is no suffering. Trouble is that in practice it works just the
cher way: when cap. is being increased, credit is expanded, and V.Ve.
‘-\4 hink on this, maybe the key to smooth monetary policy.
I shouldn't say that attempts to increase saving always correspond
with reducing inventories. Frequently I think reduced consumer demand
| for goods results in increased inventories for a while, just as it should.
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. ‘___Leir«or'mation of Capital, HG Moulton, Wash, Brookings, '35
p. 09-70: New industries don't usually bnina OeCoRY ol o SR e

e ——— AT 5 ' E——
_ZZ —Ttrough but get under weigh when boom is going, keer it zoing

by o, taeae IR SR A : ke s B
" p. 148, ff. 1922-31, net productive financing stayed fairlv
% _% | constant, gszy around 3b§. Other financing changsd greatly,

'went up to 6bg, 1929,
| p. 146: after 1924, outstanding securities started to rise, too.,
'T’hHence it is not saving exceeding investment, but exceeding
| productive investment.,
| “Funds available for investment were 8-9b&, 1923-4, 15-16bf,
N{k 1928-35, Volume:of new corp issues for productive purposes, including
™ | mortgages, stationary at c. 5b$§. This was used to buy materials
| or hire labor (or buy land---making eff=ct figure maybe even smaller) i
r. 147 P4 13vivestment trusts and p.u.h.c.s issued in '29 4b securities.
| Funds were used to buy outstanding securities. (then what wasdone
SR R yﬁffﬁhthem?) Multiplied the number of claims to same prop, they
‘were spec. in, took m. (How much?) This would have reduced value
of all stocks in m by increasing number, but it increased m
{ bidding for them still more.
IR Y, Securities on NY Stock Exchan e ars roughly half of all, Prices

| of sums: YZZ%/ stocks: 1925/, 2Tb; '29, 89b; '34, 33b. K{F Bonds

ST s I Aty B +— LSt

Rise of stock values, esp '27 -9, no relation to real growth of

e — e — —t —— e —— e —

national wealtr and income. |
| ‘\\‘ﬁﬁx So the so-called new issues of later boom were just buying
—“.——mn_st—a‘rﬁi_g stocks, mostly. This m might as well have been N s (R
4 hoarded. p. 149, it was mostly put back to further speculating.
“““““““““““ ' In later years of boom, expansion In new lines of business,
| | Avietion, radio, chemical, natural gas, | motion picture. Great

"'*"'“"”‘”'"““over'investment‘rn them.” AT My
[ AL So, p. 151, excess m savings were dissinated in spec. So? All

PRI o . g BRI St A SR el it ol
,f_—,_f:\ Banks increased loans, too, despite fact that tber* wers more
— | savings looking for outlets tham outlets. '
1 Also at this time wild foreign investments, most of which never
RO TR, f'repaicr--l‘jc. R TG ) TRO  N N =R it e N R g
Hoyt seems to have stuck closely to com*er'cial and residential
e T 4 construction, How about manuf? G IR S %R, T L G LR

St —Ellis, Exchange Control inm Central Eurcve, b. 161, describes
m%f"’ﬁ’w administered prices weren't 1ower°d in deflat% o Cambridpe,
e apvard b Prese TR o g e

——Keynes,; The General Theory of Employment, Intersst, and Money, e
‘ NY, iarcourt Brace ana Co
i-gﬁ —t——Pp+135;defines marg eff of cap. It s the rateof return expesctea
on a current investment. He soecificalWy mentions supvly price,
—— (lateruseems to—forget that increases in supply price will lower the
| marg eff, bydefinition--—unless they increase anticipated yield as
i‘_,_m_,, much, in which ecase they aren't real-increases), for ecConomMy-&8 & &

whole)

- Make 1t explicit somewher- that an inerease of demand in gensral— ——
| can onlymean in money demand and that means reduction of real hps

. _as prices rise. Or else acceptance of more £y investing—in—money. B
a fall of hp of investors. S




Ch. 12, p. 147-164, describes how spec. may diverge from value in

> production. But he does not distinguish productive investment
from other. 1 ’
14 p. 164, looks to se> state directly organize investment,

2 iiﬁ#’f ~ 'P. 191, extremes to which he carries. Not -only is employment eI A
dependent on investment, but investment depends on explicit money
investment, so that"to every banking policy there corresponds a
different long-period level of employment."(not real inv, 1i.e. , but m)

*'E““_** P. 245, says that his analysis take §—a:§”%Trrs—taﬁT4‘fh"§' oxissing . . . °
quality and quantity of available equipment”, by which he includes

7 1land evidently. Actually changes in avallability of such aguipment - - .

4? are vital to cycle. "the existing technique" also constant. Yet

N\l Cchanges Inm 1t, as shown by Schumpster et al., vital factors. SRe 0 | [ e

%*; of 'competition"---yet mid-boom growth of nat. res. monops_ important,

—— % 'extsting skill and quantity of availabls lgbor’; yst real ho of
labor changes greatly in cycle, esp with infl and defl, Fe doesn't

——  think of thew as constant, but parametric hers--svidently tbhinks of
them as long run vbles, on p. 247. '

. 7. P« 2487 " an incraase (or decreass) im the rate of investment

45 will have to carry with 1t an increase (or decrease) in the rate of

e —consumptton-“——tmmonn—y*ﬁg—, tho he evidently thinks of it trmreal

terms. This desctibes the circle I discuss.

————— - p. 248+ £" . assume {as a first approximatton’ that the LR
#/‘%’ exﬂployment multiplier is equal to the investment multiplier..."
D 248:'"Aﬁ—%ncremen%m€or—decremeﬁt}*of~emp%oyment"18‘liabie;“how: Lo et
4(\ ever, to raise (or lower) the schedule of liquidity-preference;..."

i -»-wwﬂtbwthts-Iﬂdiame%Piea41y~disagree,rin~see%4epweﬂmean-hps SBanEe ;- e
\ Ch. 19, Changes in money wages, he says real hp of labor in ‘
- ﬁgfﬁﬁr5aneralfsomet}mesﬂeannot be-lowered--not—in 8o many words; but by Sel
saying it reduces "demand" pari passu. p. 269 he sees that this is
- what 1t means-and says J if labor lowered its m -hp-thigwould not,— - .
ag a rule, have the effect of reducin% real wages and might even
. have the effect of indreaging them o= .. ... - . , S0
| P. 358: ..."there have been times when it was probably the craving
ﬁmﬁ§=§;wuformthe_ownepship~efvland, independently of its yield, whiech served to
keep up the rate of interest;..."
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j;mwl I.r. theories, 7

b ; mavele
Will infinite land values prevent the i.r.!'s becom ng zero?
Yes, for no one need ever invest in an asset that will yield nothing

when he can buy land that will yield something. But how will meghanism
how will it draw investible funds away from real invest-

Vi the: tal they
AR 3 : 2 . g other
wiorms 1s re 80

R (note, incidentally, the tremendous fallacy in saying that lower
~———§> vields on inv., may make people invest more due to income effect. For
this overlooks the fact that existing assets are increased in value =--
. at least a good many of them, depending on exact maxme situation --
% this makes people invest less by itself, the effect of The lower
yields on present incomes won't make itself felt for years) (& when it
does, it vrobly more than cancels self by lowering ability to invest)

A basic fact is that if individuals with money to invest do not
buy new assets with it, capital formation will cease. They may increase
consumption, may increase c.b., may increase financial transactions,
but so long as they do not buy new assets, no cap. formation, & this
is mecaanism of stopping formation. Infinite land values come into
picture first in that no one will invest in other assets of no yilelds,
because of the rent alternative; kxm 2d, those who sell land will not
do so to invest in mEaxx new assets -- why sell something that yields
something for something that yields nothing? --- sellers will either
sell to zet liquidity, to consume, to invest in pleasure goods.

It is probably fair to assume a desire to have capital of a certain
constant am't, at least temporarily. Put that way, sounds silly. But
may we not say that people plan to keep so many resources invested,
independent of capital gains & losses etc -- at least very rougily.
People at any time have liquid assets they intend to invest -- that is
how above analysis starts. They find productive inv. opp. blocked, so tiey
buy land. As land rises in value, society finds it has the capital
security it wanted from this source. It doesn't have the income, to be

sure, but it has the capital value -- silly to say a constant income is
demanded, for the security of a nigh capital position is substitutable
. for that of & high income from ca . Thus the desire to invest is sabis-
fied. Those who had funds to invest feel they have solved their problem
ok.
NOTE HOW ABOVE CAN BE EXPANDED INTO ARTICLE ON THE EFFECTS OF LOW INV.
0’P. ---- A SUBJECT THAT HAS BEEN MUCH WRITTEN ON, FROM KEYNESIAN VIEW,

BUT ABOVE POINTS NOT BROUGHT OUT.
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I. Introduction

Free ec. institutions on trial, challenged.

Over years, most important thing is cap. creation, rather than

current cons. we overstress. Will determine living standards & nat,
power 1in not so distant future.

Is not entirely matter of getting ahead, partly matter of just
keeping up with depletion. Cap. creation, rather than non-use, is
answer to conservation problem.

Russ have been outperforming us, in cap. creation. Which may
mean their institutions have more survival value than ours. We must
not rest content, but change ours to encourage cap. creation.

Wrong to judge simply by relative cons. standards, as some tend to.

Zc. meienmerz ists Riwix give no unanimous counsel on how to increase
cape. formation. Most agree simul. Y-C is it. How to maximize Y-C
is moot. Some would dl, some dI, some -dC, some dC. This paper will
a, advocate -dC; b, suggest measures for doing it.

Process involves criticizing much in K. Tho few now take as bible,
many & peculiar assumptions have become common thru him, willrebut.

i 5
A. Consider poesibilities of dY, more than dC.
l. By dM
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be matched by

ilhen AI comgs from dM, is likely To be d
ting balances, 18 not
different from

comes from exis
other dI -- cuss Ke

o
A ’ ‘ 2 .
;y“4' be matched.” Hence Al
( assume it will increase Y-C.
: A-1: . Always preferable to have avV rather than dl, for it lowers
{ assets, encourages saving. Besldscs, dM likely to dC just as much as
se of C, problye.

; 1I, but dV means dI at expen




expenses, no
letting people invest in m, hold assets in that form.
= o r

Another dra
it is govt. that

wback to govte

cap . formatione.

there 1s for people to hoard,

issuing M

to fruct
If it just uses it

the less saving.

ify cap.

for

is that

current

gets the cape
And it acts as capital substitute,

So the

Brodeze.

more
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Impoverished nobility, spendthrift rich heirs, high cons. standards
for certain social groups, shirtsleeves to shirtsleeves in 3, etc.,
‘ all reveal that within our society are plenty who live on capital. %wmaéodw
So 1s quite possible that whole society sihiould deplete its cap.
Is not a remote possibility only.
Also have farmers who deplete farms, move on w/o capital.

Cap. formation is also answer to depletion problem. Problem
not solvable, as many vaguely imply, by ceasing to use resources --
save by taking more inc. as liesure rather than material cons;
but by cap. creation, which zllows mmrE us to use resources harder &
harder to et at, with no 1limit on future. -- sturctural m.terials

can be reclaimed, & energy is always coming from sun, atoms, etc.

Wle should not be deceived by our seemingly high cap. creation
in past. For much of it has not been net creation, but balanced by
depletion of natural resources. Ifxkhm Tendency to look on returns
from depleting as net inc., consider it cap. crcation i not consumed.
But is not net creation, is just transfering natural resource to
capital. If the balance could ever be taken, we might discuver we
had contributed 1ittle to ec. resources of America, but just changed
their form. :

Use above in intro, to point up importance of cap. creation;
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As l.r. falls & l.v. rise, assets increase, reducin ; desire to
acquire more assets. Which means a, less saving; b, less income producing
uses of| existing assets. (ericept that seeming increased "liquidity”

of land| would cause more investment of m)

You might say that increased assets mean more income, which means
more savinz. But in this case the rise of assets not due to hicher
income, but fall of i.r. (except as cap. gain is itself income)

K. says real cap. formation from saving -- I agree. Later says
that low mpc prevents cap. formation -- probly on grounds that it
reduces investment. But the inv. it reduces is just the reinv.
to replace higher cons. Whatever the mpc, increased real cap. formation
in K's system will equal the = dI, because S equals it. A high mpc
means more income, but not more cap. formation. But possibly he had
in mind induced investment in that pussage.--check that.




All forms of taxing explicit m incomes discourage inv; because
are ternatives: holding m, int. analogy 1nc. not tuﬂpg, consume,
iut. analogg not taxed; buy land for pleasure, inc not taxed; buy
land for cap. gains, inc not taxed so much; XRYXEREIREK

Also encourage investments with hi implicit incomes -- residences,

businesces in more pleasant areas, etc.
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Idea a

» Simul. analysis. Only holds if pd.

so short that cons. plans can't be changed in light of lmown changes
in Y. To choose a pd. so short would serve little useful purpose.

Would perhaps just be a

han over from pd. analysis, where pd.

had to be short so you could spent out of previous income.

So, having pd. long
residual, can ask if it
For Likert results show
greater increases in C.
good job. Cause-effect

might be the increased
There is certainly

enougi to sav. not an automatic definitional
behaves as one in fact. Probly not.

that increases in inc. a®E cause even
(better get that thin:, see if they did a
relationships shouldn't be fouled up.)(It

C that caused dY)

no presumption that dY is saved. For saving

usually involves expenditures, i1s more customary & institutionalized
Than cons. Insurance premiums, budgeted savings ("Spend what is
left after you save, don't save what is left after you spend"),

debt retirement instalments, instalment plan payments, etc. Iany
when they get an unexpected dividend consider it pure gravy, go

on a spreee -- especially in this day of taxing capital.



"Rigid price" explanation kaxxk of why infl. better than -dP has
been muech overworked. Other factors neglected. lMaking 1t seem that
Ttrouble xax with ,zono_».s is just inflexible m prices; while it reall;
is that at any p level they raise P & restrict output. So in fact
dM ‘on't solve that t, rigid P explanation makes it seem that it would.
A The v 1 @ne potnec inomep. rneq, VIRl LI TEMAssY UPLer, BL conTrrc Tl one. oviL
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Is still something my old idea of conse. & inv, eXpenditures as
rivals, paralleling/each other. So dM causes more conversion, takes
resources from pro ucing for consumption. Iy old "ratio effect®
Certainly is ok fgr resources producing directly for cons., no

/.e.z®ﬁ~¢4%é% ff' h Nepponces. %7 Lo ering imateriont oup?

To think of dM as Automutlcﬂlly increasing Y-C is to either think
of I as parallel to C, or in K terms of I determinin; Sy, 1.0+ inc.
rising until S equals I. Or to think of resource prices as sticker

Al
3

ntermed.

‘ than retail, so get increused production, but no increased cons.

|

In fac might just as well get no increased production, but
on o s . - i -
Increased , retall prices being stickiker than reso.rce

The "ratio effect" is shot if cons. increases prop. to
inv., or greater. -- including the swiping resources from direct
services effect. Viewing thin:s in parallel makes no difference.

exploitation of m holders effect is good any time.
Issuer of dM tikes from holders of existing M. Which, however, may
not increase calh. formation. dM issuers may consume; others in
reaction may incXease cons. . r 2

4ovs.

But if a govt. consciously uses dlM to increase cap., it uses 4l
just to buy cap. goods itself, or for others. Is then likely to
reduce cons. of m holders, by inflation, & not reduce production.

But limited. A soon &s infl. generally anticip., m users will
discount in advance, demand higher Lettrnw from st rt. Disruption
of m system makes all uOClnl accounting harder, security issues
difficult, etc.
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K. also had a dM proposal for d¥. dM would lower i.r., thus dI, 4Y.
This assumes Y\t would increase real assets, wihich assumes P wouldn't
rise, which asgguges real Y would rise. I.e. it is same as assuming
dM yields dY, rgal. Also involves ass. that mpc less than 1, not
nece SO.

M spent on imx cap. formution, i.e. fOor resources, raises
their prices relative to cons. goods, lowers investor's gap.

(But govt. migit buy more final oods for cap. formation -- tho
dubious.

This is IF origlnal tendency is not to consume more because govt.
inxextinx dM. Thus if there is such tendency at first, it is
immediately self destroying.

Possibly in particular circumstances, taking advantage of various
short run habits & inflexibilities, 4l may be used to create cap. --
tho I suspect usually the uncreated private cap., whichthere is no
way of estimating, is great, & what is really being done is creating
it for govt. use rather than private --- or, of dM from private
banks for private peorle, in one way rather than znother --- .,

So for long run, or general short run policy, dM no good.

Not all of loss to m holders & bondholders is gain to dM issuees;
muecii is redistrib. among other groups. Equity holders e.g. gain.
So dM causes redistrib. of wealth which is incidental to main object.
Result of this may be to temporarily increase inv. opp.; but over time,
destroying faith in m, will lower them.

(As between private & public di, private 1s surer to result in
cap. creation, for borrower must repay. This even true for cons. loans.
Borrower must produce more than he consumes in future. ) ‘

Govt. takes the resources for its cap. formation. Will others
react by consuming less? For if not, is no net cap. creation. They
must either consume less, or

(assuming dii doesn't increase production, Under certain
circumstances it may do so, but after a while whatever effects it
may have will be exhausted. This is not, incidentally, nec. the
point where resources are fully used. llany things besides a deficiency
of "agoregate demand", or gross inv., s you wish, stand in the way
of full use of resources. One of most pernicious results of XK etc.
was the exclusive importance attached to monetary demand in determin-
in_ resource use, detractin: attention from mexeximpmekamt other
requisites of a sound economy. In a world of interdependent, limit-
ational ec. resources, foolish to say that mmkXpxamexmeed production
may be controlled by just one of them)

«e.0r create less capital privately. Why should they consume less?
It is resource prices govt. bids up, not consumer prices. C.b. are
larger in respect to consumer goods (due to dM, & since it is received
2t net inc. position, likely to be consumed); smaller in respect to
resources. Inv's gap sméller. Equimarginally, consumption uses of
cagital offer more then inv. So private inv. likely to be curtailed,
not cons.
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Keynes has schooled us to always think in these terms: we consume
"out/ off income"; we invest "out of c.b.". Which is nonsense, they are’
paragllel, either could be conceived elther way. But better to conceive
of poth as "out of c¢.b.". They are alternatives. -- not 100%, for is
3d alternative, to hold. They are also alternatives in another sense,
that same motives that make us invest make us save. But that is extra.

Object of this =mxx¥m section to dispute widely held idea that
I & C tend to vary together, show oprosite. Both in real & M terms.
Consumption is always disinvestment, from viewpoint of the one
consuming, he is reducing his assets. Is wrong to say this will
encourage reinvestment. If capital were simply destroyed, that would;
but more consumption indicates more desire to reduce assets, on part
of society. & conversely with less cons. This is the thing K has
entirely balled up. Where motive force is desire to increase arsets,
less cons. goes with more inv., not less.

Price effect also important. The more cons., the less gros
inv. in real terms, for gzoods taken to consume by holders of c.b.
can't be taken by current inc. receivers, can't be ‘claimed by them.

Exposition: start by picturing z®imiwmwx cons. from c.b. received
for selling goods. This reduces m inv.; reduces real inv. by raising
retail P, in addition; indicates a desire to reduce assets, the cons.
isn't going to cause more inv., To make pte clear, for those who
discount small price effects, suppose all n srent on Q.
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, Stress, in simple terms, that in real terms what is demand for

'+ resources to produce is caplital which is not consumed, but is

converted. And the more we consume, the less 1s available for that.

[ So in this way z«lso, cons. not only prevents cap. creation directly,
« but reduces production, thus furtier reducing cap. creation.

Ke had it just wrong. In fact, is likely that dY causes equivalent
dC, as ce.be of net inc. receivers not big nor vble; but not at all
likely that dY causes dY, for inventories very vble; & C is alternative
to I, while -- well, dY, being caused by dI, not likely to be matched
by increased C, for same reason. Unless dI is from dl.
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A decision to consume less is, following equimarginalism, and

/ concentrating on fact that expenditures are on decision what to

spend from c.b. at one "time, & decision to invest more --xmmk
both in m, and by lowering retail P. If can follow this thru,
result of reducing assets in reducing C is, per se, to increase
both M & real conversion. K ovewlid et C&I idla.

(Habit of subsuming reinvestment, & thinking of C as inc.
creating exrenditure, has conditioned our minds against kikx
idea that less C means more gross I. But if all c.b. conceived
as one pool, it follows immediately) But what more natural than

hat the saver, having created capital, immcdiately puts it to
use by converting it? _

People consume from c.b. They invest from c.b. K's
unparallel treatment has no excuse, that I see. You make these
expenditures independently from income -- wiich, presumably, is
pald at end of pd. (which incidentally is a good pd. To choose =--

y —7pbd. at end of which inc. payments made)

Wile have c.b., & 3 alternative uses: hold, consuue, invest.
Equimarginal. If we decide to hold less, we will increase
both C & I. But for other motives, C & I move inversely. If
we declde to increase our assets, we consume less & invest umore.
If we just decide to consume less, we invest more, for equi-
marginal reason: don't do it all at expense of one alternative,
holding, but both alternatives. ~
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preferable to -d4P, ia ¢ med ,
i persist That free ec.

apread nonsense qbowt

(=5
full empl. ::'In faet, =dP u 1 £ inv. opp. j
fall of resource prices. They scared us with idea of inv.
decisions made by different people. But they tend to ether;
full empl. is always possible, anyway

.ing taxes to govt. bonds. When you finance govt. by borrowing,

since this obviates that much taxation, it helps cap.

n that way. But taxes would partly reduce cons of payors,
hile selling bonds is entirely at exrense of cap.

. . ¥XTEAX (ZEX. hil
: atlon. hiz—tres
i taxes no argument. for antic. future taxes

" Inc entive effect of n
by large debt just as bad. #Amd So at any time i
taxes that don't penalize production cape [

o)
o1




s cause of inv., 1s remarkable that i
7 countries is so little inv., either ex post - which is natech --
or ex ante -- ex ante, get hoarding, very low V.

* Is not nec. better to have cap. formation go with higher income.
For higrer production means more depletion. The more of our
income we take as liccure, the less depletion -- conspicuous
consuu~tlon as means of keeping income is a false God. For
the less >loti on, the easier to earn living in future

1y cape. formation concept is net of depletion. I doubt that
others are. The higher income, hicher is der leblOA, tho not by
as much. I don't hold with extreme alarmism on this pt., but
it must sure ‘j be considered, nresiricted worship of cons.
will surely lead to trouble.

e —— e
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“Once we rid our minds of the bogey of dowvnward cumulation
resultin: from lower resource prices, a wnole new world opens up.
The economy becomes once again perfectly viable, and the means to
making it so perfectly clear.

“But it is absurd to think lower resource prices are anytiing
but equilibrating force. They do not lower m incomes, primo; b
increasing investor's zap, and increasing real c.b., bthey cause
faster spending. [Erue, they delay the receipt of intermediary!'s
income, but this just frees M to hire more hired factorsy]

Even if current inc. were lowered, this would not discourage cap.
formation, for that not =mzRfmekedx adversely influenced by smaller
current consumption. As to antic. future imfkx deflation, that is
moot, while lower costs are real.

X likens lower costs to loweringz i.r. by increasing real m; but

, 1t 1s more like raising me.e.c. K says, why not lower i.r. "directly"
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» by dM; but if lower co
do, this brecks impasse, stagn







-dC reduces profitability of investing in short term inventories.
Is this same as reducing =RXXximxx inv. opp. in general? It certainly

doesn't reduce future prospects, as K. alleges. It will turn inv.
toward future more -- just opposite of what K implies.

Besides, it mainly just reduces the flow thru inventories,
not their size so much. /#may dsige sesnssre of crecavn cop.

S0 problem is not one of using greater supprly of cap. on smaller

but on substantially same opp.

Is there anything about -dC ®that will make gross inv. be less?
Not if it doesn't reduce inv. opp. Because gross inv. occurs to
make profits. If you can make just as much by investing in longer
term assets, gross inv. continues on.

opYP «

e

Difficulty is when long term inv. opp. fall. Question is,
mekes them. Not antic. lack of C. But other things might: antic.
confiscation thru unions; high l.v.; antic. taxes.

what
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Anticipated war has two contradictory effects on 1iq. pref.
Antic. inflation causes flight from $; but antic. destruction of
physical values causes flisht from them, too -- esp. more vulnerable
ones, not land so much (Korean quote). Depending on which stronger,

get net influence toward inf. or defl. Aof Mv'm/wfﬂwf'" to ligeidity, fears by
”’Wz‘v"ﬂ,

( A country farthest removed from war will therefore have
mich better land allocation, incidentally. )




B4

If motive is simply to increase saving, and not to de.b., people
will’'as net inc. receivers spend as much as they receive, or expect
to réceive, in pd. No rroblem. Problem only arises when they wish
to de.b. But if they wish that, they will also increase them by
disinvesting from inventories. This lowers Y. So problem will not
manifest self as high saving. Savin , as such, no problem; it is
desire to increase c.b. that is problem.

Problem is often stated thus: net inc. receivers s=ave,
do not invest, hence is notihing with which to pay resources next
time. But if resources want to work, they will lower demands until
gap large enough to call forth the m that was saved into xmE-invest-
ment. Chanc?s are it will come forth anyway.




Where net sav. occurs, the cap. creation increases productivity,
so if fall of costs of other resources necessary to call forth
sav, into gross inv., is balanced by rise allowed by productivitye.
B4+ But where the lig. trap is disinvestment, as when people wish to
increase cebe, (& incidentally the atmosphere that inspires disinv.
is not likely to inspire net sav., in crashes disinv. will be
| exclusive lige. trap) cap destroyed, productivity lowered, ; besides,
gross inv. is more immediately checked.
) loral of above 1s that saving no p i t cause lower
respending, given, not downward wage flexibility, but a reasonable
check on aggressive upward pressure. That the problems often described
as due to oversaving are due to disinvestment.

In showing above, will in process show that price falls, or
t failure of them to rise (resource prices) is an equilibrating, not
©a cumulative downward processe

And that disinv., result of low inv. opp., which discourage
" net saving. So the typical recession problem is not oversaving,
' but disinv. not associated with saving. (even tho desire to dc.b.
would seem to cause botn; but desire comes from low inv. opp., which
discourages sav)
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Raushenbush, like Harris, in bold new propran series, assume w/o
question that oversaving is cause of trouble -- R. even says
we must ilncrease cons. in underdeveloped areas to make them progress.

S0 my projected article on Keynes capital creation not knocking down
a straw man. People still think this way. R., errinz on p. 56, really
1s thinking pretty straight, as he shows on 57 when he says must not
consume too much. He just doesn't dare knock down that shibboleth
"consume" -- what he really means in talking of it is that there must
be competitive pricins, to widen markets.
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sting of t 16 body -- unk & Ja; 511 ”. ”IOMQ¢L/t10 so defined,

8S consunmpv

ras 5 ’
is a disease of nodor wzXExpxzEm western soclety: wasting of the
‘ body by "progressives"
"Some people, calling themselves "progressives", advocate
1// consumption, even to the woint of sheer waste, ... This does
/J[ correspond closely with the dictionary definition QOMSWMDt'OJ:[iwb—
: erculosis of the lungs, 057\ro ressive wasting of the body. As a
conscious social therapy is about on level with old rbmedj of

bloodletting. --similar to. True, it stimulates body to produce
more blood, but it robs it of the ca pa01t* to do so, or periaps even
F
L

to 1live. As the body needs blood, society needs circulating capi

ciety what consumption is to individual,

Consumptionism™ is to s

oc
. progressive wasting of the body.
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IT A Purpose of this section to show futility of anything
but fall of cons. Concede to both R & K that where all mixture
of requirements present except Il demand, they're ok. But this very
unusual situation, not GT.

A 2, do not get into question of whether pc affects inv., save
by alluding to future RExzxBmixdm paragraph. But do say that inv.
doesn't determine sav., is mutual det.

A3 K etc don't use inc. effect argument, they agree thut
higher yields mean higher inv., or V. But some others have said it,
answer them. Point to asset effect, hint that lowering assets can
be done w/o increasing yilelds.

voncluding, allude to viewpoint that society must not kzakm
lower assets by raising yields. Society under no obligation to
destroy itself to protect some fancied legit. vested interest of
asset owners in low i.r. Is one of most fantastic hallucinations
of modern times, & obviously springs from pressures created by

o

those interests. The income will remain, & society isn't even

obliged to protect that.



R R T SR

But can be conciliatory after mentioning lowering assetse.
dS, so even if one not

. Point out it tends to both dI, &
convinced by above discussion, can accede to lowering assets.
Unless, i.e., he thinks antic. cons. ONLY influence on mec, in
nmust collide.

4 el
/ / which case hopeless,




) The only way I see to avoid head on collision with undercons-
Lﬂ umptionists is to stress effect of 1lvt, avoid discussing Keynes etc.
vay‘ But if I did that, wouldn't get publisied, save maybe in Am Jnl.

Object now is not primarily to advocate lvt, but to get published,
establisiied. After I have & name I can advocate vwhat I like.

So, for present, head-on collision with K-ians not to be avoided;

it makes main subject matter for discussion. Just bring in other

where it will help me.

n C falls, why does it? Say because assets fall. Wy
would they? ecause of higher yields, likely case. In which case
higher inv. goxs witi less C. & even if not higher yields, lower

. assets cause mo¥e inv. (inc. effect™) This answers K., is one way.
Or should I Just deal with lower C, w/o asking what caused it?
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Iv Sum up points of disagreement with commonly held views.
l. That is impossible to get much revenue from tax on xEmk
"capacities™. Land capacities are great, & measurable.

2. That to prevent slump, should keep up consumption

P
I
2
6
y
f
g.

That dim ret to cap e inevitable, o teehmtagical,
Qv"'—ﬁ ns. term L) an
That antic. cons de Jﬂ. 1ines or gffec‘b mec ng«“ o ,w/m/{
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"Key process is raisin: yields, and lowering assets. So Wiy not
accomplish this by conseious govt. policy? Changes in the tax
structure could make a large difference. Taxes which are con@itioned
on production or capital creation could be replaced by taxes
on non-capital assets, like land. This could be accomplished by
the very simple device of shifting general property taxes from
improvements to land values. (or rather shifting them backe...)
The value of the non-capital asset, land, would be lowered; the
yields from creating capital would be increased. Both forces would
tend to increase capital formation. .."

«sessbe replaced by taxes not so conditioned.




€.z« "income effect", w/o regard to other important vbles like
fl | am't of assets. In determining am't of investment. So Musgrave
can say higher security yields don't increase inv., because of
' "income effect".

]jZiALg Concentration én "income" has led to undue consideration of

Iy thinking at time of reading tihat Musgrave thing was
dominated by idea that inv. was independent determ ning decision.
Hence I could be satisfied with saying that hizher yields cause
( more investment, thru lowering asset values &s well as higher

marginal returns, and thus increase cap. fommation. -- not consid-
ering necessity to reduce C, too.

(Lo But now, that train of thou:ht may help show that reducing
assets will increase inv., which is wanted now. Higher yields
will increase inv., partly by lowering assets.

Iﬂfz; (By this time I hope it is clear that "investing" is
87 ‘l important concept only as to gross inv., conversion; net inv,
y is determined by saving mainly, is not an independent decision)

Important to distinguish these two very different meanin s of
"investment")

liusgrave was really probly assuming K. idea, that I deter-
mines S.

hence more income producing use of existin ascsets. lioney, €.8.,
will be used less for liquidity, less for consumption, more

— for investment in income producing assets. This line of thought
also stresses Inv. & cons, a&s alternatives. Also, more net sav.,
with inmsaiate use of cap. created for conversion.

‘Iﬁjﬁc, Lower assets mean a "higher m.u. of additional income",

Is distinction between saying C falls, while motives to
choose between C & I are const.; to saying those motives change.
Former is K, latter me. If motives change, get both more I,
less C.

In sum, have pretty good argument that lowering assets will

B,

III/ffﬂfC increase conversion. It is illiquid acsets thaT are lowered,

creating unbalance, desire to reduce liquidity. WK.U. of further
income increased; new savings added to conversion immediately;
existin~ consumption assets amortized & turned to productive use;
real income increased by more capital; more savin itself of
course increases turnover; greater demand for new assets, for
thelr own sake (not future cons.) etce.
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An interesting study would be what caused past civilizations

. to decline, Seems to me it was, inter alia, end of cord itions
that encourage capital formation. Thls means existing capital,
/V including solls ete, will be allowed to deter iorate,
|

We may condemn private landownership on grounds that it
discourages capltal formation. And how does it do that? For
,one, by giving people the security of lamdowvnership and there-

by making 1t unnecessary for them to find security in capital
| ownership. Govt bonds open to same objection I guess.

One might add that inheritance taxation may encourage capital
/V formation more than it prevents it, by keeping sons from living
on t elr capital. But dubious.
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Discussion of Russia brings out following thoughts:
Success of a p. v. depends largely on its abllity to
‘ creats capital. Our own civilization, pre-welfare state, is
probly the most effective one yet devised far creating capital
and still providing some human happiness, for in it human
happiness and creating capital are made coordinate with one
ano ther,

Another aspect of successful civilization 1s 1ts creation
of human beings, in euantity and equallity.

Russians are creating much carital amd people. Quality
not so hot. Some euestion, too, as to whether thlis 1s belng
done at expense of natural resource depletlon, hernce if it is
a net creation.

Our own civilization is tending to degenerate into the
welfare state, in which low birth rates, consumption are
emphasi zed, creation of capital and population neglected.
Fortunately this is not true at the fringes so much. But
the fallure of democracy to act intelligently &n the matter
of capital creation probably means, undoubtedly means 1f it
remaime true, that democracy 1s not the type of soclal organization
that will survive. Thruout history capital creation has
occurred whe n the masses have had little to say about govern-
ment. When they get in they begin to impose capltal levies,
graduated income taxes, labor unlons, restrict ive legislation,
etc ad nauseam. FRverything for the current gener ation,
nothing for the futwe. In countries where a large enough
% of the masses are prop. owners themselves, democracy can
work for a time, the propertyless masses will have no real

. power. But when they do, the end has come.

Now the shift from local prop. taxes to state sales taxes
etc at present going on is a change from taxes on capital (and
land) to taxes on consumption. Taxes on consumptlon may
reduce consumpt ion and thus aid capital formation.
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