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| Lange, "Price'Flexibility and Employment".

‘_ il The "partial equilibrium" theory is what we all know,

| supply and demand curves, etc. "General equilibrtum” is when
we bring 4n all the variables, especially the circular, and N
""rd&nd‘aﬁ&'foﬁﬁd’éﬁe'goes}“éd&"wﬁéféwéhé”é£6§§ nobody knows".
. Now granted that they have a small point there, that reduction
| of Tactor demands may lower V temporarily, g¥FI8dgYy¥/ by even
. more than the prices are reduced, obviously the general effsct
| of reducing prices is to reduce the cash balances people wish
. to hold and thereby increase velocity, because nothing has
|"oceurred to changs the amount of goods over which peonle wish
. to have command with cash. Even if V did decrease slightly owing e
| to reduction of Tactor prices, it still might not decrease in
as much a proportion as the prices decreased, hence more product-
[ Ton would occur, money demand would be more adequate., If Of
course the lowering of prices at very first is going to
"tend to Increase V. EvVen iT demand for the factor is inelastic
80 that the reduction reduces the total spent for the factor,
" that does not mean the difference will Iie idls. It will rather
be spent for other things, so V not reduced. He also emphhsizes
[ disemployment of substitutivs factors, never mentioning re- =
. employment of complementary factors, yHe makes 1t seem very
7 ltkely that rsducing factor price will reduce V by a gresater s
' ratio, so that factor price can never be reduced .fast enough
“to even increase the employment of“the factor! He thinks it
plausible that this may continue until factor price has been
. . [ reduced to almost nothing, that meantime demand will kesp declin-
' ing faster: Obviously thers are narrow limits to the possible
increase in-hoarding money, end as factors lower their demands {8
' 1n money they will quickly find money demand  forthcoming.
t—— - There is-another questior, of lowering demands in termsof — — —
real goods. Lowering money demands of course accomplishes this.
————-Anether way-of lookin—at it-tsin terms of r=al goods. As fact=—
- ors lower their money demands they will goon be lowering them
- faster than prie=s go down, i:ermthey~wr¥&-b3"reductng'thatr‘”
demands in terms of real goods. Lange is saying it is impossible
=% : ———in-seme-situations for a “actor-group to lower its demzmdsof
' real goods, obviously absurd.
_——— IR Bany-Sueh—the opies;—such e barsen's;—tfnottirfeang~'e,
is the idea that money is actually created when factors ars paid,
———————+and-destroyed when products are bought.Lange managss to arrtve ——————
' ab conclusions that are also reached by this more absurd reas-
- — —1-oning with-his morerefined nonsense,— — — — — - —_—
| "Substitution of money for goods and v.v." is one of lange's
——————-main-concepts. He seeme—to think that when theeconomtc grovp
he 1s thinking of decides to get rid of money then somehow the
—— ~entire economy is rid-of money. Cbviously it is-an individual — —
' matter, the whole econ my cannot change its money holdings, and
- the desire to do-so-lsrefl etedin V,——— o o o
f When price of one factor falls, either more money goes into
11t afterwards or legs, (or the same). If more, maybe it—is— — ——
‘ drawn from idle, maybe from what would have bean spent for
Powt’. . other factors. If less, maybe balance is-idle, maybe goesfor — - —
| other factors. This is indeterminate. What you can say, that is
| important and invariable, is that when all factor pricesfall —
\ ' then 1t becomes possible for the current money suprly to pay

what theydemand with no ‘




> ;4/5” they-xxgz be reducing their demands of real goods, which
evidently somehow got higher than their mps. Thers 1s no
need to worry that such a reduction will mean they will not ‘
| be able to take goods off the market, for, obviously, 1f they
| are demanding more than their mps now, 1t means they are demand-
|_ing more money than is needed to take their products off the
| markét, and reduction means simply getting back to the equil-
| ibrium situation. +h3J got in the habit of getting more shan
when sreculation in
| inLermediat° products was rewarding them, and investment
inspired by rising land values. When the opposite situations
| prevail, they must accept less %h&H—eﬁOUR?‘%O-%&&G—%%@4&LiHH%H¥
off—flemark=t; usually, to make emp oywnnt profitable for
| intermediaries. The opprosite situatlon will only prevail in
| product spesculation, probly, not land.
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Langn 2

Thﬂ factors can, get used to getting more than enough money to
‘ take their goods off -market when the "circle of investment!" is
_ working, They get money rewards, and some of them don't spepnd these
“for| products, but Iand. (If spent for investment, is it differ-nt,

| l 1nv‘. in products?) At least they spend 1t to r'-war'd factors, bﬁing
.- l.esecprad by nISIng k.. T B T i

|
T Factors can't get 'more &than enoug}“ to take their products of f
market'", unless pr'ic°s drop between time of payment and time prod-
T ucts are to be bought. But thers 1s no definite amount of money
raqpiraa to take products off the market. There is a definite
-~ amount required to -take them ofT at a profi®, once they have
been bought from factors,: But -if @ fall 1s anticipated then |
T Intprmedlariss will pay factors 1eéss, ana won't lose. And the : 3
prlce fall will stop when lower prices makes people be holding . |
= . ore gashithen 1hﬂy want to. T N g5
‘So you ecan't say anything makes factors get more than:-enough. . |
~ to ftakes products off markst. You Tan say that certarm thinmgs T T T
make them get higher money rewards, tho not ‘real rewards; than
———otherwise. ‘Production of capital; =.g., which results 1nm factor
rewards that are not met by consumer goods, raises priceg of 4 |
T congumer goouds===put it wonm't" wnvdwthafﬁ “the capitadl s RS
bought from old money, and v isn't increased by its production.
—————— ot —ifHM-or—¥ increassswill it increasemoney pricesof preg
products ‘and factons.
———————3p-about allryou can say 1s that factors get ussd 'to highsr ~= =~ —
V and M, not that they get used to receiving more money rswards
B ‘ ——than-would—-taketheir-products of f markst.#hen—factorsdo r=fratn —
from spending thelr m for cons and invest it instead, they are
-meriely buying-e-different kind of products What happsns when—————  —
; theLy stop investing is just that V decreases, they hold that m
———————longer—before—spendirg it for—domething+— —Spending by investing——
| doejs differ, tho, in that you lend it to someone else to really
e sfaenatr-}‘ho -e-irele—of-confusion-—comes—inwhen-youareworking————""—
to get back your own money which you have loaned to the buyor,
- thipking -you're getting a good-deal -when really heten't—going-to————
e able to repay you but you -are fooled into thinking he 1s by '
- rising-lv. Factors become-adjusted-to higher m-priees-than they ————
could otherwise get,when they are investing heavily. But they
_ arep't then or any other-time getiing too muekh—or not-encugh-te—— ——
( takle their products off the market, for their products have no
——r--—-—d--r—fiX&dﬁpP—icw-uf—counseqnaybe—you—eoaldﬂsay—-sem thay apa
getting more than enough to buy their products at cost---that - :
e -uawl&only ~be _when they are borrowing new m.,-Somatimes they-are- —5
not‘ getting enough to buy their products at cost, because before
— ——————they can spend the m for products they- mu-st—pepay—baaks.— i
Investment increases v, probably, but at the same tims it
—dafinitely decnaaseamp&u_haua_comeic_see_thai—it may be wise
to divide mp2 into two components, the money gotten for the .
e v oS ﬁoz:aiucx,,_and*the_goods_goikten_ﬂon_the.maney-,—zsat in dealing with
money questions) by raising prices more than it raises factor
___ _rewards---well, in terms of real goods it means the same current
. rewards spr=ad over more factors, so .factor rewards are reduced.
et Inpriaﬂ terms, this will mean.factor rewards won't rise as much - — .
as prices, But the factor reward that is a claim on the capital
_be congidered of some significance, We can-
gay| that factors are consuming less, because more factors, or the
same factors working harder,

are producing fewer consumption goods. —
--or some variant of that. But the claim on future products is ‘
|




\

|certainly part of the "reward" of a factor---I must be carsful

|in using the word. Those factors who spend everythirg they earn
'will be getting as much current rewards as before, only those
factors who save will be getting less currant rewards, and they '11
|be getting as much total rewards. So the decline of mp2 is not

ta fact, and production won't be discouraged at all by that,
"”"““7ﬁ"“7TH§-faéf“£hétﬂf&éfé?ﬁ“é?e“éoing to save their rewards after they
get them dossn't mean they'l1l work any less hard to gst them.
| At the sam= time investmentopens up new opportunitiss that
increase labor's mp. I don't refer to its complementary effesct,
- which is &mportant, but its allowing wealth to be produced on
Previously idle land. At least to be placed there, When a pdant
1s bullt, Tactors are paid in parts of the plant.They can produce
plant segments of much greater value, psychologically at least,
~than they could produce consumer goods. Their productivity is”
ﬁhereby enhanced. New land has be be used to put the plant on,
or old land used more intensively. Investment has put that land to
hse. Of course any sort of expenditure might have put it to use,
“==--tho no, for a permanant Improvemsnt must be put onift to put
it to use, sometimes. (anyway an important asp=ct of this is that
any inflationwill put mew land into use. But that's not all)----
Investment of course after it matures increases mps. But I mean
}1n the process of creation,factors build a product of mores value
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of demand in real goods, too. But maybe prices will fall just as
T fast. Wil It them do any good? Surs, it means the monesy besing
spent will employ more factors, and that more money will be
~ . jspent.( When factor prices are rsducsd ALL/EYIY;the sams m exp,
will hire ‘more of them. So a"posttive money effect"not necess?

make community "substitute goods for money". This is meaningless
—— ——@s put; but evidently he refers—to re''; whesther—the—
fall of prices will make them spend more. Now actually tre fall
7inmfactor~demandsfwi}i“increasempro&uctionAvn}ess~it~isMaccemp-~~
@nied by a decline in money demand greater than the fall of factor
——prices. Actually i1t will be-probably accompanisd-by an -inerease -
in total money demand.) ( inelasticity and friction and insens-

omic a2 alysis based on reason seem uselesgs and prove any point
tthey—want-—teo)r ——— -~ RS —
; Money prices can keep falling as long as factors will rsduce
———————ttheir money demands, and this will -mean not that factors ars
reducing their demands in real goods, but they are producing
s ——mores Glearliy if priecesfall -and -my doesn't changs, mors is being
produced.--and this with no change in factor holdout prices in

Emp falls, and factors must accept lower returns in resl goods.
Wincidentally, that ‘mr must fall). Each time you lower price

- you-are- extending -so-mych more credit to those who hold M,.

;increasing their money s value. Thus for that reason each time

—fyeu-reéueemppieesmyeumha¥e_te“ppoduee-so"mughnmoneﬁtoAmake_ugu»7_~

'the increase in money's value. Ydu must also kesp on at the

VV“_u~"~mighep_levelnof_pnoduciien_aftenwardsTAtoﬁkeep_pricas,down. i £

Ag8lde from the product that goes to money holders as prices fall,

TE increased product goeg to factors who do more work, Were it not.

If or physical dim returns’ factors could just kesp on working mors
——tand-more and getting more and mere for-it. But_actually they must
llower their rewards more than prices fall to increase production.

| PRt <

(maybe ) than they would have if money had not been diverted from

| When factors Tirst Iéwef'demaﬁaS‘in‘mcﬁey;’1t“w111'be"a*1ower1ng'

T What s a pos. momey effect? Langs desfin=s ttas wherm lowsr rrices —

—————terms—of real goods+ But-is it possible? As productioninereasss

—————— it ivity -ars-faverite weapons-of thoge-who want -to make all egon- .

@heip~pewapé9~m&stmf&llmmepe~than~pp%ee31~eiLgeodsﬁ-4whichwmeans,- e




permanently

So it is impossibleto increase Droduction/by lowering PrI¢#
faqtor demands the same amcunt as prices. In fact it is impossible
_to|do itTat all. If factor demands are lowerad so more are

hired, prices won't fall quite sc much, becausge:of dim ret,
? But if factors are not in dim returns but just don't know it,

then if they decrease money demands production will increas= and
prices will fall as much as demands did, and they can increase
praduction without decreasing real r-wards just by decreasing
__morley rewards.
The reason, &n usual situation, that they can produce mors,
islnot b-cau8° they've lowarsd tbnir money,but:their real,
Wards. Or let"s say that if they lower their monesy rewards it
jinevitable that theip real rawards be lowersd as' mp falls, as

{ ordduction Increases, as it must when they lower money rewards,

l

“When factors demand more than what their mp is expacted to s=11
fon, both concepts In money, they are unemployable,
'(Inter jection: when you taTk about locating an industry in a
c1Uy you often get to'a situation where the olant can-only find
onq or two good sltes in an entire city llke Portland, and one
of | thﬂm may be zoned for: another ‘use, So many things conspire ‘1o
% KGQ“ Tand Idley) 9 TR A
Leigh thinks entrepreneur's decisions ars most important, I say
they are Just a part of whole picture. Entrepr. s intermediary
betwesn factors and consumers. He givns his offer to:&ach, which
“Is really the offer of ®ach to each, and thay give their offars to
| hiﬂ When they '‘meet, production occurs. In his intermediary funct-
e Tonhe has no‘aétﬁrmfnanf' effect, h® 18 merely the agent thru whifh
others express their wishes. As a factor himself, he is the same
, ey ’"”asﬁthé‘others.'ﬁe has & a’éeht?al“pGSitIB?“'E@TT%Bt“a"dEf-FﬁIﬁéﬁf'"’W‘ WIS
one. lLeigh emphasizes his gsychology. It is his anticipations
| of (what consumsrs will offar that dstermins his offsrs to factors,
} of |course, and his psychology comes in there. But that is not
-—“——M~—"-—a~very—iargsfeffcctf=:tho‘ttrcutarist"GUUTa_mHKS*tt‘into one’, <

ST

s Bagk—to bange T hts"idea“of“”t?!”mcn‘tary—ifrfet 8 e oo (- BEJ AR iy
He |says 1f effact is neutral, and 1" judge he means by this that

———————as-gesult of Fowsr prices no morsz mon=y d=mand is fortheoming, .
regult is to lower all prices but with no effect. Actually I say

———————$4would—thcrease— th*”f&ow_of'ﬁﬁﬁﬁﬁf‘prvducts‘jﬂrﬂﬁﬂreamr‘mbnry——“'*—‘—““"
demands lower priced products; this would increase production,

et -mps,—ete—Ontyin-that-very untitkely sttuation inwhich
lower prices decreased money flow by mor2 than prop. to price

P—-——w——~—&rep~wevld~pro&actton~be*stopped-by~prtce—faii7-amd'tmis—ccuidf“—-—*‘““‘—""“

f noq continue 1f factor prices continued to-drop. Only friction

—————Wouid—meke—it—eoccur-once,and & strangefrictiomrat—that, R=duesd
v mainly. It would be natural for factor rewards to fall in such

———a—gt tuation;—sinece—lower prices prevatl===just the sams—as when——— " —

lower prices are the first variabln, and fall of factor pricns is

- affeot—— — —
oo Ghap 4, analysis—of the monetary effact: '
. He correctly says that falling prices reduce desire to hold

e G&ﬁhr But-he has some idea—of the "excess'" demand for-cash-balances, -
which 1s affected by changes in amount of m as prlices change.

(jeont. from back of p+1) With—eeonstant-eoste;—thevolumeof—

production would be adjusted by money demands of factors. So if

they demanded more; fewer—would—be hired—{perhaps more—andperhaps——
leqq total money would be forthcoming to hire them). Due to the ‘



‘constant costs the prices of theilr products would rise just as
much as factor hps, so their real rewards wouldn't increase, basic-
lally because their mp hasn't changed. (this 1s isolating the
[mon-y effect) Hence their higher money hps result in a .
- changing of the volume of production, not in mps. The money
— evaluationm, per se, them, is @ way of regulstingTvoluwe of
production, When factors demand more money, they are saying
N '“they want to work less and/or get more for their work unite.
With constant costs it simply means they want to work less,
T BT Raising prices is a withdrawal of credit,. It m=ans less goods
| will be forwarded on basis of money. (note we must integrate
~ |thils view of how money's-value is affected with the cash balances
view) It means the factors won't produce for promises so much,
4but insist on real goods. (thus ties in with lower dssirs for —
‘cash balances)(as prices rise, cash balances will be increased,
. “'xwwhigh stops the rise; and v.v, This is what makes prices stab]e,
[stops all money spirals) Nothing in the process of change
—————{is very extrasimportant. - As prices fall those who hold money —— "
will gain, but the important thing is that after they have fallen
the total stock-of credits is worth more, people are producing—
more., S0 a money equilibruim exists, determined by the deslre :
——————ttohnid cash;{se; togive Tiquidcredits,. Prices will -be ratsed —— 7 —
whenver people want to extend less credit, b working less and
--~-_—*a&so~re&aeiﬁg~%heif~e&sh~bal&ﬁees -etc—-a11~rﬁfinements>onAwfat S ¢
I've already said, with which I have no quarrel. Note there are
T G S b &ie{iﬁct—equilbpia,—bhe»money~&nd~the'mpu Esch-can be figursd———"——
independently, but they work together. When people are satisfi=d
Geane u'~—~w&%h—%he-i%ﬂmp37—£hey -eease—to-raise or-lower—their-money hps.—If—— — —
mp didn't change, people would alter their production as their
——————mus—altered, If mu rose, they would work more, prices would fall — ___,_,‘_,_____
'nore than factor rewards---not more than factor rewards per unit
~— of work----really prices and factor rewards would fall the sam=s, -
| |people would be working more because mu had risen, this would
~—_~—~d-determine~the-£luc$uations-in~amount of work done,- -So-money—————————————
doesn't set the volume 1limit, either. It happens that when factors
— «rmtrisa hps then the given amount of -money will employ fewer, less
time; that people express their lower mu B¥, their refusal to
— ~wm_¢worxwmop-j_by -making-the -stock of money command less work; or that
{ln refusing to work more they make the money stock command less
__qw__ﬂwonk:::thaL_is_an~incidenLal_e££eci,_not_an_intagmaLluuﬁﬂnIha_m“_M___“__
main thing 1s they want:a, to get more for what they do, b, to do
w¢~w—v~f¢less ~They will -work less until mp and mu rise. In the process
money becomes worth less. When the money stock does become
. _worth less it cannot be the proximate cause of-the employment of —
|so many factors so long as before. At the. same time that monsey
lis being adjusted in this way, it also must satisfy the desgires
of people to hold money. But there is no conflict. --well, there
------- — lis-too. If liguidity preference remains constant and mu falls, .=~
then as prices rise people will have to try to hold more and more
—— . money to.kesp the same._liquidity,.v decreages, preventing the rigse . "= .
of :prices. But at the same tlme 1t prevents price rise, it makes
— .11t to that extent unecessary, because. it reduces money demand.. s e SO
'So the two interact wlt,bout conflictimg The g!i‘i‘,ég! desirn of the

TWo wajo. reduction in command of money over tham, and rnductiﬂn
CEAS ~in use of what command the money hag. Similarly if the desire to
be "liquid fell, that desire could be: satisfied by rising prices, |
s Hgﬁ_<4ai_iheaamg_iimg,ng_ggnﬁLanL_q,ﬁing of factors to be subject to
money's command in each time period is kept by the rise of V and

e . ..|{fall of money's value Just compensating. .
‘ | :




o oppertenrg, S Thogs wokk fegerter hore 1 podvce The

Yoney 1s a limitor then in this sense only: thers is so much
you will do'for the constant (in this hypoth2gis) am't ‘of goods
you will get in return for each unit of work, money is the

—Tproximate—incentive for doingtt, so by timitingthe commana~

the money has over you you limit . the amount you will-do, - If

thers weres no money,; something else would be the Iimit-==the mext

step, the amount of goods you get for your work., They limit you

—intthesense -that youwon't—work for-less thana certain amount—

of {them, and only a certain amount is tc be had. It is the

—megsure—of -thelimit-you put-on—yourseif, not—the timititeelf. —

It|is the measure and thé proximate implementation.
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others change. Not the prices of
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I| mean they won't change a¢

bonde-alreadyissued, 1.6+ The reason of ceourse—is because & v~;'~
bond is not a claim to goods, but to money. So, just as a dollar's
—mprey-price-doesn't ehange, neither doss-a-bonds ——— —

gfen é&mﬁg{)@.ﬁdw En

InV. wmthothers osssmng Kk mr

Peoplse save two ways, or thererare two poles of the saving methods,
liguid -andunliguid. Either method constitutesan inerease in-the——

goods offerad for loan, and therefore reduces mr., If one saves

by lending his m out (not as opposed to heoarding it,but-a8——

opposed to not getting it for real goods in the first place)

_, that is if one parts with real goode-and-then-lends—out-the——

mpney so obtalined, he 1s lending those real goods to the market,

3 P PSP 3 3 +
the money he lends out-—will buy-the goeds—he—rput—on—the—market;

he isn't affecting prices at all, the stock of money will command




1

| . =

:the same amount of goods, but part of the demand to borrow has besen .

| met. If he saves by being more liquid, i.e. he gives real goods
| to market and saves the money proceeds, he increases the command
| of money over goods, and thus increases the real liquidity being
| offerad for hirs in money market by a, increasing value of
nominal money now for hire, b, making people want to reduce their
Ln@minal- Jigulaity T%us——inepeaeiﬁa-—menefﬁﬁef-hﬁmr«— —So-aRy——— — —

imet od of saving lowers mr, subply price of capital |

o I S S "r— pleia, Sl SRSt e Rl e et o

i Interest 15 paid for both goods-and 1iquid claims on goods and
rr{the things that produce goods.-It-1s, -then,; the price pvaid for the
| use of money, not capital. Anything that increases effective suppl |
Iof ‘money will lower mr-then, without neeesgsarily inersasine -
| supply of capital goods. Tho it increases them inthe sense that
rf?what~may be- had-by money, which is the effsctive suprly of capital
' » 18 increased. If with money you can get labor services at your
-+disposal with no return in'real goods, that is more capital in a
| sense. When labor and land lower their rsward demands, tkey
——— _{increase thAS-effective—suppiy-ef ecapital, by increasing va]ue . RSP L B2
| glven amn't money, and thus reduce demands of capital necessarily,
'Capital is, in this sense, not distinct from land and labor. The
| amount that land and labor standr eady to produce on demand, i.e.
fﬁ___m_#ion_the_monvy—supoiyjai& capltal in‘the sense ~that 1t affects the
jmr (and ir?) as much as so0lid capital."Surplus" was my previous
,__";avm,+concepL_fon_Lhis,nlnierssznisApaidmfonwuse_ofmahsurplus1wmhich_
'may be just a surplus of claims on factors, not on real goods.
TR ~{‘Thus an-unliguld claim on labor to work .is a surplus. It is not as
| good as a liquid claim, and is even less good if it is for a
—— % particular productsi In those cases the elaim would not ‘be worth
as much as the labor product itself because you would have to
L~ . cawalt for the product, and thug it would not bear.quite as much . .
interest as otherwise. (would it bear anry?) A liquid claim
kﬁﬂ"Wﬁw»_ﬂiﬂ_aﬁ_yaluablg+yig_mh§~manKQL4_aﬁ_th_good itself, quer the waiting -
period, because of the advantage of being liquid. The advantagﬂ of |
,m__;ﬁ,“_ﬁbeing ‘liquid is Just.as _valuable to the markst as the advantage
| of having goods, because if liquidity were more advantageous
.. people would hold onto money donger- and borrow mors money without “AA1

| spending it for goods, etc. It is not true that interest is paid
. " fop-liquidity alone, that is.only oné of many things, and FYEPLBYY

|as intermediary the most important proximate thing. (the unliquid

lelaim would bear interest if the goodscould be obtained before . the

| thing had to be paid off, etec) L
,_m_ﬂ“__“_y___rne ir 1s something.else again, the return for the use of real

fcapital. Of course we might define it as the return for the use of
w_w.,,__.;_,._mongy in production, Let s define ir as return-for-use of real
products, rm as return on use of money. (them certain sections
Foger back a ways where I discussed ir as demand and-mr as suoq}y must
'have rm substituted for ir) If ir exceeds rm and hence mr, it
. |will be.profitable tqo produce real capital. But how can ir exceed
rm, when ir is part of the opportunities for getting a return on
e R monev? It can't. But what can happen, and what I'm trying to ex-

' press, is that opportunities for getting returns on money may bes
lhire if the money 1s used to produce real capital than if used

W ko, buy oldcapital or land or claims(the only alternativss) or to
buy services(an aWternative)then money will be so used. I had
thought this might be of some significance, but I don't think It “““"
is, except in regard to the use for buylng land and old capita?l,
already well developed. The service-capital distinction 1§‘of*11tt1b B
use.

(you can't speak of ir in regard to old capital, for its
| Treproduction cost mnder its yleld must be the basis, and so you

e i o il

might just as well speak of the raturn on new capital)
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So let's define rm as return for money, counterpart of mr. And
ir as return for money when used to buy products or other use in
roduction, as being liquid. But when used to speculate in land or
T Hone Y, THESRT QT ¢ MOL LY WSS B - vny wis & S L oo 1710 i

| :

| Back to lLangs: ana the bond prices. As factor prices Tall, ST
mr falls, because mon=y commands more. Bond prices will rise

- thersfore, not just stay constant, in W ney terms. As t PR L B THEE o
liquid funds command more goods, people will try to get rid of

7 them,; increaselng v, Increasing effective m, But ag mr falls; 2 ™
they will keep more of their savings in liquid’'form, so ‘their

—  dewire to gt rid of money will mot be as great as 1t otherwims
would: be. They'll want to get rid of some savings, to ‘save less,

T inmoney, butthelr Ilquld savings will not go a§ soon ag thetr
unliquid ones, due to the lower mr. If this went so far as to

————mean that the fall in factor prices tadn't resulted in any incrzass
in effective m supply, i.e. that lower mr had incredsed cash

A AT v 4ba& ances so as to overcomp=nsate for increased valus of monsy;

(if that's possible), then factor prices would just drop some

——————more—until effective money was increassd;that'salt.—

In oth®r words, people have not Jjust a constant desire. for

S {VIRgS AR quddfern Bt —in—all formss - (not-necessar iy 0———

constant, but-at-least the desirs for liquid savings is not

—————utterly-independent) —Of course—when facter prices fall not—eall- -

of what they rsgard as thelr savings will'increase its command
vk s over goods. All-thsir savings - which-are -ownership of factors and
goods, will rather fall in their command ‘over other goods, We may

. ——a-$sume—that-the-general -desire—of factors—to- have goods-endelaims—
on them has increased, because they have loweresd their hps. Any-
Wiy, we can't say that the increase in WEYAIA#E/ --—---they will

want to hold fewer claims to money, and a higher % of thair claims |
LIRS LCR Ld_r-muneymiml-iquldri%—aﬁ%mghwgmp@-wemmwvé
to goods? --wait, 1t 1s not wure but what a fall of mr will make
_ _them want to hold a higher ratioc as-unliguid,-due-to perverse - -
elasticity, but that is only possible if an unstable equilibruim
_____preceded the change, in general is impossible, =--_Their claims -to . _
goods will command less money than before, probably thesame amount
__-of goods---undoubtedly the same amount of goods, in generalids .
they want to increase their claime to goods, and/or their current
_ consumption, as shown by their reducing their hps, they will A

probably not want to reduce their claims to goods, i.e, probably
. the reduction won't he entirely bascause they want more consump= wae

tion and want it so much they will be also willing to reduce their
TERL R NI B ,,,‘,Qia_lm,,m_gmdsw,Jm,,m_hEﬁmjhzmet_to_ipm- both, ==
tho the other 1s possible, in circumstances. Their claims to

' goods will bring legs interest than before, howsver, So they w1l =~ = =
be inclin2d to reduce them, also, and kaep more ass=sts as 1iquid.

._|Conclusion: reduced factor demands mean people will want to !
decreass their total claims to money (nominal money), (but algo

_their desire to hold total claims to goods and money.will incregse .
by the same force that made hps fall, desire to have mor=), they

. .will, due to lower'mr; hold a higher ratic of their.agsets gas . = =~
‘ liquid. The lower factor prices mean a greater desire to lend,

» _as well as to consume.'So the lower mr isn't an original cause = - =
SR which will reduce lending below what it was befor=, but is :
the result of increased supply of loans, In money terms,
total effect is to increase total assets people wish to
hold, and increase the % they wish to hold liguidly. Sof%? Lower
m¢ results from incr=ased desire to lend, do=s it then reflect i




— e ——-to--make-people waﬁ%~%e~he}é~%lss—neminal—mepeyT-4%—48~

| increased desire to hold asgets,
-consumptio v Generally neither-of these extremes will oeceur;

tthus-is -in faver of the-argunant -that maybe rasult of falline

back and determine the type of lending, its allocatlion between
ligquid and unliquid? Well, an increas=d desire to lend, 1if not
diseriminate between liquid and unliquid, will result in a
situation in which liquid l=nding is more advantageous than ‘
befors, and more lending will be of that kind.

——@#gA4 Further —vartants ars possibls in considering what-if the —
lower hps meant just increased desire to consume, even 1f to

even to tre point of reducing
tho.
So: lower hps mean that total holdings of ass2ts will be
incressed; and -thata higher-% of- thnmnwill be ligquid, On other
hand, as to nominal m, a smaller am't will do the same work, so
the-—result may bewto<redueeﬂhelddfgawef~aetua}~meney7---I mean, -
to reduce desire to hold in actual money. Then, of course, the
v- must- inerease- and prieces rise until this bhas been accomplished.
My argument that total asset holdings will want to be increas=d
Except that it wouldn't be

hps 18 to reduce v. the result of

+falling bhps, but—the result of the same thing that made hp fall,

namely desire to hold more assets. Result of falling hp alone is

| result of falling hp, not of desire to hold moee assets, the

in MP
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+increass v-until- meip -gash balances command no more gocds than. -

Nhen hps fall, money pric-s will rise because people wi]l

| before. But it won't get to that point, because peorle do want
their cagh balances to command more goods -than before, . probly,

But it can't be they want them to command so much more that
prices will not-rise -because . .. =

If when hps fall people don't want to hold more liquid assets
_Lhﬁy_ﬂill_ingr:aﬂa.v 80 they won't hold mors liquid asse RN TRIE
means that money won't command more goods, so mr won't fall. (how
can it help commanding more goods then%?) When mr do=sn't fall,

there is no motive for decreasing the ratio of unliquid to 11quidif

assets, But as soon as m does start toc command more goods,
then that lowers mr and makes people keep their assets more as
liquid which further increages command of 'm over goods, but-aha-

doesn't lower mr further because despite the fact that total money
now commands more goods, less goods are commanded by.the money off

ered for lending. The desire to increase the ratio of assets held
liquidly % SISt { o L e ) ot 4. 5 IR
When hps first are lowered, increased dommand of m over goods

won't lower mr unless the same am't of, %a%ziz{s/zfﬁén#d/ﬁﬁz/l monay
is offered for -lending ag before, i.e. & larger am't of goods.

. When produetion has increased, obviogusly someone must k-°o mofﬁ
command over goods than befors , because moresars to.bhe commarded.

It 1s a quation of the form in which commandis to be K‘“t liquid
or-unliquid, or direct ownership,(assuming it is not all tak-n up

by increased consumption, but even here there would be inéreas~d
land values to own. Anyway, that is a 4th alternative, consuming.)

Community must choose consuming, owning, liquid assets; unliquid
claims. on money,(or on goods? that is own&ng)




Lot Lange, 6
I
When mnoney comes to command more goods, mr won't fall just for
tham rsason, but only 1f people find themselves in result holding
. more liquld assets than they want to and ‘they thersfore ‘increas=

t.hﬁ‘ money they offer for loan. That will deprsss mr and prevent
—————thermo-ement-—from-going further. But mr can*t by Talling maks TR
people want to hold more liquid assets than before, because it |
—r—— iR L Tﬁpmtow—desirtto holdless, &r the sames. » “W
If,) in response to increase of m's value, people chose to consume |
<% —more—or—hold more—ligquid-assets; i e to usetheir Iiquid asssts
for| other than lending, then mr wouldn't fall. It 1is not the
- —-incresss in T rey'ls—pp-that Towersmr;but increase in am't of-""* NS g e
m of‘f‘ered for loan. Hence the fall of mr cannot reduce the am't
———————of-gommand—over— goods—offered for—toan, becauss—it-ts not ind=psna=
ent|. So fall of mr cannot increase liquidity preference so much
—————that-result of fallinghps-its—to reduce—total #Zuw/t/speyf command
over goods used to buy goods.

— 8o+ -hp-—fells; andin result v -increases;, bscaus= psopls =r=
holding more cash than they wish. But with the fall of hp goas an
——————1lnepeased-desire tohold-eash,as well-as otherasssts, so that —
after v has increased cash still commands mores goods than before,
———————Ppropably; -but;—if -desires-are such; not-necessarily. Besid=s—
inck’eased desire to hold cash is to hold assets unliquid, so that
——— ———the same M will beoffersdfor loan;and even more—probably; since —
w1th richness the % of liquid assets to be held will decline, and
— _in result mr will fall, {(Note mr falls as-result of desire—tohotd —
lesls liquid assets, and cannot therefore cause people to hold more)

- S0 presult iS that people will hold less % a8 liguid,tho more——— ——
absolute am't.(still, mr would fall if they KX /ﬁgfx‘;! of fered more
— ‘ : absplmmmur—)ﬁﬂﬁ##—wﬁa -1f less— %) The-reason-people—hold—

les.s /o a8 liquid is that they will be richer. Of course if they
took up all the ingreassd production in consumption, they probibly—— -
would hold more % as 1liquid, in which case mr would not fall. But
CURSREELS m__cmmmWmewm._lMuiéT R
long as they offered more absolute am't for lending. In any ever*t
—____the lower mr would not cause gors/riehrdr¥z{zPefd less to be ~ -~ |
loaned, because it is 1tself result of more lending. It storns the
TR U inci‘easswtnua, but_the end result is a. sn,uax.mmef ma-e8 - landing. g
Zﬂ It. 18 possible, then, tho improbably, that the % of liquid
b | ts to unliquid wou d increase, and still mr would fall,
hould this bother me? Does it make it possible that lower hps
————could fall to encourags productlion? When factor hps fall, what
facjtors can YYg¥ decrease the money of fered for the factors'
_services? Lower i.r., seems to, but actually i.r. can only -lower
1f fmorﬂ m is offersd for factor services. If prices fall and
has more command over goods, that won't lower mr until
t.he. money is put on the market, i.e. until "invested", until
4UEFE put in a position where iLQH.I‘lJe.us.&d. to buy factor
pro;ducts. If it is just hoard=d, mr won't fall, and sc ther='s
akeh R JlEC_G_.QEJ-YQ,_f_'QI__l’LQw of the l&g-‘baimzun puLthmon*y ______ T Yt
on market to be loaned, and spending it? Well, it can't lower
m}* Just by being loaned and not used byjorrnwgn&kfon,_ until : Bt
as used, opportunities for using it would still be as great )
gexk__eﬂt the 1ig. pref. opportunity, which is part of the demand
i for money. But that is s&tisfied even before the lending occurs,
it s ,139; the lending that changes 1t but the previous prise in - .. - -~~~
" money's value)
S0 nothing then overshadows the fact that when factor pr i
fall, people will find themselves with more cash balances than thﬂy
want and will spend more rapidly.

|
|
|




|

| Two aspects of falling hps should be investigated, by reductio
ad extrema: where desire is to consume more, and to hold more

| assets.

| Where to consume more, thers are various degrees and categories

of that. Maybe it i1s to consume not only the amount produced,

————— —{—extra, but—old savings and-income previcusly devoted to-saving — — — —

| too. Etc. Well, in every case, money demand forfactors incrdases

-a8—thelr hps fall, so-not worth bothering with-here, i

|
|

Is there anything about reduced hps that could increase

desire to hold money? Anticipation of future fall is irrelevant
| we décided. Changed income distribution? That won't occur of
-course until after the first expenditures with the loser hps,
1s irrelevant at first. Afterwards, it depends on the assumptions.
{-1f--one factor lowers hp, then complementary factors will get-more;
substitutive less, and itself---who knows? In gensral the first
- penloa,w;1lfbe~ofmelastieudemand-1nfmenedeﬂep“%henreasensndevelo:ed;vﬁ —
80 general money expenditures will increase. Whatever factor lowers

+—1ts demands will get more, Since the ones who- lower will be .in

j general the meedy ones, the ones with smallest surpluses, they
—————~+-will spend their money guicily. So the newdistributiomwild - . .

|

| encourage more spending, not less,

— e

4
[
|
!
|

Back to bond prices: people will find when prices fall that
i —|{-their assets in money and claims to money are higher than .they
wish, as cf with their assets in goods owned, either as
| stocks or outright ownership. So they will xfer credits to those
| forms. Buying products outright means encouraging production;
|- buying stocks dossn't, except that the stock sellerawill (@) |
undou btedly spend proceeds for production or land., So the

- | distinction of buying stocks or outright is unimportant., the
| o0ld distinction of land or products is. This is a further
| thing encouraging spending of money when prices fall.,
: As bonds go up, people will find they hold more of their
| assets in this form, as claims on money, than they wish, and
| this will put a slight premium on stocks, limiting the rise of
DR Ry, G e L S SN S T LAL LN LRR RN T
‘ The changes involved will resquire the use of some money, in the
% xfers of ownership. = 11 Rt g B
i

| Chap 5: Price exps=ctations
.| . Here and elsewhere he adds little, I guess. . ..







INTRODUCTION

To meet the pressure of time this paper has been
presented almost in outline form. Apology, elaboration,
illustration amd, I fear, clarification, have been
neglected. If the paper seems unduly didactic, immodest,
and ungualified, it has been to save time. Let me make
all my apologies here in the introduction. My excuse for
such a style is that, in my prinion, the things I would
have to have left unsald hadr*been more convent ional are
of greater value than the things I did leave unsaid.

I shall leave the paper now to speak for itself, and
hope the reader will agree with me.

. Moser 5;74{?
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INVESTMENT, MONEY, AND EMPLOYMENT
I. Investment and employm=nt: the non-monetary relationship.

The denotations and connotations of the word "invest-
ment" in the writings of various economists are so
varied that I hesitate to describe them. Suffice it to
say I think they have tended to depart from a literal
Interpretation of the word, as well as from one another.
Analyses of the effect of investment on employment are
even more varled. Rather than criticize any one, there-
fore, I should 1like to;% literal definition of "1nvestmeQ€?
and start anew. i hia 1 nect

04‘60w4N !

"To invest" I shall define as "to produce more than one
consumes in any time period". It can be immediately
concluded that investment, so defined, bears no necessary
relationship to employment., For if a person spends the | meom, 04
egulivalent of his income for durable consumer good °%
of perishable ones, he is investing 1n those les, yet
this investment has no effect on employment.” Even 1f he
invests in goods which he intends to resell, by refraining
from consuming his real income, this will have no effect
on employment until he actually does resell them. Until |
that time it 1s Jjust as tho he consumed his real income.
Whether a person invests, byv taking his real income as
a house; or consumes, by taking it as food; has no
effect on employment.

MW""-

There is another process, to which the term "invest-
ment" is often roughly applied, which is closely related
to employment. This is the transfer of existinz capltal,
usually consumer goods, from 1ts owners to factors of
production,in return for current services. Thls process
I shall call "conversion" (because the existing capital
is economically "convorted" into the current product for
which it is exchamged). No net creation of assets 1is
involved, but simply a shift of assets from "converters"
to "factors". Of course a net creation of assets is
possible, if the factors do not consume all they recelve,
but this is an additional process of new investment on
the part of the factors, not an integral part of the
conversion process.

"Conversion" is the process most closely linked to
employment., Most factors give their current services in
return for existing capital. The amount of existing capital
offered 1s practically the entire demand for the current
services of factors. This process will command most of
our attention in what follows.

The only services not ‘financed” from existing capital
are, l: Those reciprocated immnediately by other services.
This 1is obviously rare. 2: Those “financed” from current
investment. This 1s sometimes considered to be as
common as new investment itself, but I think if we are
literal we will see it 1s rare. One who produces morethan

hiredt he o |inwesting in U, - the hiv wife ta be w/mvd. Lomeing h's eb, (f‘-afm?ﬁflm will conse
: net cap creatien

Fha food, -
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he consumes usually takes his pay in the regular way,

and then "invests" 1t. But the literal investment occurred
when he refrained from consuming his real income. The
step, of "investing" it, then, by paying it to currently
productive factors, was, literally, a conversion of
existing caplital, and not new investmen e VIS NS |

only time new Investme mt—camr firmance factor services is /

when the actual physical thing produced is taken, uncon- fo‘;Wnc’iwr
sumed, by the producing factors, as payment. In this case ‘:z;.
the y are supplying the investment as well as the other “‘”
services going into production, This sort of thing is

not common in our society, altho by no means unknown.

A farmer who bullds a barn 1s financing his own labor, Jk-cxdnvh

That "Consumption plus investment" eseuals payments for
current services is not inconsistent with this. "Conversion"
is subsumed in this formula. If consumption from existing
capital should occur in excess of replacemnts to it,
this would be disinvestment, and the total be reduced.
Ordinarily "consumption" is assumed to cause a
corresponding replacement at the othe end of the pipe-
line, keeping capital constant. However it is dangerous
to subsume an important process in definitions, for
1ts workings may be obscured, as I think they have b==n
by those who stress "consumption" as the basic motor of
economic activity. I prefer, therefore, to speak of
, cQ nversion plus investment" as the source of current
/ lncomés; or, Torr ¢oivenience, simply 'conversion"

investme nt belng a very small contributor to payments to
factors.

The amount of conversion depends on the amount of
capital, and thn speed with which existing capital is
"turned over". The amouht of capital in existence
changes but slowly; the speed of turnover is highly
var iable. It will be concerning variations in the
latter that this paper is primarily addressed.

It might seem that the speed of turnover of capital is
to a large extent determined by the nature of the capital,
durable goods turning over slowly, perishables euickly.

,However money makes 1t possible to turn over durables
\< quickly also, a point which will be discussed later, so
/\ for th s non-monetary analysis I shall Just assume that
all capital can be turred over at rates unaffected by
physical limitations.

It is, to me, a most remarkable economic phenomenon that
capital, simply by belng turred over faster, can be more
useful to society, even tho this represents no greater
sacrifice of time preference on the part of capital owners.
By converting their assets from one form into another
they can make them complementary to other factors, while
when tkey are not doing so, but simply holding them idle,
they are keeping them virtually useless to soclety, at least
2 \ for this purpose. Soclety can almost get something for

ﬂ \nothing by increasing the speed of turnover of capital. What
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this means in practical terms will be discussed later. Now
I simply point to the possibllity.

Changes in the rate of converslion are by. no means
the only variable affecting employment. Secularly they
may be less important than some others. Cyclically
however I think they are the most varlable, hence some
of the most striking changes in economic acitivity can
be attributed to changes in the avallability of capital
for conversion. One should not forget, as I think many
economists do, that capital, so used, is only one of many
complementary factors of produc tion., Changes in the
availability of the others may have equally great effects.
For the present paper they will be considered constant
however.

The capital which is used to finance any glven production
is a factor of produc tion which enters production under
the guise of demand for the other factors. It is set off74w"‘
from—tkem as the thumb from the fingers: facing oppositely,
but performing the same tasks, 1n cooperation. Variations
in the supply of this factor of production, therefore,
appear to other factors to be changes of demand. When
more capital is available for conversion, "demand" for
other factors appears to have risen, and vice versa. This
glves the appearance of a general change in demand. It has
been often sald that general changes off demand would be
impossible without money, and that with money the ineequal-
ity of saving and investment makes general clanges 1n
demand possible. It seems to me there is a "real" bhasis,
as well, for these seeming general clanges 1n demand,
which is a change in the supply of capital for conversion.

In ghe case where the increased supply of capital
is due to a willingness by converters to accept lower
returns, the seeming general increase in demand 1s
actually just a transfer,from capitalists i,y currently
converting,to other factors. Hence 1if we conslder the
capitalists, too, there has been no general increase of
demand, save as there is actually more production. The
letter of Say's Law has not been viclated in thi s case,
therefore. The spirit of it probably has been, however.

The spirit is broken even more strikingly in the case
where anticipated ylelds increase. Agaln, converters
come forward and offer more capital to other factors
in return for the ir current services. But in this case
the converters are not doing so because of willingness to
accept less residual return, but because of an expectation
of getting more. Hence the increased payments to hired
factors are not a transfer from the residuum of converters,
but a net gain.

The letter of Say's Law is still complied with, however,
Either the anticipations are correct, in whlch case the
increased demand is simply increased productivity; or
they are incorrect, in which case 1t 1is a transfer from
the residuum of the converters.



Another way of looking at this same process is in
terms of capltal values, as Wicksell did. When anticipated
yilelds rise, or the interest rate (as supply) falls,
capltal values rise, Capital being produced by
factors of production, this increases their productivity
in terms of short-lived goods, without reducing the
productivity of prodicers of short-lived goods in terms
of short lived goods. In simplest terms, it is as
thoe Roblnson Crusoe decided that the durable goods he
produced would yield more in the future than he had
originally thought they would. All his labors would
then be more productive in his own estimation. So it
1s with a socliety that decides its durable products will
be more productive in the future.

This view of the process is hardly different from
that originally presented, for to translate itself into
action the higher estimation society places on durable
goods must translate itself into increased conversion
into durable goods. Owners of capital offer more to
other factors for their services, and all factors create
more capital to convert into durables. This amounts to
an increased demand for hired factors.

Changes in the real rate of conversion, then, are
a genuine phenomenon, in no way dependent on "the
money illusion", by which overall changes in demand
for hired factors can occur., Such changes will be
initlated either by chang=s in the anticipated yields
of capital, or the willingness to convert (the supply
price of capital, or the interest rate). Employment
theory should not, therefore, proceed on the assump-
tion that changes in the Bpending of money are the
only signif icant variables, or that constant price
levels can assure stability. Changes in real conversion
can occur desplte the constancy of spending, or of
prices. However it will be seen that constant spending
combired with constant price levels usually is tanta-
mount to constant conversion. This,ls something that
must be proved, not assumed. The relationship of monetary
phenomena to real conversion will occupy the remainder
of this paper. :

The real income of hired factors of production will
//A equal the amount of conversion. This 1s euite another
A N matter, however , from saying that the amount of employ-
V! ment 1s determined by the amount of conversion. If

factors offer their services for smaller amounts, a
given amount of conversion will hire more factors. What
is more, lower prices of hired factors will increase the
residuum avallable for imcestarsyssg converters, and
thereby call forth more conversion. There 1s no strict
determination of employment, therefore, but only of

real income. It is often assumed that factor prices are
so rigid that whatever determines ze=% income payments
determines employment, but this assumption 1is just as




unrealistic as the opposite, that factor prices are
completely flexible.*

To complete this sketch of the non-monetary relat ionships
of conversion and employment, it should be noted that
a large proportion of the capital available for con-
version is not used to pay factors rendering services
currently, but to buy other capital. A business must
have raw materials as well as labor. Buying raw materials
does not directly employ hired factors, since the raw

materials already have been produced. The TErpae—sssmeds /10 re

of capital £8. tied up in financing transactions between
capitalists, the less remains to pay hired factors for
their current services.

This has two important bearings on our subject: first,
the amount of capital necessary to flnance transactions
among capitalists may change, thus affecting the amount
available for conversion payments to hired factors, and
thus affecting real income of hired factors; second, any
given increase in capital available for conversion
payments will be partly tapped off for fimnecing trans-
actions among capitalists, hence partly lost in effect
on real incomes,

Henceforward I shall refer to payments of capital
for any purpose "turnover"; and payments to hired factors
in particular as "conversion",

S0 much for analysis in non-monetary terms. Perhaps
I have a2ready carried it too far, for the foregoing has
be>n made more dif ficult by its discussion of phenomena
which could not occur without money, in non-monetary
terms. It was worth the effort, I think, to show that
"general clanges in demand" can occur independently from
the "money illusion".

*The argument that lower factor prices will reduce velocity
and thereby discourage as much as they encourage employment
is neglected here, for it is a monetary argument.
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[I. The role of money

A. With fixed money supply
1. General turnover of capigal

"Turnover", it will be recalled, is my general term,
referring to payments of capital for any purpose. Without
money, such payments would be barter. With money of intrinsic
value, such as gold, barter 1s avolded. When gold is
replaced by paper money a further advantage is achieved:
capital in existence for other purposes can also serve
as a medium of exchange, and 1t 1s not necessary to
accumulate capital, in the form of gold, solely to
serve as a medium of exchange., Money is simply a claim
on goods in general that 1is widely acceptable, hence it
is, really, turning the capital on which it is a claim
into the medium of exchange. As that capital is also
serving other purposes at the same time, it 1s doing
double duty, and a great economy effected. Passage of
money from firm to firm, then, is a transfer of a claim
on capital. This is the process I have labeled "turnover".

Turnover might also be, and often 1s, financed by
creating credit instruments especially for the occasion.
This 1s a clumsy process however, compared to the simple
passage of money. It 1s worth noting that every passage
of money between two firms or persons ig the equivalent of
the net creation of that much new credit between them, and
has the same overal ecomomic significance: it finances a
transaction; increases the liequidity of the seller; reduces
the 1lequidity of the buyer. Money times its velocity, then,
1s an equlvalent of credit creation of similar value. Increas-
ing either money or its velocity 1s egulvalent to increasing
credit.(assuming prices constant)

No exchange between independent econcmic units can occur
without barter, credlt extension, or money transfer. In our
soclety this consists primarily of money transfer. Hence the
great significance of this phenomenon.

The amount of money, in this connection, has meaning only
in reference to the rezal command it has over capital. The
amount of turnover is not MV, but MV/P. It follows directly
that increasing M or V or reducing P, cet. par., all lncrease
turnover.

2. Conversion in particular

Conversion, which is particularly closely related to
employment, is a form of turnover, and subject to almost
everything said of turnover. A different veloclty concept
i1s necessary however. "C", or income velocity, represents
the amount of spending in return for current factor services,
and 1s appropriate here. It must be adjusted slightly however.
The usual concept of C includes the residual incomes golng




to converters as part of net income payments, but these
‘ payments must be excluded from the present use. Having
ad justed C for this, MC/P is the amount of conversion,
where P refers to the prices of things in which the
hired factors are interested.

It follows that increases in MV need not always increase
conversion and real incomes. Increased spending by consumers
does not directly increase any net income if it $s not
matched by conversion expenditures by those who sold the
goods to the consumers., Consumers might turn all theilr
cash balances into goods amd not increase net incomes
at all, if the money were simply held by those who sold
the existing goods to them. Hence 1t 1s dangerous to
assume that consumption expenditures will always increase
net income.

If the price level were constant when conversion
expenditures increased, the money increase would always
be a real increase. However if all "other things are eeual",
prices will have to rise, and real conversion will not
increase., 1In actual fact I think some other things are
usually not equal, and allow considerable clanges in
conversion to occur. One 1s the amount of cash balances
held by hired factors. When conversion payments increase,
hired factors are likely to keep someé of the increase to
. replenish their cash balances, not spending it all for
goods immediately. This keeps the price level from rising,
and allows conversion to increase. Another is the tendency
of merchants to increase guantity, rather than price, in
response to the first increases of money demand, thus keeping
prices from rising. The first process amounts to an increase
of the cash balances of hired factors; the second to an
increase in the balances of converters. If one or the
other or both of these occurs, real conversion can increase.
If no grdéup consents to an increase in its cash balances,
velocity will increase as all partles attempt to reduce their
balances, and the price level,rise.

will

It might seem that, in harmong: with the "real" approach
employed in this paper, the actual passage of title to
goods to the hired factors should be counted as "conversion",
rather than the mere receipt of money by them., Or one might
even go farther, after Irving Fisher, and walt for the physical
consumption of the goods. But in view of what I sald above
about money as a claim on capital, it seems clear that when
money passes to the hired factors they have become economic ;X
owners of the converters' capltal, and this monetary phen-
omenon is identical with the conversion discussed originally
in non-monetary terms.

‘ This point becomes clearer when it 1s considered that
hired factors can deplete the ir cash balances. An unemployed
laborer could live on his money savings for some time, and be
receiving real goods, yet do nothing in return for them
7( currently. It would not do to call this conversion, since
conversion is receiving goods in return for services currently
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rendered. Furthermore, the phenomenon most closely assoclated
with employment is the giving of claims on goods -- money -- in
return for current services -- employment; and not the
redemption of those claims in goods.

The usefulness of defining conversion as the passage
of money, not of goods, i1s especially great in connection
with changes in the price level. When prices have risen, for
example, those who held cash during the rise can buy less with
it than before. But it would be pointless to conclude that
the returns they had received previously were the less on
that account. They were in the past whatever the money was
worth in tke past, and the subseguent loss has been due to
a poor Investment: in cash. The actions of the past were
based on this sort of consideration, hence our definitions
should be also. It would be equally wrong to say that
conversion in the present instant eequals the experditures of
the present instant. The ind ividual may be increasing or
depleting his cash balance, and the present expenditures
are not in any sense what he is receiving for his present
labors. The cash he receives, at its current value, 1s that.

This 1s not to say, however, that the movement of goods
onto the market is 1irrelevant. The goods, balanced against
the expenditures of money, determine the current pr ice level,
which partly determines the amount of conversion. But only
in the case where the cash balances of hired factors are
kept constant 1s conversion eeual to the amount of goods
bought by hired factars. §

It was sald earlier that the amount of real income
payments were equal to (tho not entirely determined by)
the amount of capital times the number of times it was
used to make real income payments. It can now be sesn what
this means in monetary terms. The only capital which is :
used to make income payments is that which eSsSmoi—Ey <™ ‘”b“’j"*"”"‘
money, i.e. which is currently for sale. All money, at its
current value, 1s a claim on such capital, and every income
payment made with money is a payment of such caplital. Hence
the amount of capital times its income turnover equals the
(real) amount of money times its income veloclty. The
similar relationship of money to its veloclty and capital to
its turnover is striking. The "similarity is not an identity
however, for the amount of capital is greater than the amount
of real money, in our society, and hence the veloclty of
money greater than the turnover of capital. The turnover of
capital equals MC/P, and is therefore proportional to velocity,
as well as to the real amount of money (M/P), Increments to the
supply of capital will affect real income payments (and hence
employment) only if they are thrown on the market and lower
prices, therefore. Only thus will they increase real conversion
payments.

The all-important process of conversion, then, is a
matter of spending money and selling goods. To study the

determinants of these processes would be a logical procedure



P (O

| ‘ for employment tleory. This paper must be limited to
other things however.

3. New investment, money, and employment.

New investment, or the creation of capital , may occur
without involving the flow of money payments in the least.
If hired factors who spend their incomes for goods refrain
from consuming physically the goods they buy, investment
is increased. By varying the rate at which they physically
consume the goods they own, they vary the rate of invest-
ment, If they spend thelr incomes for durable goods, say
furniture, instead of perishable goods, say food, they
are 1lncreaslng new lnvestment. Thls source of varilations
in the rate of investment is little discussed in employ-
ment theory, and rightly so, for 1t has 1ittle effect on
employment. It warns us, however, of the dangers of
speaking of changes in the rate of investment as affect-
ing employment necessarily.

Another means of investing 1s for factors of prodiction
to increase tle ir cash balances.®* One who receives cash
in excess of cash spent in any period has produced more
than he consumed in that period, hence, by definition,
' invested, the increased cash holding being the measure of

the investment and the claim to it. A converter who
increases his cash holdings has not invested anew, but
merely excharged goods already existing for money. For
factors to increase their cash holdings, with a constant
money supply, indeed, reeuires that converters shall have
reduced theirs, by taking goods in return for money, net.
But when factors of pr'oduction accept net increases in

el thelr cash balances in retun far current production in
,\,i,be’l excess of current spending by them, they have invested in
v d the money which they hold.
v, B
(’H{LM This does not imply that for society to invest cont-
b= inually over time reeuires cont inuous increments to the

cash balances of factors. They can get rid of the money
without disinvestinz by investing in other claims than

money . They can convert the claims, that is, into other
Kinds, and let t.he money get back into circulation. re—

= ; = The other
sor‘ts of c]aims might be titl g, a8 mentioned in the first

* Where an individual receives income both as a seller of

goods and a seller of current factor services, 1t may seem

difficult to distinguish an increase in his cash balance from
one. source from an increase from the other. This rule should
serve the purpose: the eguivalent of any net change in his

\] real goods holdings is an opposite change in his cash balance as a conrerter
other cash balance changes are due to his interests as a

factor of production,
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paragraph; or they might be securities, or other claims.

The effect on employment doss not come from new
investment per se. New investment simply means the
accumulation of capital, or claims on capital. The
effect on employment comes when the claims created by
the new investment are subseequently converted. Increased
cash balances of factors repr=sent new investment, but
they do not affect employment directly. It is when those
increased balances are spent to hire the services of
other currently working factors of production that they
increase the real incomes offered to hired factors and
have their primary direct effect on employment. Invest-
ment, per se, simply accumulates capital; it does not
use 1t. Conversion and other turnover, achieved tiru
spending money, are responsible for putting the capital
to use as a medium of exchange, and a source of real
income payments.

The reader will readily recognize that if the word

"saving" were substituted for "investment", and "invest-
ment" for "conversion" in the above, the conclusions 2
would be similar to those reached by monetary the arists,+n merve vsval
The difference is more than merely terminological however, **""”ﬁz
for I think there is a tendency among those who use the
word "investment" as I have used "conversion" to identify
the creation of capital with the creation of employment. I
wish to stress that it is the turnover of existing capital
r that causes payments to factors, and that the creation

of capltal is not directly connected with employment.

Another point I wish to stress 1s that it is not
"oversaving from net income" that, proximately at least,
reduces employment; but rather the accumula tion of cash
balances by converters, not from net.income, but from
selling their goods for cash. The monetary phenomena
which cause unemployment have often been dealt with as
net income phenomena, while actually the magnitude and
the variability of phenomena concerning shifts in the
form of holding existing assets are much greater. The
ter minology suggested in this paper afords a means of
dealing directly with such phenomena, while I don't
think the terminology based on net income concepts can
handle them conveniently, and I am sure it has been
used in such a way as to obscure them.
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B. Changes in the amount of money
1. Their general meaning.

An increase of spending serseg may be caused as much by
increased velocity as by increase of money. (henceforth to
be denoted "dV"and"dM") 1Is there any difference? The causes
are different of course, and this is important for policy,
but are the effects different? I see this important
difference: when dM 1s created an obl igation to repay in
money 1s created against the borrower, which guarantees
soclety that sometime in the future he will render services
in retum for money; while increased spending due to 4v
carries no sudh guarantee., The goods received by the
spender of a bank loan will certainly come back on the
market some day in some form to secure money to repay the
loan; the goods received by sperders of previously idle
cash balances may never be resold for money.

This distinction only holds for that dM which actually
does, in 1ts creation, create a new obligation. Not all
dM does create new obligations. If a bank buys an existing
bond, for instance, the obligation to pay in money was
created in the past when the bond was first sold, and no
new obligation i1s created. If the government issues mcney
to pay its expenses, no new obligation is created that
will ever bhe repaid by selling goods for money.(tho it may
be repaid by taxation). These forms of dM are eeuivalent
in effect to dV. They are somewhat more inflationary in
the long run, since no guarantee that goods or services
will be some day offered for money 1s created.

Since the causes of dM will differ -from the causes of
dV there will be other effects that will differ. For instance
dV might be caused by a desire to reduce-cash balances.It
could not be expected to result in increased investment in
cash balances therefore. dM might result from a goverrmental
decision, and could very well result in increased real
investment in cash balances,

Ano ther important difference 1is that dM lncreases
cash balances, while dV does not affect them in money
terms, and r=sduces them in real terms.

Finally, the impact of the expenditures will probably
differ, increased spending from 4V coming from one
group, increased spending from dM coming from another.

Infinite variation is possible in this.

2. Effect on turnover S hreschessics

Turnover, as shown before, 1s MV/P, and will therefors
increase proportionally to dM, provided V and P remain
constant. Even with "full employment" it 1is hardly
conceivable that P should rise as fast as M, because M
will be spent for some things -- probably hired factors --
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before others -- probably consumer goods --- , and the
greater payments to the first recipients will be made
befors any pressure to rise 1s applied to other prices.

Primarily, however, P will not rise proportionally
because individual factors cannoct distinguish increased
m.ney demand,E=sm which 1s merely due to dM,from
any other sort of increased money demand, and will react
with thelr ordinary supply elasticity, whatever that happens
to be, & 1t probably will be positive, at least in the
short run.

Followling the initial impact, if P does not rise
proportionally, society will have a larger real money
supply. This can keep turnover moving at a permanently
higher level, so as to permanently finance a larger
number of transactions, which may be, and probably .
will be, a larger amount of real produc tion.

The pattern of causation is interesting: it is because
more factars came onto the market that the money supply
was increased and was therefore able to finance the
transactions required to employ those factors. The essential
element in creating the increased real money supply was
not the increased nominal money supply, but the increased
supply of factors of produw tion. The increased nominal
money supply was only important insofar as 1t was respons-
ible for increasing the supply of factors on the market.
If the factars had come onto the market 1n lncreased
supply without the stimulus of increased money demand,
the real supply of money would have been Iincreased just
as much, thru Tower prices, as it was in the above case,
thru dM. The essential element therefore is the increased
supply of factors. The increased supply of money is
only important insofar as it is a stimulus, for institut-
ional and pschological and other reasons, to increasing
the supply of factors. When more factors come on the market
they create the real money supply necessary to filnance
their activi ties, either Dy lowering P if M 1s constant,
or preventing P from rising if M has increased.

The "general increase of demand" is, then, also a
general increase of supply; and if dM did not increase
supply 1t woudd not be a general increase of demand, its
effects being dissipated in a higher price level.

There are at least three dif ferent dimensions to the
increase of supply referred to, which should not be
confused. First, real conversion increases, and this
may be regarded as an increased supply of monetized
capital, a factor of production. Second, the supply of
hired factors increases, thereby, 1l: making per manent the
increase of monetized capital by keeping prices down, 2:
matching the increase of monetized capital with increased
supplies of other factors, keeping the ratios of factors '
roughly the sams, preventing changes in thelr relative
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returns. Third, the supply of different products being
increased equally, the exchange ratios of various products

do not change. It 1s this last aspect of the general
increase of supply to which Say's Law is commonly referred,
but the others are, I think, equally important, in assuring
that an lncrease of supply shall appear as a general increase
of demand.

In addition to these general and lasting effects of dM
discussed above, the impact effect 1s important. Those who
control the original expenditure of dM are given a claim
to existing factars and capital which is rival to existing
money claims. Some contrcl of current expenditures is lost
by holders of existing money, probably in absolute terms,
and certainly in relative terms.

It 1s therefoare a matter of moment how dM is injected
into the system. It may be used to buy securities, thus
keeping their price up and the iInterest rate down. But it
mizht be used to buy goods and take them off the market,
thus tending to raise the interest rate. It 1s therefore
not correct to say, as scmetimes 1s saild, elther that all
spending tends SEEESaakseey to have the same effect, or that
all dM tends to lower the interest rate. It is, on the
other hand, very necessary to dlistingulsh between the effects
of dM, once 1injected, and the effects of the injection
process itself. The former are subject to a certain degree
of generallzation, but the latter strictly depend on the
means of injection, and many dif ferent means are available,

3, Effect on conversion

Conversion being a form of turnover, the gereral
increase of turnover will almost undoubtedly involve
an increase of conversion.

The impact effect is not so certain, but-depends on
what the money is first spent for; and, beyond this, how
it affects other experditures, and what various supply
elasticities are, and what groups are ready to increase
their cash balances. The maximum increase of conversion
would occur if all the dM were spent to pay hired factors,
and the dM were all absorbed into idle balances of factors
so as not to raise prices. This maximum would be reduced
by various things, like increased spsnding of money for
goods, low supply elasticities, etc. The minimum effect
in increasing conversion would be had if the money injection
were all spent for things other than hired factors, and
these things had low supply elasticities so that prices
rose. Then existing conversion payments would command
fewer goods and conversion would be reduced, Se—tesr——=reeZ.

o

The impact effect may have a permanent effect in reducing
conversion in cases where no obligation to repay by
production is created along with dM. This is the case
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when the government creates the money, and, i1f it repays

at all, will do so by taxation, not by putting goods on

the market in exchange for money. If, now, the dM 1s

spent to buy goods for the government, these goods are.
permanently lost to private markets. They will never

be placed on the markets 1n exchange for money. Hence

goods prices will perforce be raised, and real conversion
financed by the given nominal money supply reduced. This is
~not to say the goods taken by the gover nment will necescarily
be lost to society. But that,government services genarally
giving benefits that are not received in exchange or as
incentives, but are simply available, the goods taken

are lost to the exchange process, and as incentl ve payments.
And conversion comes in the latter classifications.

Where dM is used to make payments to hired factors,
or to firms who are thereby stimulated to increase their
payments to hired factors, conversion is increased.

This conversion in part takes the form of an exploit-
ation of holders of existing money. The goods which

they command with their cash balances are in part wrested
from them. From a short run point of view this 1is all

to the good, for the goods they would recelive are analog-
ous to euasi-rents, serving as no incentive to further
prodw tion. Hence the stimulating effect of dM on
production: goods which were previously available to
cash holders for ¢ msumption without further effort

are suddenly taeken back from them and are only available
thru fur ther productive service, and become incentive
payments. Wheth r this 1s socially desirable in an
overall view is another euestion, of course; but there

is no doubt that it stimulates employment.

4, Effect on new investment

Following dM, someone's cash balance must have increased.
It need not be the recipient of the first payment, but
it must be someone. Whoever this is has invested in the
money .

If converters' balances have increased¥ no new invest-
ment has occurred. Converters have simply traded existing
goods for new money. This 1s not to say that the overall
effect in this case 1s necessarily neutral, for the overall
effect deperms on what those who spent the dM do with the
capital they receive., At this juncture I merely say that
money recipients have not invested newly if they merely
accept the money in return for existing assets.

If the cash balances of factors inerease, they have
invested newly in the dM. They have prodiced more than they

%A previous footnote has explained how this may be determined.




consumed, during the interval in which their balances
increased. They may have 1lncreased their prouc tion, or
reduced the ir consumption, and in either event succeeded
in increasing their cash balances.

Generally speaking it seems likely that dM would be more
often held by factors than by converters, for dM presages
rising prices, and converters are likely to want to 1ncrease
thelr Inventories in such times. However, where the
general desire to reduce inventories 1s stronger than the
deslre to increase them that may be created by dM, dM
will certainly find its way into the balances of
converters. In a time of great pessimism, where large
stocks of goods are being held off the market awaiting
a fixed money price, teee=met, dM may very likely be
taken by converters and not respent. Such a situation
seems to have thwarted the pump-priming plans of the
thirties, and led to various blzarre economic theories
postulating "infinite liquidity preference" amdi the like.
Such theories, I belleve, have gverstressed hoarding from
net income, and understreqsed hoarding of money by
converters.,

The overall effect on new investment depends on more
than wha t the recipients of dM do, however. It also depends
on wkat the spenders of dM do. They receive, goods for
the money, and they may ==& consume them or not.

If they do not, then net effects are as follows: if
dM goes to converters, no net effect on new investment;
if dM goes to factors, new investment occurs, If the
money spenders consume the goods they receive, the
net effects are: if dM goes to converters, disinvest-
ment; 1f dM goes to factors, no net effect.

If the money spender is one who has borrowed from a
bank for business purposes, the proceeds of the loan
will almost undoubtedly not be consumed by ths borrower.
Even if the loan is for consumption, the individual who
borrows will in the future have to render services in
excess of current consumption to repay the loan, and
the "consumption" may be rewgarded as having been
stored up as capital in his body or mind, and not lost
to society as capital.

If no new money obligation 1s created, however, we
have the possibility that the money spender will consume
the proceeds of the loan and never make restitution, at
least by producing. As noted before, goverrmment lssues of
money, and government borrowing from banks, and the
purchase by banks of existing bonds, or any kind of
equity ownership, create no new money obligation.¥* In
these cases the spenders of the money need not refrain

*#Government borrowing creates obligations, but they will be
redeemed by taxation, if at all, hence are not obligations to
produce more than is consumed, hence not obligations in the
sense relevant to the above statement.
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from consuming, altho they may.

dM results in new investment, them, only in the case
when the spender does not consume the proceeds, and the
dM 1lncreases the cash balances of factors. When the spender
consumes the proceeds, or the dM is held by converters,
new investment is impossible, and if both these happen
together, dM means disinvestment. The last is more than
a hypothetical possibility: it occurs whenever the govern-
ment creates money to buy existing assets from converters
who decrease tleir imventories. This conclusion follows
directly from the definition of investment as a production
in excess of consumption. Those who speak of dM as
synonymous With investment have therefare strayed a
long way from this meaning of the word, how corsciously
I do not know.

If those whose cash balances have increased subseguently
declde they wish to reduce their balances, they will
succeed mainly in exploiting themselves. They will try to
spend faster than they receive money. This, for a whole
economy, is impossible. They will succeed in increasing
velocity. This will increase prices, lowering the
value of money (unless it increases transactions proport-
ioally, a case not considered at present). Money holders
will have smaller claims to existing assets, i.e. a smller

"investment" in money.

This does not mean that disinvestment has necessarily
occurred. Those with money obligations have gainesd at
the expense of those with money. The investment that
was once done is not necessarily undone by the reduced
value of money.

Those with money obligations are now free to consume
a portion of what they previously had to hold for sale,
and this may result in some disinvestment conseeuent
on the dV. In most cases probab'y most of the new invest-
ment made by those accepting dM would not be subsseusntly
disinvested if prices should rise, however.

If, as 18 most unlikely, prices should rise in amticipation
of the sperd ing of dM, befare it ever was used to buy
anything, this would only slightly reduce the new invest-
ment that would be made by those factors acceptling dM. Due
to the higher price level the nominal money spent would
command fewer goods, It would still be true, tho, that
whoever increased his nominal cash balance 1n any interval
would have to give more goods and services tlan he recelved.

The above comnsiderations tell us whether dM results
in investment or not. It remains to show what, if any-
thing, this has to do with employmsnt. My answer is that
it has nothing to do with it directly, that conversion
is the source of real income payments, that new invest-
ment is only significant as it increases the amount
available to be converted. (and of course as 1t creates

new factors of production, of varying degrees of complement-
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arity with old, this being another aspect of the euestion)
Investment is a decision made by those who have receive
money or goods, after they have recelved them from
converters. Conversion 1s a decision made by those who
make payments to factors of prodw tion. These payments,
being the incentive to take employment, are most closely

related to the amount of employment.
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III. Adequacy of the money supply.

The suestion to which this section 1s addressed is this:
1s the money supply ever a limiting factor that prevents
expansion of production and employment, or causes contraction?
The answer will be that literally, or potentially, it is
not, or nesd not he; but in actual practice it may be one
of many 1limiting factors.

If a given amount of nominal money is inadeeuate to
finance a desired amount of turnover, the real money
supply may be increased simply by lowering the price
level. A glven amount of money will finance more
transactions at a lower price level, is another way
of looking at the same thing. ;

In recent years the validity of the above statement
has been questloned. As I will show later on, its
force is reduced in a period of transition to a lower
price level, and I believe this is what its critics
usually stress, in their own language. I do not think
many would deny that in the long run a reduction of the
price level will increase the number of transactions that
can be flnanced with a given nominal money supply.

The number of transactions that can be financed will
only be raduced 1if velocity falls by more than the price
level., The general tendency of lower prices, however, is
to 1lncrease velocity, by increasing the real value of
money balances and making people desire to reduce them.
Looking at 1t another way, those who own goods and
services will be bidding up the price of money and
thereby drawing more of it onto the market, at—sny—cn=
=

There may be some gquestion as to whether it is socially
desirable to entice more money onto the market by lower-
ing prices, because to a degree this p®licy 1s one of
luring money into production by offering higher returns
to converters at the expense of other factors. To
fully resolve this euestion 1s far beyond the scope of
this paper, but generally it sesms clear that suppliers
of money, as such, are less monopolistic than hired
factors as such, and it would therefore be desirable to
lower the prices of hired factors.

There are many valid objections to increasing the money
supply by lowering prices:

1. It is difficult to lower prices. This objectlon has
been given much weight. I think myself it 1s not very
strong. The difficulties that must be overcome to lower
prices are largely the same difficulties that must be
overcome to prevent prices from rising inmordinately, and
to prevent the growth of monopoly. They consist to a large
degree in removing institutional props to monopoly, and
creating institut ional barrlers to monopoly. These are
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difficulties which must be met anyway, if our economy
i1s to be saved from stagnation and socialism.

2. When prices do fall, in our soclety, it 1s the
more competitive ones that fall easiest and farthest,
the monopolistic ones least. This is unfair; it
encourages monopolization of remaining competitive
Industries by discrediti ng competition; and it
reduces investment opportunities by depressing the
industries open to new investment .

3. The holders of cash balances receive a windfall
galn, Insofar as this 1is anticipated it reduces velocity
by making money ltself a better investment. No one holding
money would make an investment ylelding less, in real
terms, than the anticipated rise in the value of money,
plus the value of being lieuid.

It would also reduce the amount of money. The cost
to the lemder bank of making a loan would be as great as
ever, tut the borrower could not pay as much as before,
" The borrower woul d know that in the interval after he
spent the loan and before he sold the proceeds, money
woul d have become more valuable. Hence he could only
make such outlays as would pay him the regular interest
charged by the bank plus the rise in the value of money.
Borrowing from banks would be reduced therefore.

Note that these are not effects of falling prices
per se, but of anticipated falling prices.

4. Potential holders of goods, expecting their prices
to fall while they are being held, will pay factors less
for them than they might sell for currently. Thus the
prices received by factors of production will fall faster
than the prices they must pay. This 1s the familiar
phenomenon of wholesale prices leading retall prices in
business fluctuations.

None of these 1s an objection to lower prices them-
gelves, tut only to various difficulties of achileving
lower prices. They are problems of the transition to
lower prices. Everything that makes the transition longer
tends to accentuate these problems,

There is some tendency to assoclate lower prices with
depressed business, due to the histarical assoclation,
and to discredit low price policles because of the
association. Histarically however, low pr ices have
come as a dependent variable, being forced down
reluctantly in response to a decline of money demard.
What I have been speaking of z2bove 1s a decline of
prices as the independent varlable., This does not usually
occur straightforwardly, but it often occurs deviously,
when technological advance makes factors more efficient,
and tkeir @gféductivity grows faster than their prices.
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This is tantamount to a reduction in factor prices.
This 1is one reason technological advance 1s assoclated
with busire ss prosperity.

The best monetary policy is therefore an anti-monopoly,
anti-restriction policy in the rest of the economy. The
money supply will certainly be adequate provided the
supply of other factors of production is not restricted.

However the valld arguments against reducing the price
level are of such welght that it probably is wise to
combine a steady price level policy with the anti=monopoly
policy. Not only is the transition difficult, but the
redistri bution of wealth effected is arbitrary, and has
besides some bad results, even beyond th= transition
difficulties. Those individuals who borrow to carry on
business hablitually will find thelr money obligations
increased in real value., This will make them worse
credit risks. This will, in effect, reduce investment
opportuniti es, for the ind ividuals thru whom society
habitually cleamels its funds for investment and
conversion will become less reliable, - The result will
be to reduce conversion and investment.

Monetary policy should be coordinated with =catwry-
se® anti-monopoly policy therefore to keep a steady cr
rising price level. The advantages of these policiles
are:

1. Individuals cannot normally distinguish a real increase
in demand from an increase of money, and are apt to react
to increased spending with their normal supply elasticity%
---------- —me—rooTeeTs i), As the prices of unemployed
_factors are rcduced br'irg ing them into employment, the
increase of transactions resulting will take money srending
away from presently employed factors. It would be wise to
keep the money supply increasing fast enough to avoid this.

2. Where ant i-monopoly policy has not been completely
successful, rising prices favor competitive sectors as
opposed to monopolistic ores, for monopoly prices are often
rigid upwards as well as downwards. This 1lncreases invest-
ment opportunities.

3. If the money is ingected as bank loans to entrepreneurs,
it will increase conversion. The suasi-rent of those factors
with cash balances will be partly teken from them and
turned into an incentive payment, as explained before.

The increase in real money supply wlll come as an incentive,
rather than as a windfall to h@lders of balances.

#Supply elasticity will almost certainly be positive 1in the
short run, altho in the long run it 1s less 1llkely to be.




4, The anticipated rise of prices will cause people to try
to hold their assets as goods rather than money. This will
increase velocity, and thereby increase turnover. It will
cause converters to be willing to buy assets of lower yields
than otherwise, thereby increasing conversion.

5. Anticipated rising prices will make wholesale prices
rise faster tlan retall. The money payments to hired
factars will rise faster than their cost of living.

6. The real burden of money debts is reduced, making
habitual borrowers better credit risks, encouraging
lending.

A third way of increasing the effective money supply is
to increase velocity. Veloclity 1s increased by:
1. Increasing the real monsy supply.
2. Ralsing the yields ant icipated from other assots.
3. Reducing the implicit yields anticipated from holding
money.
4, Increasing time preference in general.

Owing to the pressure of time I can present these only
as assertions. The purpose in presenting them at all is
to round out the logical development of this section.
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Addendum

I regret that in this paper I have only had time to
outline what I believe to be a useful system of analysis,
and not to put it to use. I had hoped to describe and
analyze the results most likely to follow from some ma jor
independent variables of the business cycle: anticlpated
yields, money, velocity, prices, and others. Time has run
out, however, and this must await another occ asion.

.
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Lelgh had a good polnt, that I could not say -dM caused m to be worth
more and hence people who demanded same am't of money to be demanding
more 1in real terms, It is not quite that simple. For the very fact that
some are in fact not lowering their money hps means that the value of
money has not risen proportionately to the decline in its amount. And if
none reduced at all, money would not be worth any more than before. And
any segment that produced as much as ever would find its money prices lower;
but p.p. of money Xaewerzaizm no higher, so real exchange value of product
lower. Of course if all lowered m hps at once, none would suf‘er. But the
first to do so does suffer in a sense, This gives a vivid picture of the
difficultlies met by in lowering real hps in deflation, or in preventing
them from rising. ;

Analytically, I am still correct that it is a rise of hps for, as
shown before, 1f the real exchange value of industr§'s product is no
d¢ifferent than before, and fewer are producing, both money and real
returns being the same as before, hps of those not producingmust have risen,
But 1t is by this, and not by the simple reasoning that prices are lower
but money hps are the same, that one must prove the point. And this has
the added value of showing deflation to be a hard problem for hps --
given some rigidity, deflation makes it very hard to keep real hps the
same without lowering them!




Fellner, 3
A very unsatisfactory analysis.

(consider, e.g., inventories. If no demand for them, people
stor investing in them. Other reactions are simply more delayed)
(But this 1s all hypothetical anyway. As long as people work, they
want the things they produce in some form., They will invest in things
that bring them dlrect pleasure if other forms fall -- & that is the
blg danger to economy, with land & other complements thus taken from
us.

Also that they can keep their claim by increasing their money
holdings, which may create deflation problem. NOTE THAT IT™ CANNOT
CREATE SUCH A PROBLEM IF CORRESPONDING TO THIS INCREASED MONEY
HOLDING IS INCREASED CAPITAL HOLDING. AND THIS IS ASSURED IF THE
DM IS CREATED BY LOANS TO INDIVIDUALS WHO ARE THEREBY OBLIGED TO
HOLD MORE CAPITAL, THRU PRESSIRES PREVIQUSLY MENTIONED.




Leigh's problem: if money demand falls but holdout prices remain
constant, why has production stopped. Because holdout prices have
risen in real terms I say. But, he says, since things are not
‘cheaper, no one can get any more than he could before. True, I say,
but neither need he take less, that is why I say his real hp has
risen, He could get the same as before, since prices have not
changed, yet he does not produce.
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Why should I be intersested in monetary or cycle theory?

In cycles, because fluctuations are an outstanding ec. phen.,
and obviously one does not understand ec. if he desn't understanrd
them. To what project of mine 18 this study relat=d? One project
is the book or paper: "Money", in which I will explain what money
is and what monstary policy the country should follow. This is a
subject of great practical importance, of great inter-:st to me,
and great professional possibilities. N e

My general viewpoint has been started in that paper for Ellis.
Real investment is indevendent of money, and can fluctuate w/o —
reference to it. Exixxeme= Creation of M is also inv. usually.
{Inv, 18 a factor of production. Gross inv, the important term in
which to analyze. M is a factor of production, Inv. occurs when M
passes to factors. etc etc. Credit 1s extended when m 18 created,
% when 1t changes hands. MV is credit., dMV increases production
until P catches up. --4% P needn't catch up, it may simply become
cheaper to hold M, & V Tall.etc

What is purpose of this? 1, just to =xplain the role of V¥,

% therehy glve a basis for sane di scussion of money policy, * under-
standing of what goes on. T it Y

2. kmadsxka Basis for showing disrupting effect of land values on
money system. But this 1s really independent., could be shown under
axy present vague corcepts. However that shows T must master present
vague corcepts, so I can speak in terms of them ins tead of my own.
& recall how I once thought that land spee. wou ld swallow up m -- need
analysis to lay that sort of thing.

3. What are obJjects of analysis? To show that vario.s ropular errors
are errors: that no underemployment equilibrium exists; that invest-
ment, not consumption, should be encouraged. etc. And to play a
positive role in other studies, e.g. my intermtional theory

What good 1s "nat. inc. analysis"? General background I guess.
It 1s good to have thought about such thirgs.

On each subject studied, come up with tentative conclusions when

thru, something to hang on to. Try to relate all to general
picture, & specific projects, wheres possible.
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TCONONICS 45
ASSIGNIITNT

The "Austrian! theorics of iralue and capital

Voluct W,.8.Jcvons, The Theory of Political Iconomy, ppe37.- 75, 90 =~ 102,
137 ~ 142, 161 - 166,

OR,

E, BolmBawork, The Positive Theory of Capital, pp. 133 ~ 137,
146 . 153, 159 189,

Capitel: Jovons, ppe 222 = 279, omitting 232 = 238, 245 - 253, 273 - 271,

AND,

BohmeBawierk, ppe 1 = 3, 17 = 23, 38 = 41, 42 = 43, 92 «~ 93, 237 = 239,
253 b 255: 260 e 2630

Discussion Questions
Vaj.lue $

1, State and criticize the theory of marginal utility, Whot arc its
weoknessges? What is its usefulness?

2, Vhat is the role of (1) utility, (2) cost of production in the "Austrian®
theory of valuc?

3¢ Contrast tho Jevons « Bohm Baverk anproach to the thecory of valuc with
thot of Ricardo and lill. In what way (if any) does it represent an
improvement ?

4e To whot extont is utility subject to measurcment and/or quantitative

comparison? $ ete. --- amce-
pa ome perse, " A ,nufcﬂ‘ﬂ‘ bo

5¢ Vhat is meant by the marginal utility of moncy? Is it subject to
comparisons 28 betweon persons? g’ww\é bvt ot Fh;uuty hos been m.e,vsvc{f

Capital

1. Deseribe the nature and rolc of capital in the cconomic system according
to Jevons and to Bohm-Bawcrk, Do you detect significant differenccs in d"
this respect between these two writers? W, (77;\1\’}*‘4“’(5"

s, 1’)
~— 2, Do Jevons and Bohm-Bawerk rctain the wages fund doctrine? Q/'? “““Q'

3, Comment on this statement by Jevons (p.243): "Capital is not the railway
but the food of those who made the railway,! Shews wages fond (Jea nordead.

Ly Are consumers! goods capital? What is the opinion of Smith, Uill,
Jevons, Bohm-Bawerk on this question?

5« How do Jevons and ’30hm—~nBcwerk explain the way in which interest is
determined?



Eeonomics 45 Assignment, cont,

£

0O’

Bohm -Baverk calls the "productivity" theorios of interest "naive", Does
he include any element of produetivity of capital in his theory of

; intercst?

e

Do you think that people typically tend irrationally to underestimate the
future? If so, do you think this fact has anything to do with the rate of
interest?

- What is meant by "roundabout production"? How can the period of production

be measured or defincd?

9%

10,

What determines the longth of time for which it is most profitable to allow
wine to age or a forest to grow?

If the productive system is to be carried on there must bo anpropriate
stocks of all kinds of half finished goods, c.ge sheep, wool, yarn, cloth,
suits, etc, What foree in the system keecps those stocks in their nroper
proportions? Do these proportions ever tend to bocome inappropriate?

If so, what is likely to heppen?




Clark, J.B. The Distribution of Wealth. NY: The Maemillan Co., 1923
(Originally eopyright 1899)

p. 118. "Land is the only kind of eapital-goods that does not
need to be destroyed, in order that the fund of wealtn embodied in it
may eontinue." (He has been diseussing how capital must be worn out
% replaced when used) pp. 121-22, rpts.

To Clark, "capital" is "A value, an abstract quantum of preductive
wealth, a permanent fund --- . . ." p. 119. It lives by "transmigration"
from body to body. p. 120.

The best eoneept of it is im value terms -- a man has $100,000 of
"eapital", now embodied in material form, but potentially fluid, migratory,
changeable. Like a flow of water, r the flow of life thru generations.
Fund and flow. Do LEL

(In my theories, re time-indivisibility, I'm treatinmg of capital as
a fund, not a flow.

In my equations, I eompared capital and land of identieal MNP,
ineluding gross P of eapital, whieh meant depreciation was major cost,
and interest a minor one. Now some, e.g. J.K., raise question, isn't
capital as a flow perpetusl, you reinvest depreciation fund, so relation
of its income to its price is same as with land. This involves taking
a mueh larger eapitsl, one whose met M’ equals land's WP, for eomparison.
Say the capital is eonsumed in ome year, & i equals 5%. Thnen eapltal whose
gross income is 21 times the land's gross has same price, and same net/
ineome. Lo mr will indeed apply sueh eap. to slightly lower margin; but
only very slightly gross margin.

Just remember, treating eapitsl as fund shifts basis of eomparison,
whien do, then eontinue argument from that viewpoint. But don't let 'em
have both at onee, that eonfuses things.

122-23, applies fumd - flow distinetion to elear up wages-fund
theory ambiguities, neatly.
flow
123 Defines interest as what money earms, i.e. eapital as & ffd earns.
and what eapital &s a fund earns is "rent". Rent equals interest, in
total, they are two different ways of lookim: at same thing.

Clark is mueh more readable and reasonable than Knicht, Hayek, &and
Bohm-Bawerk, more or less in that order. He does not seem to attaek
BB hard, just applies his fund-flow distinetion.







