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Introduction

In this essay we take up the problems of how equilibrium is established
within the already existing capital equipment, with special emphasis on
the production of investment goods and the rate of interest. We
distinguish three types of economic system, differing in their essential
characteristics. In System I, the principle of preservation of purchasing
power is pushed to the extreme: all income must be spent immediately
on consumer or investment goods. This model in fact is accepted by all
classical economists.

In System II, however, which corresponds better to reality, we shall
show that, in the circulation of money, whose velocity may change,
there is ‘creation’ and ‘destruction’ of purchasing power, even if there is
no credit inflation sensu stricto. However, the creation and destruction
of purchasing power is responsible only for a different course of
perturbations from that in System I, while the final position arrived at
is the same as under the principle of preservation of purchasing power,
even when credit inflation sensu stricto takes place in System II,

By introducing friction to System II, made possible by the existence
of a reserve army of the unemployed, we obtain System IIL. For this
system, which no longer tends toward full equilibrium, we define the
concept of a quasi-equilibrium. The creation and destruction of pur-
chasing power (in contrast to System II) not only influences the course
of perturbations, but also the final position—causing a shift from one
quasi-equilibrium to another.

Assumptions

We make a number of assumptions here concerning the economic
processes to be examined. These assumptions do not change, regard-
less of whether the processes being examined take place against the
preservation of purchasing power, or against the possibility of creating
and destroying it.
































