
 STEVE KEEN

 FLQaQce aQd ecRQRPLc bUeaNdRZQ:

 PRdeOLQg MLQVN\'V "fLQaQcLaO

 LQVWabLOLW\ K\SRWKeVLV"

 FURP aV ORQg agR aV 1957, MLQVN\ KaV aUgXed WKaW aQ adYaQced caSLWaOLVW

 ecRQRP\ ZLWK deYeORSed fLQaQcLaO LQVWLWXWLRQV LV fXQdaPeQWaOO\ XQVWa-

 bOe, aQd OLabOe WR faOO LQWR a deSUeVVLRQ LQ WKe afWeUPaWK Rf a SeULRd Rf

 debW-fLQaQced "eXSKRULa." HLV VWULcWXUeV ZeUe cRPfRUWabO\ QegOecWed

 dXULQg WKe ORQg bRRP Rf WKe 1 960V, aQd eYeQ dXULQg WKe RLO aQd TKLUd

 WRUOd debW VKRcNV Rf WKe 1970V. HRZeYeU, WKLV K\SRWKeVLV caQQRW be

 LgQRUed afWeU WKe ORQg SeULRd Rf ecRQRPLc LQVWabLOLW\ XVKeUed LQ b\ WKe

 cUaVK Rf 1987. TKe OaWe 1980V ZeUe PaQLfeVWO\ a SeULRd Rf eXSKRULa,

 fLQaQcLaO LQQRYaWLRQ VXSSRUWed WKe bRRP, aQd WKe deVLUe Rf bRWK cRUSR-

 UaWLRQV aQd baQNV WR UecRYeU fURP e[ceVVLYe debW LV, WR Oa\ RbVeUYeUV aW

 OeaVW, a PaMRU facWRU LQ WKe "MRbOeVV UecRYeU\" Rf WKe eaUO\ 1 990V. COeaUO\,

 cXUUeQW ecRQRPLc cLUcXPVWaQceV ZaUUaQW a PRUe cRQVLdeUed eYaOXaWLRQ

 Rf MLQVN\'V WKeRULeV.

 TKLV SaSeU PRdeOV fRXU baVLc LQVLgKWV Rf WKe "fLQaQcLaO LQVWabLOLW\

 K\SRWKeVLV" RQ WKe fRXQdaWLRQ Rf GRRdZLQ'V OLPLW c\cOe PRdeO: WKe

 WeQdeQc\ Rf caSLWaOLVWV WR LQcXU debW RQ WKe baVLV Rf eXSKRULc e[SecWa-

 WLRQV; WKe LPSRUWaQce Rf ORQg-WeUP debW; WKe deVWabLOL]LQg LPSacW Rf

 LQcRPe LQeTXaOLW\; aQd WKe VWabLOL]LQg effecW Rf gRYeUQPeQW. TKe LQWUR-

 dXcWLRQ Rf WKeVe cRQceSWV LQWR GRRdZLQ'V fUaPeZRUN cRQYeUWV KLV VWabOe

 bXW c\cOLcaO V\VWeP LQWR a cKaRWLc RQe, ZLWK WKe SRVVLbLOLW\ Rf a dLYeUgeQW

 bUeaNdRZQ-WKe VLPXOaWLRQ eTXLYaOeQW Rf a deSUeVVLRQ.

 Ke\QeVLaQ fRXQdaWLRQV

 MLQVN\'V fLQaQcLaO LQVWabLOLW\ K\SRWKeVLV deULYeV fURP KLV dLVWLQcWLYe

 UeadLQg Rf Ke\QeV, ZKLcK LV baVed OaUgeO\ RQ cKaSWeU 17 Rf TKe GeQeUaO

 TKe aXWKRU LV LQ WKe DeSaUWPeQW Rf EcRQRPLcV aW WKe UQLYeUVLW\ Rf NeZ SRXWK
 WaOeV, KeQVLQgWRQ, NSW, AXVWUaOLa. He ZRXOd OLNe WR WKaQN CaURO\Q CXUULe, GeRff
 FLVKbXUQ, CUaLg FUeedPaQ, BLOO JXQRU, PeWeU KULeVOeU aQd WZR aQRQ\PRXV UefeUeeV fRU
 cRPPeQWV RQ WKLV SaSeU.
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 TKeRU\ Rf EPSOR\PeQW, IQWeUeVW aQd MRQe\ (Ke\QeV, 1936), aQd WKe

 1937 SaSeUV, "TKe GeQeUaO TKeRU\ Rf EPSOR\PeQW" (Ke\QeV, 1937a)

 aQd "AOWeUQaWLYe TKeRULeV Rf WKe RaWe Rf IQWeUeVW" (Ke\QeV, 1937b).

 MLQVN\ aUgXeV WKaW LQ WKeVe SaSeUV Ke\QeV deYeORSed a SeUVSecWLYe RQ

 WKe PRWLYe fRU LQYeVWPeQW WKaW dLffeUV UadLcaOO\ fURP WKe "PaUgLQaO
 effLcLeQc\ Rf caSLWaO" aUgXPeQW WKaW ZaV WKe baVLV fRU WKe cRQYeQWLRQaO

 aQaO\VLV Rf LQYeVWPeQW afWeU Ke\QeV. TKeUe aUe WKUee Ne\ faceWV WR

 Ke\QeV' dLVWLQcWO\ e[SecWaWLRQV-baVed e[SOaQaWLRQ Rf LQYeVWPeQW LQ
 WKeVe WKUee ZRUNV: a dXaO SULce OeYeO; a YROaWLOe baVLV fRU WKe fRUPaWLRQ

 Rf e[SecWaWLRQV, ZKLcK deWeUPLQeV WKe deVLUe WR LQYeVW; aQd a fLQaQce-

 baVed dePaQd fRU PRQe\, LQ addLWLRQ WR WKe WUadLWLRQaO WULad Rf WUaQVac-

 WLRQV, SUecaXWLRQaU\ aQd VSecXOaWLYe dePaQd.

 IQ cKaSWeU 17, Ke\QeV aUgXed WKaW LQYeVWPeQW LV PRWLYaWed b\ WKe deVLUe

 WR SURdXce "WKRVe aVVeWV Rf ZKLcK WKe QRUPaO VXSSO\-SULce LV OeVV WKaQ

 WKe dePaQd SULce" (Ke\QeV, 1936, S. 228), ZKeUe WKe dePaQd SULce ZaV

 deWeUPLQed b\ WKe LQfOXeQceV Rf SURVSecWLYe \LeOdV, deSUecLaWLRQ, aQd

 OLTXLdLW\ SUefeUeQce. TKLV LQVLgKW ZaV fXUWKeU UefLQed LQ "TKe GeQeUaO
 TKeRU\ Rf EPSOR\PeQW," ZKeUe Ke\QeV WaONV Rf WKe SURgUeVV WRZaUd

 eTXLOLbULXP beWZeeQ dLffeUeQW SURVSecWLYe LQYeVWPeQWV OeadLQg WR

 "VKLfWV LQ WKe PRQe\-SULceV Rf caSLWaO aVVeWV UeOaWLYe WR WKe SULceV Rf
 PRQe\-ORaQV." TKe cRQceSW Rf WZR SULce OeYeOV aQd WKe fRcXV RQ

 caSLWaO aSSUecLaWLRQ aV WKe PRWLYe fRU LQYeVWPeQW aUe eYeQ PRUe

 eYLdeQW LQ WKe RbVeUYaWLRQ WKaW WKe VcaOe Rf SURdXcWLRQ Rf caSLWaO aVVeWV

 "deSeQdV, Rf cRXUVe, RQ WKe UeOaWLRQ beWZeeQ WKeLU cRVWV Rf SURdXcWLRQ

 aQd WKe SULceV ZKLcK WKe\ aUe e[SecWed WR UeaOLVe LQ WKe PaUNeW" (Ke\QeV

 1937a, S. 217).

 Ke\QeV' dLVcXVVLRQ Rf XQceUWaLQW\ LQ WKLV aUWLcOe LV aOOLed WR aQ LQcUeaVed

 XVe Rf WKe cRQceSW Rf aVVeW SULceV, aQd a PXcK dLPLQLVKed VWaWXV fRU WKe

 PaUgLQaO effLcLeQc\ Rf caSLWaO. Ke\QeV aVVRcLaWeV WKe OaWWeU ZLWK WKe YLeZ

 WKaW XQceUWaLQW\ caQ be UedXced "WR WKe VaPe caOcXOabOe VWaWXV aV WKaW Rf

 ceUWaLQW\ LWVeOf' YLa a "BeQWKaPLWe caOcXOXV," ZKeUeaV WKe NLQd Rf

 XQceUWaLQW\ WKaW PaWWeUV LQ LQYeVWPeQW LV WKaW abRXW ZKLcK "WKeUe LV QR

 VcLeQWLfLc baVLV RQ ZKLcK WR fRUP aQ\ caOcXOabOe SURbabLOLW\ ZKaWeYeU.
 We VLPSO\ dR QRW NQRZ" (Ke\QeV, 1937a, SS. 213, 214). Ke\QeV aUgXeV

 WKaW LQ WKe PLdVW Rf WKLV LQcaOcXOabOe XQceUWaLQW\, LQYeVWRUV fRUP fUagLOe

 e[SecWaWLRQV abRXW WKe fXWXUe, ZKLcK aUe cU\VWaOL]ed LQ WKe SULceV WKe\
 SOace XSRQ caSLWaO aVVeWV, aQd WKeVe SULceV aUe WKeUefRUe VXbMecW WR VXddeQ

 aQd YLROeQW cKaQge-ZLWK eTXaOO\ VXddeQ aQd YLROeQW cRQVeTXeQceV fRU
 WKe SURSeQVLW\ WR LQYeVW. SeeQ LQ WKLV OLgKW, WKe PaUgLQaO effLcLeQc\ Rf
 caSLWaO LV VLPSO\ WKe UaWLR Rf WKe \LeOd fURP aQ aVVeW WR LWV cXUUeQW dePaQd
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 SULce, aQd WKeUefRUe WKeUe LV a dLffeUeQW "PaUgLQaO effLcLeQc\ Rf caSLWaO"

 fRU eYeU\ dLffeUeQW OeYeO Rf aVVeW SULceV (Ke\QeV, 1 937a, S. 222).

 Ke\QeV' e[SOaQaWLRQ fRU WKe fRUPaWLRQ Rf e[SecWaWLRQV XQdeU WUXe

 XQceUWaLQW\ KaV WKUee cRPSRQeQWV: a SUeVXPSWLRQ WKaW "WKe SUeVeQW LV a
 PXcK PRUe VeUYLceabOe gXLde WR WKe fXWXUe WKaQ a caQdLd e[aPLQaWLRQ Rf
 SaVW e[SeULeQce ZRXOd VKRZ LW WR KaYe beeQ KLWKeUWR"; WKe beOLef WKaW "WKe

 e[LVWLQg VWaWe Rf RSLQLRQ aV e[SUeVVed LQ SULceV aQd WKe cKaUacWeU Rf

 e[LVWLQg RXWSXW LV baVed RQ a cRUUecW VXPPLQg XS Rf fXWXUe SURVSecWV";
 aQd a UeOLaQce RQ PaVV VeQWLPeQW: "Ze eQdeaYRXU WR faOO bacN RQ WKe

 MXdgPeQW Rf WKe UeVW Rf WKe ZRUOd ZKLcK LV SeUKaSV beWWeU LQfRUPed"

 (Ke\QeV 1936, S. 214). TKe fXQdaPeQWaO effecW Rf VKLfWV LQ e[SecWaWLRQV

 LV WR cKaQge WKe LPSRUWaQce aWWULbXWed WR OLTXLdLW\, WKXV VKLfWLQg WKe

 aSSRUWLRQPeQW Rf fXQdV beWZeeQ aVVeWV ePbRd\LQg YaU\LQg degUeeV Rf
 OLTXLdLW\, ZLWK YROaWLOe cRQVeTXeQceV fRU WKe OeYeO aQd cRPSRVLWLRQ Rf

 LQYeVWPeQW.

 Ke\QeV VWUeQgWKeQV WKLV LQcUeaVLQgO\ fLQaQcLaO fRcXV ZLWK WKe RbVeUYa-

 WLRQ WKaW WKeUe e[LVWV a fLQaQce dePaQd fRU PRQe\, ZKLcK PXVW be

 e[eUcLVed aQd fXOfLOOed befRUe LQYeVWPeQW LV XQdeUWaNeQ. HaYLQg Qe-

 gOecWed WKLV cRQceSW LQ WKe GeQeUaO TKeRU\, Ke aUgXeV KeUe WKaW "LW LV, WR

 aQ LPSRUWaQW e[WeQW, WKe 'fLQaQcLaO' facLOLWLeV ZKLcK UegXOaWe WKe Sace Rf

 QeZ LQYeVWPeQW." IW LV WKeUefRUe QRW a OacN Rf VaYLQgV WKaW LQKLbLWV
 LQYeVWPeQW, bXW a OacN Rf fLQaQce cRQVeTXeQW XSRQ "WRR gUeaW a SUeVV Rf

 XQcRPSOeWed LQYeVWPeQW" (Ke\QeV, 1 937b, S. 247).

 PRWeQW WKRXgK WKeVe RbVeUYaWLRQV Rf Ke\QeV' Pa\ be, WKe\ aUe QRW aV

 V\VWePaWLc aV WKRVe LQ WKe GeQeUaO TKeRU\ RQ WKe PaUgLQaO effLcLeQc\ Rf

 caSLWaO, OeW aORQe aV VWUXcWXUed aV WKe PRdeO LQ "MU. Ke\QeV aQd WKe
 COaVVLcV" (HLcNV, 1937), ZKLcK Oed WR IS-LM aQaO\VLV ZLWK LWV VWaWLc

 WUeaWPeQW Rf e[SecWaWLRQV (HLcNV, 1982). SLQce Ke\QeV adKeUed WR WKe
 cRQceSW Rf dLPLQLVKLQg UeWXUQV LQ WKe VKRUW UXQ, LW ZaV dLffLcXOW fRU KLP

 WR e[SOaLQ KRZ WKe WZR SULce OeYeOV cRXOd dLYeUge; WKeUe ZaV QR e[SOa-
 QaWLRQ fRU WKe VWaWe Rf e[SecWaWLRQV aW aQ\ gLYeQ WLPe, QRU fRU ZK\ VKLfWV

 PLgKW RccXU; WKeUe ZaV QR LQWegUaWLRQ Rf WKe TXeVWLRQ Rf e[SecWaWLRQV
 ZLWK WKe TXeVWLRQ Rf VXSSO\ Rf fLQaQce, aQd WKe QRWLRQ Rf aQ eQdRge-
 QRXVO\ YaULabOe VXSSO\ Rf fLQaQce VLWV XQeaVLO\ ZLWK WKe e[RgeQRXV YLeZ
 Rf WKe VXSSO\ Rf PRQe\ SUeVeQWed LQ WKe GeQeUaO TKeRU\. IW LV WKeUefRUe

 OLWWOe ZRQdeU WKaW WKeVe LQVLgKWV KaYe QRW beeQ deYeORSed LQ WKe cRQYeQ-

 WLRQaO OLWeUaWXUe.

 MLQVN\'V cRQWULbXWLRQ KaV beeQ WR cRdLf\ WKeVe LQVLgKWV, ZLWK WKe aLP
 Rf deYeORSLQg a WKeRU\ Rf LQYeVWPeQW cRQVLVWeQW ZLWK WKe RccXUUeQce Rf
 SeULRdLc ecRQRPLc dLVWXUbaQceV Rf WKe NLQd e[SeULeQced LQ WKe 1930V
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 aQd, aUgXabO\, LQ WKe 1 980V. He KaV fLOOed WKe gaSV LQ Ke\QeV' SLcWXUe b\

 cRQVLdeULQg WKe deYeORSPeQW Rf e[SecWaWLRQV RYeU WLPe, ZLWKLQ aQ e[-

 SOLcLWO\ PRQeWaU\ fUaPeZRUN.

 PRVW Ke\QeVLaQ eVVeQWLaOV

 TZR facWRUV aUe Qeeded WR SURYLde a fRXQdaWLRQ fRU MLQVN\'V PRdeO-a

 WKeRU\ Rf SULceV WKaW aOORZV fRU WZR SULce OeYeOV aQd WKe deYeORSPeQW Rf

 QRQcRUUecWLQg dLYeUgeQce beWZeeQ WKeP LQ WKe PedLXP WeUP; aQd a

 SeUVSecWLYe RQ WKe VXSSO\ Rf PRQe\ WKaW LV cRQVLVWeQW ZLWK YaULaWLRQV LQ
 fLQaQce affecWLQg WKe OeYeO Rf LQYeVWPeQW.

 AV a PRVW Ke\QeVLaQ, MLQVN\ aUgXeV WKaW WKe SULceV Rf PRVW (eQd-cRQ-

 VXPeU) cRPPRdLWLeV aUe VeW b\ a PaUNXS RQ SULPe cRVW (Vee Re\QROdV,

 1987, SS. 53-62). TKe OaUgeO\ LQdeSeQdeQW SULce OeYeO Rf aVVeWV-

 bURadO\ defLQed aV LWePV ZKRVe RZQeUVKLS gLYeV ULVe WR cOaLPV WR a
 VWUeaP Rf fXWXUe caVK fORZV-LV baVed, QRW RQ WKe RULgLQaO cRVW Rf

 SURdXcWLRQ Rf WKe aVVeWV, bXW RQ WKe QeW SUeVeQW YaOXe Rf aQWLcLSaWed caVK

 fORZV. TKeVe LQ WXUQ deSeQd RQ WKe geQeUaO VWaWe Rf e[SecWaWLRQV, ZKLcK

 YaU\ V\VWePaWLcaOO\ RYeU WKe fLQaQcLaO c\cOe, OaggLQg beKLQd cXUUeQW

 SULceV LQ a VOXPS, UXQQLQg aKead Rf WKeP LQ a UecRYeU\ aQd bRRP.

 TKRXgK aVVeW SULceV PXVW eYeQWXaOO\ UeWXUQ WR VRPe NLQd Rf KaUPRQ\

 ZLWK cXUUeQW SULceV RYeU WKe YeU\ ORQg WeUP, WKLV SeUVSecWLYe aOORZV fRU

 VLgQLfLcaQW dLYeUgeQce beWZeeQ WKe WZR SULce OeYeOV aV e[SecWaWLRQV ULVe
 aQd faOO RYeU WKe PedLXP WeUP.

 MLQVN\ aUgXeV WKaW WKe VXSSO\ Rf PRQe\ LV eVVeQWLaOO\ eQdRgeQRXVO\

 deWeUPLQed, aQd SURYLdeV WZR UeaVRQV ZK\ WKe cRQWUROV Rf a UegXOaWed

 V\VWeP dR QRW PaNe LW VWULcWO\ e[RgeQRXV. FLUVW, Lf WKe cXUUeQW UegXOaWRU\
 UegLPe OLPLWV WKe VXSSO\ Rf fLQaQce fRU LQYeVWPeQW WR OeVV WKaQ WKaW

 deVLUed b\ WKe SULYaWe VecWRU, WKeQ LQWeUPedLaWLRQ ZLOO RccXU aQd LQQR-

 YaWLYe fLQaQcLaO SURdXcWV ZLOO be deYeORSed, LQcUeaVLQg YeORcLW\. SecRQd,

 Lf a fLQaQcLaO LQVWLWXWLRQ geWV LQWR dLffLcXOWLeV, WKe aXWKRULWLeV ZLOO QRU-

 PaOO\ gXaUaQWee LWV deSRVLWV WR SUeYeQW a "UXQ"; LQ WKLV caVe, eLWKeU WKe

 PRQe\ baVe ZLOO be e[SaQded RU WKe cUedLW PXOWLSOLeU ZLOO be LQcUeaVed.

 IQ RWKeU ZRUdV, LQ WLPeV Rf SRWeQWLaO fLQaQcLaO cULVLV, WKe cRQYeQWLRQaO

 PRQe\ eTXaWLRQ ZRUNV bacNZaUdV, fURP WKe VXSSO\ Rf PRQe\ WR WKe baVe

 aQd PXOWLSOLeU. TKe UeVXOWLQg eQdRgeQRXV LQcUeaVe LQ WKe PRQe\ VWRcN
 WKeQ SeUVLVWV WKURXgK WLPe.

 IQ a deUegXOaWed V\VWeP, ZKeUe WKe ceQWUaO baQN KaV LQfOXeQce RYeU RQO\
 WKe PRQeWaU\ baVe aQd WKe UedLVcRXQW UaWe, e[SaQVLRQ Rf WKe PRQe\
 VXSSO\ caQ RccXU PXcK PRUe eaVLO\, WKURXgK bRWK LQcUeaVed ZLOOLQgQeVV
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 Rf baQNV WR OeQd-ZKLcK LQcUeaVeV WKe cUedLW PXOWLSOLeU-aQd WKURXgK

 fLQaQcLaO LQQRYaWLRQ. TKe PRUe dLffLcXOW aQd VORZeU SaWK Rf LQWeUPedLa-

 WLRQ LV QR ORQgeU UeTXLUed (WKRXgK LW caQ VWLOO be SUacWLVed).

 TKe baVLc MLQVN\ PRdeO

 MLQVN\'V aQaO\VLV Rf a fLQaQcLaO c\cOe begLQV aW a WLPe ZKeQ WKe

 ecRQRP\ LV dRLQg ZeOO (WKe UaWe Rf ecRQRPLc gURZWK eTXaOV RU e[ceedV

 WKaW Qeeded WR UedXce XQePSOR\PeQW), bXW fLUPV aUe cRQVeUYaWLYe LQ WKeLU

 SRUWfROLR PaQagePeQW (debW WR eTXLW\ UaWLRV aUe ORZ aQd SURfLW WR LQWeUeVW
 cRYeU LV KLgK), aQd WKLV cRQVeUYaWLVP LV VKaUed b\ baQNV, ZKR aUe RQO\

 ZLOOLQg WR fXQd caVK-fORZ VKRUWfaOOV RU ORZ-ULVN LQYeVWPeQWV. TKe caXVe
 Rf WKLV KLgK aQd XQLYeUVaOO\ SUacWLVed ULVN aYeUVLRQ LV WKe PePRU\ Rf a
 QRW WRR dLVWaQW V\VWePZLde fLQaQcLaO faLOXUe, ZKeQ PaQ\ LQYeVWPeQW
 SURMecWV fRXQdeUed, PaQ\ fLUPV cRXOd QRW fLQaQce WKeLU bRUURZLQgV, aQd

 PaQ\ baQNV Kad WR ZULWe Rff bad debWV. BecaXVe Rf WKLV UeceQW e[SeUL-
 eQce, bRWK VLdeV Rf WKe bRUURZLQg UeOaWLRQVKLS SUefeU e[WUePeO\ cRQVeU-

 YaWLYe eVWLPaWeV Rf SURVSecWLYe caVK fORZV: WKeLU ULVN SUePLXPV aUe YeU\

 KLgK.

 HRZeYeU, WKe cRPbLQaWLRQ Rf a gURZLQg ecRQRP\ aQd cRQVeUYaWLYeO\
 fLQaQced LQYeVWPeQW PeaQV WKaW PRVW SURMecWV VXcceed. TZR WKLQgV
 gUadXaOO\ becRPe eYLdeQW WR PaQageUV aQd baQNeUV: "E[LVWLQg debWV aUe
 eaVLO\ YaOLdaWed aQd XQLWV WKaW ZeUe KeaYLO\ LQ debW SURVSeUed: LW SaYV WR

 OeYeU" (MLQVN\, 1982, S. 65). AV a UeVXOW, bRWK PaQageUV aQd baQNeUV
 cRPe WR UegaUd WKe SUeYLRXVO\ acceSWed ULVN SUePLXP aV e[ceVVLYe.
 IQYeVWPeQW SURMecWV aUe eYaOXaWed XVLQg OeVV cRQVeUYaWLYe eVWLPaWeV Rf
 SURVSecWLYe caVK fORZV, VR WKaW ZLWK WKeVe ULVLQg e[SecWaWLRQV gR ULVLQg
 LQYeVWPeQW aQd aVVeW SULceV. TKe geQeUaO decOLQe LQ ULVN aYeUVLRQ WKXV
 VeWV Rff bRWK gURZWK LQ LQYeVWPeQW aQd e[SRQeQWLaO gURZWK LQ WKe SULce

 OeYeO Rf aVVeWV, ZKLcK LV WKe fRXQdaWLRQ Rf bRWK WKe bRRP aQd LWV eYeQWXaO

 cROOaSVe.

 MRUe e[WeUQaO fLQaQce LV Qeeded WR fXQd WKe LQcUeaVed OeYeO Rf LQYeVW-
 PeQW aQd WKe VSecXOaWLYe SXUcKaVe Rf aVVeWV, aQd WKeVe e[WeUQaO fXQdV
 aUe fRUWKcRPLQg becaXVe WKe baQNLQg VecWRU VKaUeV WKe LQcUeaVed RSWL-
 PLVP Rf LQYeVWRUV (MLQVN\, 1980, S. 121). TKe acceSWed debW WR eTXLW\
 UaWLR ULVeV, OLTXLdLW\ decUeaVeV, aQd WKe gURZWK Rf cUedLW acceOeUaWeV.
 TKLV PaUNV WKe begLQQLQg Rf ZKaW MLQVN\ caOOV "WKe eXSKRULc ecRQ-

 RP\" (MLQVN\, 1980, SS. 120-124), ZKeUe bRWK OeQdeUV aQd bRUURZeUV
 beOLeYe WKaW WKe fXWXUe LV aVVXUed, aQd WKeUefRUe WKaW PRVW LQYeVWPeQWV

 ZLOO VXcceed. AVVeW SULceV aUe UeYaOXed XSZaUd aV SUeYLRXV YaOXaWLRQV
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 aUe SeUceLYed WR be baVed RQ PLVWaNeQO\ cRQVeUYaWLYe gURXQdV. HLgKO\
 OLTXLd, ORZ-\LeOdLQg fLQaQcLaO LQVWUXPeQWV aUe deYaOXed, OeadLQg WR a ULVe

 LQ WKe LQWeUeVW UaWeV RffeUed b\ WKeP aV WKeLU SXUYe\RUV fLgKW WR UeWaLQ
 PaUNeW VKaUe.

 FLQaQcLaO LQVWLWXWLRQV QRZ acceSW OLabLOLW\ VWUXcWXUeV fRU bRWK WKeP-

 VeOYeV aQd WKeLU cXVWRPeUV "WKaW, LQ a PRUe VRbeU e[SecWaWLRQaO cOLPaWe,
 WKe\ ZRXOd KaYe UeMecWed" (MLQVN\, 1980, S. 123). TKe OLTXLdLW\ Rf fLUPV

 LV VLPXOWaQeRXVO\ UedXced b\ WKe ULVe LQ debW WR eTXLW\ UaWLRV, PaNLQg
 fLUPV PRUe VXVceSWLbOe WR LQcUeaVed LQWeUeVW UaWeV. TKe geQeUaO decUeaVe

 LQ OLTXLdLW\ aQd WKe ULVe LQ LQWeUeVW SaLd RQ KLgKO\ OLTXLd LQVWUXPeQWV

 WULggeUV a PaUNeW-baVed LQcUeaVe LQ WKe LQWeUeVW UaWe, eYeQ ZLWKRXW aQ\
 aWWePSW b\ PRQeWaU\ aXWKRULWLeV WR cRQWURO WKe bRRP. HRZeYeU, WKe

 LQcUeaVed cRVW R1 cUedLW dReV OLWWOe WR WePSeU WKe bRRP, VLQce aQWLcLSaWed
 \LeOdV fURP VSecXOaWLYe LQYeVWPeQWV QRUPaOO\ faU e[ceed SUeYaLOLQg

 LQWeUeVW UaWeV, OeadLQg WR a decOLQe LQ WKe eOaVWLcLW\ Rf dePaQd fRU cUedLW
 ZLWK UeVSecW WR LQWeUeVW UaWeV.

 TKe cRQdLWLRQ Rf eXSKRULa aOVR SeUPLWV WKe deYeORSPeQW Rf aQ
 LPSRUWaQW acWRU LQ MLQVN\'V dUaPa, WKe PRQ]L fLQaQcLeU (MLQVN\,
 1982, SS. 70, 115; GaObUaLWK, 1954, SS. 4-5). TKeVe caSLWaOLVWV SURfLW

 b\ WUadLQg aVVeWV RQ a ULVLQg PaUNeW, aQd LQcXU VLgQLfLcaQW debW LQ WKe
 SURceVV. TKe VeUYLcLQg cRVWV fRU PRQ]L debWRUV e[ceed WKe caVK fORZV

 Rf WKe bXVLQeVVeV WKe\ RZQ, bXW WKe caSLWaO aSSUecLaWLRQ WKe\ aQWLcL-
 SaWe faU e[ceedV WKe LQWeUeVW bLOO. TKe\ WKeUefRUe SOa\ aQ LPSRUWaQW
 UROe LQ SXVKLQg XS WKe PaUNeW LQWeUeVW UaWe, aQd aQ eTXaOO\ LPSRUWaQW

 UROe LQ LQcUeaVLQg WKe fUagLOLW\ Rf WKe V\VWeP WR a UeYeUVaO LQ WKe gURZWK
 Rf aVVeW YaOXeV.

 RLVLQg LQWeUeVW UaWeV aQd LQcUeaVLQg debW WR eTXLW\ UaWLRV eYeQWXaOO\

 affecW WKe YLabLOLW\ Rf PaQ\ bXVLQeVV acWLYLWLeV, UedXcLQg WKe LQWeUeVW UaWe

 cRYeU, WXUQLQg SURMecWV WKaW ZeUe RULgLQaOO\ cRQVeUYaWLYeO\ fXQded LQWR

 VSecXOaWLYe RQeV, aQd PaNLQg RQeV WKaW ZeUe VSecXOaWLYe "PRQ]L." SXcK
 bXVLQeVVeV ZLOO fLQd WKePVeOYeV KaYLQg WR VeOO aVVeWV WR fLQaQce WKeLU debW

 VeUYLcLQg-aQd WKLV eQWU\ Rf QeZ VeOOeUV LQWR WKe PaUNeW fRU aVVeWV SULcNV
 WKe e[SRQeQWLaO gURZWK Rf aVVeW SULceV. WLWK WKe SULce bRRP cKecNed,
 PRQ]L fLQaQcLeUV QRZ fLQd WKePVeOYeV ZLWK aVVeWV WKaW caQ QR ORQgeU be

 WUaded aW a SURfLW, aQd OeYeOV Rf debW WKaW caQQRW be VeUYLced fURP WKe
 caVK fORZV Rf WKe bXVLQeVVeV WKe\ QRZ cRQWURO. BaQNV WKaW fLQaQced WKeVe

 aVVeWV SXUcKaVeV QRZ fLQd WKaW WKeLU OeadLQg cXVWRPeUV caQ QR ORQgeU Sa\

 WKeLU debWV-aQd WKLV UeaOL]aWLRQ OeadV LQLWLaOO\ WR a fXUWKeU baQN-dULYeQ
 LQcUeaVe LQ LQWeUeVW UaWeV. LLTXLdLW\ LV VXddeQO\ PXcK PRUe KLgKO\SUL]ed;

 KROdeUV Rf LOOLTXLd aVVeWV aWWePSW WR VeOO WKeP LQ UeWXUQ fRU OLTXLdLW\. TKe
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 aVVeW PaUNeW becRPeV fORRded aQd WKe eXSKRULa becRPeV a SaQLc, WKe

 bRRP becRPeV a VOXPS.
 AV WKe bRRP cROOaSVeV, WKe fXQdaPeQWaO SURbOeP facLQg WKe ecRQRP\

 LV RQe Rf e[ceVVLYe dLYeUgeQce beWZeeQ WKe debWV LQcXUUed WR SXUcKaVe

 aVVeWV, aQd WKe caVK fORZV geQeUaWed b\ WKeP-ZLWK WKRVe caVK fORZV

 deSeQdLQg XSRQ bRWK WKe OeYeO Rf LQYeVWPeQW aQd WKe UaWe Rf LQfOaWLRQ.
 TKe OeYeO Rf LQYeVWPeQW KaV cROOaSVed LQ WKe afWeUPaWK Rf WKe bRRP,

 OeaYLQg RQO\ WZR fRUceV WKaW caQ bULQg aVVeW SULceV aQd caVK fORZV bacN

 LQWR KaUPRQ\: aVVeW SULce defOaWLRQ, RU cXUUeQW SULce LQfOaWLRQ. TKLV
 dLOePPa LV WKe fRXQdaWLRQ Rf MLQVN\'V LcRQRcOaVWLc SeUceSWLRQ Rf WKe

 UROe Rf LQfOaWLRQ, aQd KLV e[SOaQaWLRQ fRU WKe VWagfOaWLRQ Rf WKe 1970V aQd

 eaUO\ 1980V.

 MLQVN\ aUgXeV WKaW Lf WKe UaWe Rf LQfOaWLRQ LV KLgK aW WKe WLPe Rf WKe

 cULVLV, WKeQ WKRXgK WKe cROOaSVe Rf WKe bRRP caXVeV LQYeVWPeQW WR VOXPS

 aQd ecRQRPLc gURZWK WR faOWeU, ULVLQg caVK fORZV UaSLdO\ eQabOe WKe
 UeSa\PeQW Rf debW LQcXUUed dXULQg WKe bRRP. TKe ecRQRP\ caQ WKXV

 ePeUge fURP WKe cULVLV ZLWK dLPLQLVKed gURZWK aQd KLgK LQfOaWLRQ, bXW

 feZ baQNUXSWcLeV aQd a VXVWaLQed decUeaVe LQ OLTXLdLW\. TKXV, WKRXgK WKLV

 cRXUVe LQYROYeV WKe WZLQ "badV" Rf LQfOaWLRQ aQd LQLWLaOO\ ORZ gURZWK, LW

 LV a VeOf-cRUUecWLQg PecKaQLVP LQ WKaW a SURORQged VOXPS LV aYRLded.
 HRZeYeU, WKe cRQdLWLRQV aUe VRRQ UeeVWabOLVKed fRU WKe c\cOe WR UeSeaW

 LWVeOf, aQd WKe aYRLdaQce Rf a WUXe caOaPLW\ LV OLNeO\ WR Oead WR a VecXOaU
 decUeaVe LQ OLTXLdLW\ SUefeUeQce.

 If WKe UaWe Rf LQfOaWLRQ LV ORZ aW WKe WLPe Rf WKe cULVLV, WKeQ caVK fORZV

 ZLOO UePaLQ LQadeTXaWe UeOaWLYe WR WKe debW VWUXcWXUeV LQ SOace. FLUPV

 ZKRVe LQWeUeVW bLOOV e[ceed WKeLU caVK fORZV ZLOO be fRUced WR XQdeUWaNe

 e[WUePe PeaVXUeV: WKe\ ZLOO KaYe WR VeOO aVVeWV, aWWePSW WR LQcUeaVe WKeLU

 caVK fORZV (aW WKe e[SeQVe Rf WKeLU cRPSeWLWRUV) b\ cXWWLQg WKeLU PaUgLQV,

 RU gR baQNUXSW. IQ cRQWUaVW WR WKe LQfOaWLRQaU\ cRXUVe, aOO WKUee cOaVVeV Rf

 acWLRQ WeQd WR fXUWKeU deSUeVV WKe cXUUeQW SULce OeYeO, WKXV aW OeaVW
 SaUWLaOO\ e[aceUbaWLQg WKe RULgLQaO LPbaOaQce. TKe aVVeW SULce defOaWLRQ

 URXWe LV, WKeUefRUe, QRW VeOf-cRUUecWLQg bXW UaWKeU VeOf-UeLQfRUcLQg, aQd LV
 MLQVN\'V e[SOaQaWLRQ Rf a deSUeVVLRQ.
 TKe abRYe VNeWcK baVLcaOO\ deVcULbeV MLQVN\'V SeUceSWLRQ Rf aQ ecRQ-

 RP\ LQ WKe abVeQce Rf a gRYeUQPeQW VecWRU. WLWK bLg gRYeUQPeQW, WKe
 SLcWXUe cKaQgeV LQ WZR Za\V, becaXVe Rf fLVcaO defLcLWV aQd ReVeUYe BaQN

 LQWeUYeQWLRQV. WLWK a deYeORSed VRcLaO VecXULW\ V\VWeP, WKe cROOaSVe LQ

 caVK fORZV WKaW RccXUV ZKeQ a bRRP becRPeV a SaQLc ZLOO be aW OeaVW
 SaUWO\ aPeOLRUaWed b\ a ULVe LQ gRYeUQPeQW VSeQdLQg-4Ke cOaVVLc "aX-
 WRPaWLc VWabLOL]eUV," WKRXgK WKLV WLPe VeeQ LQ a PRUe PRQeWaU\ OLgKW. TKe
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 cROOaSVe LQ cUedLW caQ aOVR be WePSeUed RU eYeQ UeYeUVed b\ UaSLd acWLRQ

 b\ WKe ReVeUYe BaQN WR LQcUeaVe OLTXLdLW\. WLWK bRWK WKeVe fRUceV

 RSeUaWLQg LQ aOO WeVWeUQ ecRQRPLeV VLQce WRUOd WaU II, MLQVN\ e[-

 SecWed WKe cRQYeQWLRQaO c\cOe WR be PaUNed b\ "cKURQLc aQd . . . acceO-

 eUaWLQg LQfOaWLRQ" (MLQVN\, 1982, S. 85). HRZeYeU, b\ WKe eQd Rf WKe

 1980V, WKe cRVW SUeVVXUeV WKaW cRLQcLded ZLWK WKe VOXPS Rf WKe eaUO\

 1970V Kad ORQg VLQce beeQ eOLPLQaWed, b\ fLfWeeQ \eaUV Rf KLgK XQeP-

 SOR\PeQW aQd WKe dLPLQXWLRQ Rf OPEC'V caUWeO SRZeU. TKe cULVLV Rf WKe

 OaWe 1 980V WKXV RccXUUed LQ a PLOLeX Rf ORZ LQfOaWLRQ, UaLVLQg WKe VSecWeU

 Rf a debW defOaWLRQ.

 MRdeOLQg MLQVN\

 A cRPSOeWe PRdeOLQg Rf MLQVN\'V K\SRWKeVLV ZRXOd UeTXLUe a PRdeO Rf

 cRQVLdeUabOe cRPSOe[LW\. HRZeYeU, WKe eVVeQce Rf MLQVN\'V aQaO\VLV-

 WKe SURSRVLWLRQ WKaW LQ a caSLWaOLVW ecRQRP\ ZLWK fLQaQce, aQ eQdePLc

 WeQdeQc\ WRZaUd eXSKRULc e[SecWaWLRQV ZLOO geQeUaWe bRWK c\cOeV aQd

 a VecXOaU WUeQd Rf ULVLQg debW, OeadLQg XOWLPaWeO\ WR a debW-LQdXced

 cUaVK-caQ eaVLO\ be PRdeOed b\ LQWURdXcLQg a SURWRW\SaO "UeaO"

 fLQaQce VecWRU aQd WZR "VW\OL]ed facWV" LQWR GRRdZLQ'V 1967 PRdeO

 Rf WKe WUade c\cOe (GRRdZLQ, 1982).

 GRRdZLQ'V PRdeO LV dULYeQ b\ WKe VLQgOe VW\OL]ed facW WKaW ZRUNeUV aUe

 PRUe OLNeO\ WR dePaQd UeaO Zage ULVeV dXULQg WLPeV Rf KLgK ePSOR\PeQW

 WKaQ dXULQg WLPeV Rf KLgK XQePSOR\PeQW-a "PKLOOLSV cXUYe." TKe

 adaSWaWLRQ WKaW fROORZV LQWURdXceV a VLPLOaU VW\OL]ed facW fRU caSLWaOLVWV,

 WKaW WKe\ aUe PRUe ZLOOLQg WR LQYeVW dXULQg bRRPV WKaQ dXULQg VOXPSV.

 WKeQ a baQNLQg VecWRU LV LQWURdXced, WKe LQWeUeVW UaWe LV WUeaWed aV

 cRQVLVWLQg Rf a baVe UaWe deWeUPLQed b\ e[WeUQaO fLaW, aQd a YaULabOe

 cRPSRQeQW UefOecWLQg aQ LQcUeaVLQg ULVN SUePLXP aV WKe debW WR RXWSXW

 UaWLR ULVeV. TKLV WePSeUV WKe e[WUePe "KRUL]RQWaOLVW" (Vee MRRUe, 1988)

 SRVLWLRQ Rf WKe PRdeO, LQ WKaW RWKeUZLVe WKe fLQaQce VecWRU LV WUeaWed aV

 KaYLQg aQ XQOLPLWed caSacLW\ WR fLQaQce caSLWaOLVW LQYeVWPeQW.'

 I A PRUe cRPSOeWe PRdeO ZRXOd KaYe baQN fLQaQcLaO UeVeUYeV beLQg UeOaWed WR SaVW
 aQd SUeVeQW caSLWaOLVW SURfLWV, ZLWK a YaULabOe PRQe\ PXOWLSOLeU e[SaQdLQg aQd cRQ-
 WUacWLQg WKe fLQaQce WKeVe SURfLWV caQ geQeUaWe. HRZeYeU, WKe PRdeO aV VSecLfLed aO-
 ORZV XV WR fRcXV RQ WKe baVLc aQWLQRP\ beWZeeQ SURfLWV, LQYeVWPeQW, aQd ORQg-WeUP
 debW. IWV RSeQQeVV RQO\ becRPeV aQ LVVXe ZKeQ WKe V\VWeP aSSURacKeV bUeaNdRZQ-
 aW ZKLcK WLPe LW LQdLcaWeV WKaW caSLWaOLVWV caQ affRUd WR fLQaQce e[SRQeQWLaOO\ LQcUeaV-
 LQg debW, ZKeQ LQ facW WKe\ ZRXOd gR baQNUXSW. TKe PRdeOLQg Rf baQNeUV' LQcRPe
 aOVR abVWUacWV fURP WKe facW WKaW baQNeUV PaNe WKeLU SURfLW RQ WKe VSUead beWZeeQ de-
 SRVLW aQd ORaQ LQWeUeVW UaWeV.
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 TKe fROORZLQg eTXaWLRQV defLQe WKe baVLc GRRdZLQ PRdeO aQd WKe
 fLQaQce e[WeQVLRQ2:

 a = aR [ e aW = E[SRQeQWLaO gURZWK Rf dLVePbRdLed OabRXU

 SURdXcWLYLW\;

 N = NR [ eSW = E[SRQeQWLaO gURZWK Rf WKe OabRXU fRUce;

 Y = a [ L = OXWSXW decLVLRQV Rf caSLWaOLVWV deWeUPLQe

 ePSOR\PeQW, gLYeQ SURdXcWLYLW\;

 K = Y X Y = A fL[ed acceOeUaWRU UeOaWLRQ;

 L
 N = N = TKe ePSOR\ed fUacWLRQ Rf WKe ZRUN fRUce;

 dZ = Z [X] [ Z = TKe UaWe Rf cKaQge Rf UeaO ZageV LV a QRQOLQeaU

 fXQcWLRQ Rf WKe UaWe Rf ePSOR\PeQW;

 _dK_ FH
 I - N LK [ Y- 1 [ K = NeW LQYeVWPeQW LV a fXQcWLRQ Rf SURfLW

 WLPeV WKe OeYeO Rf RXWSXW PLQXV deSUecLaWLRQ.

 A fXQcWLRQaO fRUP LV Qeeded fRU WKe Zage cKaQge aQd LQYeVWPeQW

 fXQcWLRQV fRU WKe VXbVeTXeQW QXPeULcaO VLPXOaWLRQV. TKe eTXaWLRQ XVed

 LV geQeUaOL]ed fURP WKaW fLUVW VXggeVWed b\ BOaWW (1983, S. 213). IW KaV
 WKe deVLUed cKaUacWeULVWLcV Rf QRQOLQeaULW\, faOOLQg WR a QeaU cRQVWaQW OeYeO

 aW ORZ OeYeOV Rf WKe WULggeULQg YaULabOe, aQd ULVLQg aV\PSWRWLcaOO\ aW KLgK
 OeYeOV.

 FRU WKe Zage cKaQge fXQcWLRQ, WKe eTXaWLRQ LV Z(X) = (AO[(B - C [ X)2)-
 D, ZKLcK gLYeQ WKe SaUaPeWeU YaOXeV XVed (A = 0.0000641; B = 1; C = 1;
 D = 0.0400641), UeVXOWV LQ ZRUNeUV acceSWLQg a cRQVWaQW UeaO Zage aW aQ

 XQePSOR\PeQW UaWe Rf 3.6 SeUceQW, acceSWLQg UeaO Zage cXWV aW KLgKeU
 OeYeOV Rf XQePSOR\PeQW (WR a Pa[LPXP Rf 4 SeUceQW SeU SeULRd), aQd
 dePaQdLQg UeaO Zage ULVeV aW ORZeU UaWeV (ULVLQg aV\PSWRWLcaOO\ aW fXOO
 ePSOR\PeQW).

 CaSLWaOLVW LQYeVWPeQW LV PRdeOed XVLQg WKe VaPe fXQcWLRQaO fRUP,

 2 IQ WKe fROORZLQg QXPeULcaO VLPXOaWLRQV, WKe SaUaPeWeU aQd LQLWLaO YaOXeV XVed aUe:
 a= 1,N= OOO,a=0.015,.= 0.035,\=0.02,Y=3, X=0.9,R=0.96.
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 N7Z2 E -7> N a a aa-H, 7W> 0
 YM (F-G[)2

 V

 WLWK WKe SaUaPeWeU YaOXeV XVed (E = 0.0175; F = 0.53; G = 6; H=

 0.065), LQYeVWPeQW LV ]eUR aW aQd beORZ ]eUR SURfLW, ULVLQg WR eTXaO SURfLWV

 ZKeQ WKe SURfLW VKaUe LV 10 SeUceQW, aQd e[ceedLQg SURfLWV fRU KLgKeU

 SURfLW VKaUeV (fLgXUe 1).

 CRQWLQXLQg ZLWK WKe defLQLWLRQV:

 K = Y[Y =- = TKe UaWe Rf SURfLW eTXaOV SURfLW VKaUe RYeU
 K Y[ Y Y

 WKe acceOeUaWRU;

 W = 1 -R - b = PURfLW VKaUe LV a UeVLdXaO afWeU ZRUNeUV aQd

 baQNeUV LQcRPe;

 c3 = W _ Z[L _ = TKe ZageV VKaUe Rf QaWLRQaO LQcRPe;
 Y L[a a

 B U [D
 b =-= = =BaQNeUV LQcRPe LV WKe LQWeUeVW UaWe WLPeV

 \

 RXWVWaQdLQg debW;

 - = U [ D + I - Q = CaSLWaOLVWV XVe debW VROeO\ WR fLQaQce

 LQYeVWPeQW;

 U = 4 + (S [ - = TKe LQWeUeVW UaWe LV a OLQeaU fXQcWLRQ Rf WKe
 \

 debW WR RXWSXW UaWLR.

 TKe deULYaWLRQ LV aV fROORZV:

 dW dW K Y [YJ[ Y =TKe UaWe Rf cKaQge Rf RXWSXW;

 dL d Y O(dYa

 ad -Y= [ d-a [ Y=J =TKe UaWe Rf cKaQge Rf
 ePSOR\PeQW;
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 dW dWN Y a - =TKeUaWe Rf cKaQge Rf WKe
 ePSOR\PeQW UaWe;

 d(c da = X) [ (Z(N) - a) = TKe UaWe Rf cKaQge Rf ZRUNeUV'
 dW dW a

 VKaUe Rf RXWSXW;

 dd d(DY
 dW dWYL b - T - (Y - d) [ < - = TKe UaWe Rf cKaQge Rf

 WKe debW UaWLR;

 dW dW U[ ((S[d+U) [ -b--(Y-d)[M2- M= TKe
 dLW- dW Y ( [+)

 UaWe Rf caKaQge Rf baQNeUV VKaUe.

 SLPXOaWLRQV

 BaVLc GRRdZLQ OLPLW c\cOe

 IQ WKe baVLc GRRdZLQ V\VWeP, ZKeUe N [L/Y] = 1 - 0), WKe eTXaWLRQV
 fRU dXOdW aQd dROdW aUe VXffLcLeQW WR deVcULbe WKe beKaYLRU Rf WKe
 V\VWeP. WLWK caSLWaOLVWV SaVVLYeO\ LQYeVWLQg aOO WKeLU SURfLWV, WKe
 dULYLQg fRUce LQ WKe PRdeO LV WKe UeacWLRQ Rf ZRUNeUV WR WKe OeYeO Rf

 ePSOR\PeQW, aV e[SUeVVed LQ WKe UaWe Rf cKaQge Rf WKe ZageV VKaUe

 Rf RXWSXW, 0R. AQ LQLWLaOO\ abRYe-eTXLOLbULXP OeYeO Rf ZageV VKaUe
 UeVXOWV LQ OeVV LQYeVWPeQW WKaQ LV Qeeded WR VXVWaLQ WKe UaWe Rf RXWSXW
 gURZWK abRYe WKe gURZWK Rf WKe ZRUN fRUce, aQd KeQce ePSOR\PeQW

 faOOV. WRUNeUV acceSW Zage cXWV, UeVXOWLQg LQ a KLgKeU SURfLW VKaUe,
 LQcUeaVLQg LQYeVWPeQW aQd faVWeU RXWSXW gURZWK, ZKLcK eYeQWXaOO\
 UeYeUVeV WKe decOLQe LQ ePSOR\PeQW. HRZeYeU, ZRUNeUV' VKaUe Rf
 RXWSXW cRQWLQXeV WR faOO fRU a ZKLOe VLQce ePSOR\PeQW LV VWLOO

 beORZ WKe OeYeO aW ZKLcK ZRUNeUV dePaQd a cRQVWaQW UeaO Zage,
 OeadLQg WR VWLOO KLgKeU LQYeVWPeQW, gURZWK, aQd eYeQWXaOO\ e[WUePe
 dePaQdV fRU KLgKeU UeaO ZageV. TKe LQLWLaO cRQdLWLRQV aUe WKXV Ue-
 VWRUed aQd WKe c\cOe UeSeaWV. TKe VaPe fXQdaPeQWaO cRQdLWLRQ aSSOLeV
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 FLgXUe 1 BeKaYLRUaO fXQcWLRQV fRU ZRUNeUV aQd caSLWaOLVWV

 ReaO Zage cKaQge IQYeVWPeQW/OXWSXW

 0.64 -0.8 _ ,_

 0 .4_ _ _ _ _ _ _ _ . 4_ _

 0.2-- I - 0.2 _ _ 0.31 0 XL .2 =+

 R R

 0.9 0.92 0.94 0.96 0.98 -0.1 -0.05 0 0.05 0.1 0.15 0.2

 EPSOR\PeQW RaWe PURfLW/OXWSXW

 ZKeQ WKe SURSeQVLW\ WR LQYeVW fXQcWLRQ UeSOaceV WKe SUeVXPSWLRQ WKaW aOO
 SURfLWV aUe LQYeVWed. TKe PaMRU cKaQge LV WKaW WKe c\cOeV aUe PRUe

 fUeTXeQW (fLgXUe 2)?.
 TKe eVVeQWLaOO\ VWabOe QaWXUe Rf WKLV PRdeO caQ be VeeQ LQ WKe SKaVe

 dLagUaP LQ fLgXUe 3, ZKLcK VKRZV WKe WLPe SaWKV LQ ePSOR\PeQW aQd
 ZageV VKaUe ePaQaWLQg fURP fRXU dLffeUeQW VeWV Rf LQLWLaO cRQdLWLRQV, WZR

 Rf ZKLcK geQeUaWe eTXLOLbULXP RXWcRPeV, aQd WZR Rf ZKLcK geQeUaWe

 c\cOeV.

 FLQaQce aQd LQVWabLOLW\

 TKe LQWURdXcWLRQ Rf a fLQaQce VecWRU PeaQV WKaW caSLWaOLVWV caQ bRUURZ

 WR fLQaQce WKeLU LQYeVWPeQW SOaQV, aQd KeQce accXPXOaWe ORQg-WeQQ debW.
 TKLV SRVVLbLOLW\ fXQdaPeQWaOO\ aOWeUV WKe QaWXUe Rf WKe PRdeO: a VWabOe

 OLPLW c\cOe LV UeSOaced b\ eLWKeU Rf WZR SRVVLbLOLWLeV, gLYeQ WKe YaOXeV Rf

 Ne\ SaUaPeWeUV: a V\VWeP WKaW WeQdV WR VWabLOLW\, RU a V\VWeP WKaW "bUeaNV

 dRZQ," b\ acKLeYLQg aQ XQVXVWaLQabOe debW WR RXWSXW UaWLR. IQ WKe

 fROORZLQg VLPXOaWLRQV, WKe Ne\ SaUaPeWeU ZKRVe YaOXe LV YaULed LV WKe
 LQWeUeVW UaWe. TZR NLQdV Rf YaULaWLRQV aUe cRQVLdeUed: aQ LQcUeaVe LQ WKe

 baVe UaWe (cRUUeVSRQdLQg WR cRQYeQWLRQaO gRYeUQPeQWaO acWLRQ WR cRQWURO

 3 WKLOe WLPe LQ WKLV PRdeO LV cOeaUO\ KLVWRULc (LQ WKaW dWe WLPe SaWK Rf WKe V\VWeP LV
 cUXcLaO), LW LV LQ QR Za\ LQWeQded WR PaWcK acWXaO WLPe. TKe RbMecWLYe Rf WKe PRdeOLQg
 LV WR caSWXUe aVSecWV Rf WKe c\cOLcaO beKaYLRU aQd VWabLOLW\ SURSeUWLeV Rf aQ acWXaO ecRQ-
 RP\, bXW QRW WR accXUaWeO\ TXaQWLf\ WKLV beKaYLRU. OQe Rf WKe OeVVRQV Rf QRQOLQeaU d\-
 QaUQLcV LV WKaW VXcK accXUaWe TXaQWLfLcaWLRQ LV LQ facW LPSRVVLbOe. TKe ePSKaVLV Rf
 PRdeOLQg WKeUefRUe VKLfWV fURP SUedLcWLRQ WR VLPXOaWLRQ.

This content downloaded from 
            130.113.111.210 on Mon, 21 Sep 2020 18:39:58 UTC             

All use subject to https://about.jstor.org/terms



 FINANCE AND ECONOMIC BREAKDOWN 619

 FLgXUe 2 Wage VKaUe aQd ePSOR\PeQW, baVLc GRRdZLQ PRdeO
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 aQ RYeUKeaWed ecRQRP\ XVLQg PRQeWaU\ SROLc\), gLYeQ ]eUR baQN VeQVL-

 WLYLW\ WR WKe debW WR RXWSXW UaWLR; aQd dLffeUeQW OeYeOV Rf baQN VeQVLWLYLW\

 WR WKe debW WR RXWSXW UaWLR, gLYeQ a cRQVWaQW baVe UaWe.

 BaVe UaWe YaULaWLRQV

 SWabLOLW\

 WLWK WKe SaUaPeWeU YaOXeV XVed LQ WKeVe VLPXOaWLRQV, a baVe UaWe Rf OeVV

 WKaQ 4.6 SeUceQW UeVXOWV LQ a V\VWeP ZKLcK, RYeUWLPe, aSSURacKeV a VWabOe

 eTXLOLbULXP. AW WKLV OeYeO Rf WKe UaWe Rf LQWeUeVW, WKe LQWeUeVW Sa\PeQWV
 RccaVLRQed b\ WKe gURZWK LQ debW (ZKLcK UeVXOWV fURP caSLWaOLVWV bRU-

 URZLQg WR fLQaQce LQYeVWPeQW dXULQg bRRPV) gUadXaOO\ aWWeQXaWe WKe

 OeYeO WKe bRRPV UeacK. TKLV UeVXOWV LQ caSLWaOLVW LQYeVWPeQW c\cOLcaOO\
 WaSeULQg dRZQ WR a OeYeO aW ZKLcK WKe UaWLR Rf debW WR RXWSXW VWabLOL]eV.

 CRQVWaQW LQcRPe VKaUeV WKeQ eQVXe fRU WKe WKUee "cOaVVeV" LQ WKe PRdeO-
 ZRUNeUV, caSLWaOLVWV, aQd baQNeUV-aQd WKe V\VWeP WKeUeafWeU gURZV aW a
 VWead\ Sace (Vee fLgXUeV 4-6).
 A SKaVe VSace dLagUaP (fLgXUe 6) ZLWK WKUee dLPeQVLRQV (ZRUNeUV'

 VKaUe Rf RXWSXW, baQNeUV' VKaUe, aQd WKe ePSOR\PeQW UaWe) QRZ UeSOaceV

 WKe ZRUNeUV' LQcRPe/ePSOR\PeQW SKaVe VSace Rf WKe baVLc GRRdZLQ

 V\VWeP. TKe d\QaPLcV Rf WKe abRYe URXWe WR VWabLOLW\ aUe gUaSKLcaOO\

 aSSaUeQW LQ WKe fLgXUe.

 IQVWabLOLW\-ULVLQg debW ZLWK a ZageV bORZRXW: AW a baVe LQWeUeVW UaWe Rf
 4.6 SeUceQW RU abRYe, a dLffeUeQW d\QaPLc ePeUgeV. AQ LQLWLaOO\ ORZ OeYeO
 Rf ZRUNeUV' VKaUe aQd ]eUR baQNeUV' VKaUe OeadV WR KLgK LQYeVWQeQW aQd

 UaSLd gURZWK Rf ePSOR\PeQW. TKe LQYeVWPeQW LV fLQaQced b\ bRUURZLQg,

 UeVXOWLQg LQ a ULVe LQ baQNeUV' VKaUe. TKe LQcUeaVed ePSOR\PeQW eYeQWX-

 aOO\ UeVXOWV LQ VKaUSO\ ULVLQg ZRUNeUV' VKaUe, ZKLcK, cRPLQg RQ WRS Rf a

 ULVe LQ baQNeUV' VKaUe, UedXceV SURfLW aQd UeVXOWV LQ a faOO-Rff LQ LQYeVW-

 PeQW. TKe UedXced LQYeVWPeQW OeadV WR ORZeU ePSOR\PeQW, ZKLcK LQL-

 WLaOO\ WePSeUV aQd WKeQ UeYeUVeV WKe LQcUeaVe LQ ZRUNeUV' VKaUe. IQ WKe

 eaUO\ VWage Rf WKe c\cOe, SURfLWV WKeQ e[ceed LQYeVWPeQW, UeVXOWLQg LQ

 VRPe baQN debW beLQg UeSaLd aQd KeQce a faOOLQg baQNeUV' VKaUe. TKe
 decOLQe LQ baQNeUV' aQd ZRUNeUV' VKaUe UeVWRUeV caSLWaOLVW SURfLWV, bXW
 VLQce baQN debW KaV QRW beeQ cRPSOeWeO\ UeSaLd, WKe c\cOe LV QRW aV

 e[WUePe ZKeQ LW Qe[W UeSeaWV.

 HRZeYeU, UaWKeU WKaQ WKe c\cOe beLQg daPSed aZa\, WKe KLgKeU UaWe Rf
 LQWeUeVW OeadV WR WKe fRQQaWLRQ Rf a Zage-ePSOR\PeQW YRUWe[, ZKeUe

 baQNeUV' VKaUe cRQWLQXeV WR gURZ UaWKeU WKaQ UeacKLQg a SOaWeaX. FURP

This content downloaded from 
            130.113.111.210 on Mon, 21 Sep 2020 18:39:58 UTC             

All use subject to https://about.jstor.org/terms



 FINANCE AND ECONOMIC BREAKDOWN 621
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 FLgXUe 6 IQcRPe aQd ePSOR\PeQW VWabLOLW\ aW ORZ LQWeUeVW

 EPSOR\PeQW 0.95/L \

 0.01 /aa0
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 e
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 WageV 0.9
 0.95

 WKLV SRLQW RQ, WKe ULVe LQ baQNeUV' VKaUe caXVeV a faOO LQ LQYeVWPeQW,
 OeadLQg WR a dURS LQ ePSOR\PeQW aQd KeQce a (VOLgKWO\ VKaUSeU) faOO LQ

 ZRUNeUV' VKaUe. TKLV caXVeV aQ LQcUeaVe LQ SURfLWV aQd KeQce LQYeVWPeQW,
 OeadLQg WR fXUWKeU debW aQd a ULVe LQ baQNeUV' VKaUe agaLQ. RaWKeU WKaQ
 aWWeQXaWLQg, WKe c\cOeV QRZ becRPe PRUe LQWeQVe, ZLWK WKe VWURQg faOO LQ

 ZRUNeUV' VKaUe caXVLQg a bLg gURZWK LQ SURfLWV, a cRPPeQVXUaWeO\ OaUgeU
 VXUge LQ LQYeVWPeQW (gLYeQ WKe QRQOLQeaU LQYeVWPeQW fXQcWLRQ), a fXUWKeU
 LQcUeaVe LQ debW, WKeQ WKe LQcUeaVe LQ ZRUNeUV' VKaUe dXe WR LQcUeaVed
 ePSOR\PeQW (aQd WKe QRQOLQeaU Zage cKaQge fXQcWLRQ), aQd a UeQeZaO
 Rf WKe c\cOe aW a KLgKeU SLWcK. EYeQWXaOO\ WKe bRRP LV VR e[WUePe WKaW WKe
 e[WUa debW LQcXUUed UeVXOWV LQ SURfLWV faOOLQg aQd UePaLQLQg beORZ ]eUR,
 gLYeQ WKe OeYeO Rf debW WKaW KaV beeQ accXPXOaWed. TKe V\VWeP WKeQ
 cROOaSVeV WRZaUd ]eUR ePSOR\PeQW, ZageV, aQd SURfLWV, ZLWK baQNeUV'
 VKaUe VSLUaOLQg eYeU XSZaUd. IW LV QRZ LQ a debW-LQdXced bUeaNdRZQ,
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 FLgXUe 7 IQVWabLOLW\ aW "KLgK" LQWeUeVW
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 fURP ZKLcK-ZLWKRXW a cKaQge LQ WKe UXOeV, VXcK aV a debW PRUaWRULXP-
 LW caQQRW eVcaSe (fLgXUeV 7 aQd 8).

 DebW VeQVLWLYLW\ YaULaWLRQV

 AW a ORZ OeYeO Rf VeQVLWLYLW\ WR debW aQd a baVe UaWe WKaW Rf LWVeOf OeadV WR

 VWabLOLW\, a YaULabOe LQWeUeVW UaWe caXVeV WKe PRdeO WR VWabLOL]e UaSLdO\.

 HLgKeU OeYeOV Rf debW VeQVLWLYLW\ Oead WR a TXLWe dLffeUeQW fRUP Rf

 bUeaNdRZQ WKaQ UeVXOWV fURP LQcUeaVeV LQ WKe baVe UaWe (fLgXUeV 9 aQd
 10). WKeUeaV a KLgK baVe UaWe Rf LQWeUeVW VeW LQ WUaLQ fRUceV WKaW Oed WR aQ

 e[WUePe LQYeVWPeQW bRRP, fROORZed b\ aQ e[WUePe ZageV bORZRXW aQd

 WKeQ a cROOaSVe, WKe cROOaSVe ZLWK KLgK debW VeQVLWLYLW\ LV SUecLSLWaWed b\

 a YeU\ ORZ Ne\ LQYeVWPeQW "bRRP" aQd RQO\ a WePSRUaU\ UeYeUVaO Rf a
 VecXOaU WUeQd WR a faOOLQg ZageV VKaUe.
 TKe faOOLQg ZRUNeUV' VKaUe VXVWaLQV SURfLWV aW a OeYeO aW ZKLcK WKe e[ceVV

 Rf LQYeVWPeQW RYeU SURfLWV caXVeV WKe debW WR RXWSXW UaWLR WR ULVe RYeU
 WLPe. TKLV OeadV WR a ULVLQg UaWe Rf LQWeUeVW aQd a ULVLQg baQNeUV VKaUe Rf

 RXWSXW, ZKRVe daPSeQLQg effecWV RQ caSLWaOLVW LQYeVWPeQW aUe, fRU VRPe

 WLPe, baOaQced b\ WKe faOOLQg ZRUNeUV' VKaUe. AQ LQcUeaVe LQ WKe Sace Rf

 decOLQe LQ ZRUNeUV' VKaUe SURYLdeV aQ addLWLRQaO bRRVW WR SURfLWV, KeQce
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 FLgXUe 8 IQVWabLOLW\ aW "KLgK" LQWeUeVW

 EPSOR\PQ
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 Wage SKaUe 0 .

 caXVLQg a PLQRU LQYeVWPeQW bRRP (ZKLcK caXVeV a PLQRU bRRVW WR

 ePSOR\PeQW aQd PRPeQWaULO\ cKecNV WKe faOO LQ WKe ZRUNeUV' VKaUe Rf

 RXWSXW). TKe cRPbLQaWLRQ Rf a PRPeQWaU\ SaXVe LQ WKe faOO Rf ZRUNeUV'
 VKaUe Rf RXWSXW ZLWK aQ LQYeVWPeQW-LQdXced ULVe LQ WKe gURZWK Rf WKe debW

 UaWLR aQd aQ acceOeUaWLRQ Rf WKe UaWe Rf gURZWK Rf WKe UaWe Rf LQWeUeVW, OeadV

 WR WKe UaWe Rf gURZWK Rf baQNeUV VKaUe e[ceedLQg WKe UaWe Rf decOLQe Rf

 ZRUNeUV VKaUe. TKe UeVLdXaO, WKe UaWe Rf SURfLW, dURSV beORZ ]eUR aQd WKe
 PRdeO bUeaNV dRZQ.

 TKe SKaVe dLagUaP VKRZV WKe PRUe PXWed d\QaPLcV Rf WKLV V\VWeP
 (fLgXUe 10). TKe LQLWLaO beKaYLRU LV VLPLOaU WR WKe KLgK baVe UaWe caVe;

 KRZeYeU, WKe dXaO fRUce Rf WKe ULVe LQ WKe debW UaWLR (ZKLcK LWVeOf dULYeV WKe

 LQWeUeVW UaWe KLgKeU) aQd WKe ULVLQg LQWeUeVW UaWe, UeVXOWV LQ a gUeaWeU UaWe Rf
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 FLgXUe 9 DebW VeQVLWLYLW\ dULYeQ cULVLV

 1

 0.9 -

 0.8

 0.7

 0.6

 0 50 100 150 200

 PeULRdV

 acceOeUaWLRQ Rf baQNeUV' VKaUe, ZLWK OLWWOe YaULaWLRQ LQ WKe c\cOLcaO
 beKaYLRU Rf ZageV aQd ePSOR\PeQW. EYeQWXaOO\, WKe LQWeUeVW Sa\abOe
 RQ RXWVWaQdLQg debW e[ceedV WKe SURfLWV Rf caSLWaOLVWV, OeadLQg WR ]eUR
 LQYeVWPeQW aQd a fLQaO cROOaSVe Rf ZageV, ePSOR\PeQW, aQd RXWSXW.

 MLQNVLaQ gRYeUQPeQW: VWabLOL]LQg aQ XQVWabOe ecRQRP\

 FURP a MLQVNLaQ SeUVSecWLYe, WKe eVVeQWLaO UROe Rf gRYeUQPeQW LV WR
 VWabLOL]e WKe ecRQRP\ b\ (a) SUeYeQWLQg caSLWaOLVW e[SecWaWLRQV fURP
 gRLQg LQWR eXSKRULa dXULQg bRRPV, aQd (b) bRRVWLQg caVK fORZV WR eQabOe

 caSLWaOLVWV WR UeSa\ debWV dXULQg VOXPSV. TKLV QRWLRQ Rf gRYeUQPeQW caQ

 be LQWURdXced ZLWK WZR fXUWKeU QRQOLQeaU fXQcWLRQV, RQe UeOaWLQg WKe UaWe
 Rf cKaQge Rf gRYeUQPeQW VSeQdLQg WR XQePSOR\PeQW, WKe RWKeU UeOaWLQg

 WKe UaWe Rf cKaQge Rf Wa[aWLRQ (Rf caSLWaOLVWV RQO\) WR WKe OeYeO Rf SURfLWS. 4

 TKLV e[WeQVLRQ WR WKe PRdeO UeTXLUeV VRPe UedefLQLWLRQV, aV ZeOO aV
 VeYeUaO QeZ eTXaWLRQV:

 7W = 1 -P = GURVV SURfLW WeUP UeYeUWV WR LWV SUebaQNLQg fRUP;

 4 TKe VaPe fXQcWLRQaO fRUP LV XVed aV befRUe, ZLWK LM,N,O aQd P,Q,R,S, UeVSecWLYeO\,
 WaNLQg WKe SOace Rf a, b, c, dLQ WKe UeaO Zage cKaQge fXQcWLRQ. IQ WKeVe VLPXOaWLRQV, L=

 0.05,M = O.2,N =4, 1 =0.05,P =0.0 175, Q =0.83, R =5,S =0.039.
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 FLgXUe 10 DebW VeQVLWLYLW\ cULVLV

 EPSOR\PeQW R0; 9

 BaQN SKaUe

 0.2 07

 0. 5aaaaaa.

 WageV 09a

 0aaaaaaaaaaaaaaaaa

 QN= 1--W + g [ dN = PURfLW QeW Rf gRYeUQPeQW aQd LQWeUeVW Sa\-
 PeQWV LV WKe baVLV fRU caSLWaOLVW LQYeVWPeQW
 decLVLRQV;

 ddW =g O1 - 7)[ Y = TKe UaWe Rf cKaQge Rf gRYeUQPeQW VSeQdLQg LV
 a fXQcWLRQ Rf XQePSOR\PeQW;

 dT W (LW) [ Y = TKe UaWe Rf cKaQge Rf Wa[aWLRQ LV a fXQcWLRQ Rf

 WKe UaWe Rf SURfLW.

 TKe LPSacW Rf gRYeUQPeQW debW RQ WKe UaWe Rf gURZWK Rf RYeUaOO debW LV

 LQVWUXcWLYe: LW dReV QRW aOWeU WKe e[SUeVVLRQ, bXW LQVWead "CUedLVWULbXWeV"

 debW beWZeeQ SULYaWe aQd SXbOLc VecWRUV:
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 FLgXUe 11 GRYeUQPeQW beKaYLRUaO fXQcWLRQV

 GRYeUQPeQW VSeQdLQg cKaQge Ta[ cKaQge
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 dD dDN dD
 dW dW dW
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 PULYaWe LQYeVWPeQW decLVLRQV, KRZeYeU, aUe QRZ baVed RQ VLgQLfLcaQWO\

 aWWeQXaWed SURfLWV aQd ORVVeV, VR WKaW WKe WLPe SaWK Rf WKe VLPXOaWLRQ LV

 VLgQLfLcaQWO\ dLffeUeQW.
 TKe fLQaO V\VWeP cRQVLVWV Rf VL[ dLffeUeQWLaO eTXaWLRQV: WKe RULgLQaO
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 eTXaWLRQV fRU ePSOR\PeQW aQd ZRUNeUV' VKaUe Rf RXWSXW (ZLWK WKe

 LQYeVWPeQW fXQcWLRQ QRZ deSeQdLQg XSRQ QeW SURfLW), SOXV QeZ eTXaWLRQV

 fRU WKe UaWeV Rf cKaQge Rf gRYeUQPeQW VSeQdLQg, Wa[aWLRQ, gRYeUQPeQW,

 aQd caSLWaOLVW debW (ZKLcK KaV UeSOaced baQNeUV' VKaUe Rf RXWSXW aV a

 deWeUPLQaQW Rf QeW SURfLWV):

 dW dW \ g - N) - g [ Y \- TKe UaWe Rf cKaQge Rf

 gRYePPeQW VSeQLQg aV a SURSRUWLRQ Rf
 RXWSXW;

 dW dW WcLWY = -X- = TKe UaWe Rf cKaQge Rf
 '[aWLRQ aV a SURSRUWLRQ Rf RXWSXW;

 ddN= dDN\ = U[dN+(Y-dN)[ L-YM (7- W+g) =TKe
 dW dW cLY = K

 UaWe Rf cKaQge Rf caSLWaOLVW debW;

 dW Y d[ U V + (g-W) =TKeUaWeRf dW dW cgacfQefR]

 a cK aQge Rf gRY eaQPeQW debW.

 TKe gRYeUQPeQW VecWRU SOa\V WKe UROe Rf a cRXQWeUc\cOLcaO VWabLOL]eU WR

 WKe SURfLW-dULYeQ LQYeVWPeQW beKaYLRU Rf caSLWaOLVWV. WKeQ faOOLQg

 ZRUNeU aQd/RU baQNeU VKaUeV caXVe SURfLW WR aSSURacK OeYeOV WKaW SUe-
 YLRXVO\ LQdXced "eXSKRULc" OeYeOV Rf LQYeVWPeQW, UaSLdO\ ULVLQg Wa[aWLRQ

 aQd UaSLdO\ faOOLQg gRYeUQPeQW e[SeQdLWXUe UedXce QeW SURfLW; ZKeQ

 ULVLQg ZRUNeU aQd/RU baQNeU VKaUeV LQdXce aQ LQYeVWPeQW VOXPS, dLPLQ-

 LVKed Wa[aWLRQ aQd LQcUeaVed gRYeUQPeQW e[SeQdLWXUe bRRVW caSLWaOLVW

 QeW LQcRPe, eQabOLQg debWV WR be VeUYLced.

 GRYeUQPeQW LQWeUYeQWLRQ gUeaWO\ dLPLQLVKeV WKe SRVVLbLOLW\ Rf cRP-

 SOeWe bUeaNdRZQ, bXW LW dReV QRW eOLPLQaWe c\cOeV. IQVWead, WKe V\VWeP

 dLVSOa\V aSSaUeQWO\ UaQdRP, LUUegXOaU c\cOeV (fLgXUe 12).

 TKe ecRQRPLc LQWeUSUeWaWLRQ Rf WKLV aSSaUeQWO\ bL]aUUe beKaYLRU LV WKaW
 WKe RbMecWLYeV Rf WKe YaULRXV ecRQRPLc acWRUV aUe QRW cRQVLVWeQW. IQ

 SaUWLcXOaU, LQ WKLV VLPXOaWLRQ, WKe gRYeUQPeQW VSeQdLQg fXQcWLRQ (ZKLcK
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 LV dLUecWed aW aOOeYLaWLQg XQePSOR\PeQW) dReV QRW KaYe WKe VaPe VWabOe

 SRLQW aV WKe Wa[aWLRQ fXQcWLRQ (ZKLcK LV dLUecWed aW SUeYeQWLQg e[ceVVLYe
 LQYeVWPeQW OeYeOV). TKe SURdXcW Rf cRXQWeUc\cOLcaO beKaYLRU-Wa[eV

 ULVLQg aQd VXbVLdLeV faOOLQg ZKeQ SURfLWV (aQd KeQce LQYeVWPeQW) aUe

 ULVLQg, YLce YeUVa ZKeQ ePSOR\PeQW LV faOOLQg-LV c\cOLcaO VWabLOLW\, aV

 WKe V\VWeP SaVVeV eQdOeVVO\ aQd eYeU PRUe UegXOaUO\ fURP QeaU WKe

 ePSOR\PeQW WR QeaU WKe LQYeVWPeQW WaUgeW. TKe WUXO\ cRXQWeUc\cOLcaO

 RSeUaWLRQ beKaYLRU Rf WKe gRYeUQPeQW VecWRU caQ be VeeQ LQ WKe SXb-
 OLc/SULYaWe VecWRU SORWV LQ fLgXUe 13.

 FURP WKe SeUVSecWLYe Rf cKaRWLc d\QaPLcV, WKe LQWURdXcWLRQ Rf a gRY-

 eUQPeQW VecWRU cRQYeUWV WKe V\VWeP fURP a WKUee-dLPeQVLRQaO V\VWeP-

 ZKLcK Kad a VWabOe fL[ed SRLQW aWWUacWRU RQO\ ZKLOe WKe LQWeUeVW UaWe ZaV

 beORZ WKe cULWLcaO OeYeO, aQd ZKLcK abRYe WKLV OeYeO, QeceVVaULO\ SUR-

 gUeVVed WRZaUd bUeaNdRZQ-WR a VL[-dLPeQVLRQaO V\VWeP. TKLV LQWUR-

 dXceV WKe OLNeOLKRRd Rf cRPSOe[ aWWUacWRU beKaYLRU, ZLWK LQWeUacWLRQV Ze

 caQ QR ORQgeU YLVXaOL]e (VLQce Ze caQ RQO\ "Vee" WKUee dLPeQVLRQV)
 caXVLQg a SKaVe SORW WR PRYe fURP RQe RUbLW aURXQd aQ aSSaUeQW

 eTXLOLbULXP SRLQW WR aQRWKeU dLVWLQcW RUbLW, aQd WKeQ bacN agaLQ. SXV-

 WaLQed LUUegXOaU c\cOLcaO beKaYLRU LV WKeUefRUe, VRPeZKaW SaUadR[LcaOO\,

 a SURbabOe cRQVeTXeQce Rf VXcceVVfXO VWabLOL]aWLRQ SROLc\. HRZeYeU, aV

 LV cUXcLaO fURP WKe SRLQW Rf YLeZ Rf WKe fLQaQcLaO LQVWabLOLW\ K\SRWKeVLV,

 WKLV SUeYeQWed a debW-LQdXced bUeaNdRZQ aW OeYeOV Rf WKe UaWe Rf LQWeUeVW

 WKaW SUeYLRXVO\ caXVed a bUeaNdRZQ (fLgXUe 14).

 TKe fLQaO RXWcRPe, fRU a ZLde UaQge Rf LQWeUeVW UaWeV aQd LQLWLaO

 cRQdLWLRQV, ZaV a c\cOLcaO aWWUacWRU (Vee LRUeQ], 1993, S. 35) beWZeeQ
 Zage VKaUe aQd ePSOR\PeQW. UQOLNe WKe ULgLd WZR-dLPeQVLRQaO OLPLW

 c\cOe Rf WKe baVLc GRRdZLQ PRdeO, WKLV LV LQ facW WKe cRQVeTXeQce Rf a

 cRPSOe[ baOaQce beWZeeQ WKe RSSRVLQg fRUceV XQdeUO\LQg WKe VLPXOa-
 WLRQ-WKe SURc\cOLcaO beKaYLRU Rf ZRUNeUV aQd caSLWaOLVWV, WKe "PePRU\"

 fXQcWLRQ Rf baQNV aQd ORQg-WeUP debW, aQd WKe WZR-dLPeQVLRQaO cRXQ-

 WeUc\cOLcaO beKaYLRU Rf gRYeUQPeQW (ZLWK Wa[aWLRQ baVed RQ LQcRPe

 VKaUeV, aQd VSeQdLQg baVed RQ ePSOR\PeQW) (fLgXUe 15). TKe caWa-
 VWURSKLc VLPXOaWLRQV Rf WKe SUeYLRXV VecWLRQ caQ be VeeQ, LQ cRQWUaVW, aV

 LQdLcaWLQg WKe beKaYLRU Rf aQ ecRQRP\ OacNLQg WKe cUXcLaO KRPeRVWaWLc
 LQSXW Rf gRYeUQPeQW LQWeUYeQWLRQ.

 AcWXaO gRYeUQPeQW?

 TKe abRYe VLPXOaWLRQV eVWabOLVK WKaW a gRYePPeQW WKaW beKaYeV aV a
 cRXQWeUc\cOLcaO fRUce caQ gUeaWO\ dLPLQLVK WKe SRVVLbLOLW\ WKaW a caSLWaOLVW
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 FLgXUe 13 TKe VWabLOL]LQg effecW Rf cRXQWeUc\cOLcaO SROLc\

 PULYaWe SecWRU

 0.9

 0.8

 30.7

 0.6

 0.5 L LL1
 0.88 0.9 0.92 0.94 0.96 0.98

 PXbOLc SecWRU

 0

 -0.1

 W-0.2

 -0.3

 0.88 0.9 0.92 0.94 0.96 0.98

 EPSOR\PeQW

 ecRQRP\ ZLWK VRSKLVWLcaWed fLQaQce ZLOO e[SeULeQce a deSUeVVLRQ. HRZ-
 eYeU, acWXaO gRYeUQPeQWV dR QRW QeceVVaULO\ beKaYe LQ WKLV faVKLRQ: RYeU

 WKe OaVW WKLUW\ \eaUV, WeVWeUQ gRYeUQPeQWV KaYe adRSWed SROLcLeV aQWL-
 WKeWLcaO WR WKe cRXQWeUc\cOLcaO UROe WKe\ OaUgeO\ fROORZed LQ WKe 1950V

 aQd 1960V. IQ SaUWLcXOaU, WKe\ KaYe OeVVeQed WKe SURgUeVVLYeQeVV Rf
 LQcRPe Wa[ VcaOeV, VR WKaW LQ cRQWUaVW WR WKe PRdeO e[SORUed abRYe, WKe
 UaWe Rf cKaQge Rf WKe Wa[ UaWe WR LQcRPe [(d/dW) (T/Y)] LV URXgKO\ ]eUR.
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 FLgXUe 14 CRPSOe[LW\ ZLWK gRYeUQPeQW, bXW QR bUeaNdRZQ

 EPSOR\PeQ

 e .aaaaa09

 B

 a 0
 Q

 a

 WKLOe dLVcUeWLRQaU\ VSeQdLQg KaV aOVR beeQ UedXced, WKe e[LVWeQce Rf

 VRcLaO VecXULW;\ V\VWePV KaV PeaQW WKaW WKeUe LV VWLOO a SRVLWLYe UeOaWLRQ
 beWZeeQ WKe OeYeO Rf XQePSOR\PeQW aQd WKe UaWe Rf cKaQge Rf WKe
 gRYeUQPeQW VSeQdLQg WR RXWSXW UaWLR.

 SSace dReV QRW aOORZ WKeVe LVVXeV WR be fXOO\ e[SORUed LQ WKLV SaSeU.
 BXW LW dReV aSSeaU WKaW VXcK a fRUP Rf LQWeUYeQWLRQ ZRXOd QRW aWWeQXaWe

 WKe LQYeVWPeQW beKaYLRU Rf caSLWaOLVWV, ZLWK WKe cRQVeTXeQce WKaW bRRPV

 ZRXOd be aV PaUNed aV LQ WKe QRQgRYePQPeQW VLPXOaWLRQ. DebW-LQdXced
 bUeaNdRZQV ZRXOd WKXV VWLOO RccXU. IQLcUeaVed gRYeUQPeQW VSeQdLQg
 dXULQg VOXPSV ZRXOd eQabOe UecRYeU\ LQ WKe afWeUPaWK WR OeVVeU bRRPV;
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 FLgXUe 15 C\cOLcaO VWabLOLW\ ZLWK gRYeUQPeQW

 OWR 100

 0.9-L -

 0.8

 0.7

 0.6 -

 0.5

 0.8 0.85 0.9 0.95

 150 WR 200

 0.64
 0.6

 0.58
 0.56-

 0.564-- - I7 - , -

 0.52-
 0.5

 0.94 0.95 0.96 0.97 0.98 0.99

 100 WR 150

 0.94 0.95 0.96 0.97 0.98 0.99

 200 WR 250

 0.94 0.95 0.96 0.97 0.98 0.99

 250 WR 300

 0.64-

 0.62 -
 0.6 -

 0.58
 0.56
 0.54
 0.52 -
 0.5

 0.94 0.95 0.96 0.97 0.98 0.99

 300 WR 350

 0.64
 0.62-
 0.6

 0.58- C -
 0.56 -
 0.54
 0.52
 0.5

 0.94 0.95 0.96 0.97 0.98 0.99

 EPSOR\PeQW

 OaUgeU bRRPV, KRZeYeU, cRXOd UeVXOW LQ WKe UaWe Rf gURZWK Rf accXPXOaWed
 SULYaWe debW e[ceedLQg QeW SURfLWV fRU VRPe WLPe, WKXV OeadLQg WR a
 SURORQged VOXPS. IW aOVR aSSeaUV SURbabOe WKaW a gRYeUQPeQW beKaYLQg
 LQ WKLV faVKLRQ ZRXOd RYeU WLPe accXPXOaWe a defLcLW, UaWKeU WKaQ WKe
 VXUSOXV accXPXOaWed LQ WKe abRYe MLQVNLaQ VLPXOaWLRQV.

 CRQcOXVLRQ

 MLQVN\'V aPbLWLRQ LQ cRQVWUXcWLQg WKe fLQaQcLaO LQVWabLOLW\ K\SRWKeVLV
 ZaV WR bXLOd a WKeRU\ WKaW "PaNeV gUeaW deSUeVVLRQV RQe Rf WKe SRVVLbOe
 VWaWeV LQ ZKLcK RXU W\Se Rf caSLWaOLVW ecRQRP\ caQ fLQd LWVeOf' (MLQVN\,
 1982, S. [L). HLV SXUSRVe ZaV WR fLQd "aQ aSW ecRQRPLc WKeRU\ fRU RXU
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 ecRQRP\" (S. 68), VLQce LW ZaV a PaQLfeVW facW WKaW caSLWaOLVW ecRQRPLeV

 SeULRdLcaOO\ fLQd WKePVeOYeV LQ VXcK a VWaWe.

 TKLV YeU\ VLPSOLfLed PRdeO Rf a caSLWaOLVW ecRQRP\ ZLWK fLQaQce, ZKLcK

 KaV beeQ cRQVWUXcWed YLa "VW\OL]ed facW" e[WeQVLRQV WR GRRdZLQ'V gURZWK

 c\cOe PRdeO, LV abOe WR dePRQVWUaWe WKLV Ne\ SUedLcWLRQ Rf MLQVN\'V

 K\SRWKeVLV. UVLQg SOaXVLbOe YaOXeV fRU UeaO LQWeUeVW UaWeV, caSLWaOLVW

 e[SecWaWLRQV Rf SURfLW dXULQg bRRPV caQ Oead WKeP WR LQcXU PRUe debW

 WKaQ WKe V\VWeP LV caSabOe Rf fLQaQcLQg. TKe bUeaNdRZQ WKaW RccXUV LV

 aQaORgRXV WR a debW-LQdXced deSUeVVLRQ LQ aQ acWXaO ecRQRP\. WKeQ

 VXcK aQ eYeQW RccXUV, WKe PRdeO LQdLcaWeV a fRUeYeU-LQcUeaVLQg OeYeO Rf

 caSLWaOLVW LQdebWedQeVV. IQ WKe UeaO ZRUOd, KRZeYeU, WKe V\VWeP cRQWLQXeV

 bXW ZLWK VRPe fRUP Rf bUeaNdRZQ: VRPe caSLWaOLVWV gR baQNUXSW, PaQ\

 OeQdeUV ZULWe Rff bad debWV aQd VXffeU caSLWaO ORVVeV.

 TKe WZR W\SeV Rf bUeaNdRZQ fROORZ SaWKV SUedLcWed b\ MLQVN\. IQ WKe

 KLgK baVe UaWe caVe, bRRPV, ZKLcK ZeUe XQSURbOePaWLc eaUO\ LQ WKe

 VLPXOaWLRQ, becRPe deVWabLOL]LQg OaWeU becaXVe Rf WKe LQcUeaVed debW WR

 RXWSXW UaWLRV WKaW deYeORS RYeU WLPe. TKLV cRUUeVSRQdV ZLWK MLQVN\'V
 SUedLcWLRQV Rf a VecXOaU WUeQd WRZaUd ULVLQg debW WR eTXLW\ UaWLRV aV WKe

 PePRU\ Rf WKe SUeYLRXV PaMRU cULVLV UecedeV, ZKLcK PaNeV WKe V\VWeP

 PRUe fUagLOe.

 IQ WKe KLgK debW VeQVLWLYLW\ caVe, faOOLQg ZRUNeUV' VKaUe aQd ULVLQg

 baQNeUV VKaUe (aW a VOLgKWO\ VORZeU UaWe) Oead WR a PLQRU VSecXOaWLYe bRRP
 ZKLcK, RccXUULQg aW a WLPe Rf gUeaWO\ LQcUeaVed debW, OeadV WR a UXQaZa\

 bORZRXW LQ debW. IQ effecW, a ULVe LQ LQcRPe LQeTXaOLW\ (beWZeeQ ZRUNeUV

 aQd caSLWaOLVWV) OeadV WR a SeULRd Rf LQVWabLOLW\ aQd WKeQ cROOaSVe, a

 cRQceSW e[SORUed LQ MLQVN\ (1986).
 IQ bRWK caVeV, a ORQg SeULRd Rf aSSaUeQW VWabLOLW\ LV LQ facW LOOXVRU\, aQd

 WKe cULVLV, ZKeQ LW KLWV, LV VXddeQ-RccXUULQg WRR TXLcNO\ WR be UeYeUVLbOe

 b\ cKaQgeV WR dLVcUeWLRQaU\ SROLc\ aW WKe WLPe. AV LV eYLdeQW fURP WKe
 SKaVe dLagUaPV, WKe cRQYeQWLRQaO SROLc\ UeVSRQVe Rf gRYeUQPeQWV WR aQ

 RYeUKeaWed ecRQRP\-LQcUeaVLQg WKe LQWeUeVW UaWe ZLWK WKe LQWeQWLRQ Rf

 daPSeQLQg LQYeVWPeQW aQd WKXV WePSeULQg WKe bRRP-acWV QRW RQO\
 XSRQ WKe LQceQWLYe WR LQYeVW, bXW aOVR XSRQ WKe OeYeO Rf RXWVWaQdLQg debW.

 If WKLV OeYeO LV aOUead\ KLgK, WKeQ LQcUeaVLQg WKe LQWeUeVW UaWe Pa\ WXUQ

 bRRP LQWR cULVLV. TKe VXbVeTXeQW aWWePSW WR UeYLYe WKe ecRQRP\ b\

 UedXcLQg LQWeUeVW UaWeV-aQd WKXV VWLPXOaWLQg LQYeVWPeQW, accRUdLQg WR
 IS-LM aQaO\VLV--aPRXQWV WR WU\LQg WR fRUce WKe ecRQRP\ bacN dRZQ

 LQWR WKe VWabOe VecWLRQ Rf WKe YRUWe[, ZKeQ LW KaV aOUead\ SaVVed LQWR LWV

 caWaVWURSKLc UegLRQ. HRZeYeU, WKe ceQWULSeWaO fRUceV WKaW e[LVW LQ WKaW
 UegLRQ-WKe ZeLgKW Rf accXPXOaWed debW XSRQ a deSUeVVed ecRQRP\-
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 aUe VR gUeaW WKaW aQ\ gRYeUQPeQW acWLRQ aW WKaW WLPe Pa\ be WRR OLWWOe,

 WRR OaWe. TKLV ePSKaVL]eV WKe eVVeQWLaO SROLc\ PeVVage Rf WKe fLQaQcLaO

 LQVWabLOLW\ K\SRWKeVLV, WKaW Ze VKRXOd aYRLd cULVeV LQ WKe fLUVW SOace, b\

 deYeORSLQg aQd PaLQWaLQLQg LQVWLWXWLRQV aQd SROLcLeV WKaW eQfRUce "a
 'gRRd fLQaQcLaO VRcLeW\' LQ ZKLcK WKe WeQdeQc\ b\ bXVLQeVVeV aQd baQN-

 eUV WR eQgage LQ VSecXOaWLYe fLQaQce LV cRQVWUaLQed" (MLQVN\, 1982, S.

 69). TKeVe LQVWLWXWLRQaO aUUaQgePeQWV LQcOXde cORVe aQd dLVcUeWLRQaU\
 VXSeUYLVLRQ Rf fLQaQcLaO LQVWLWXWLRQV aQd fLQaQcLaO aUUaQgePeQWV, aQd a

 bLaV WRZaUd LQcRPe eTXLW\ UaWKeU WKaQ LQeTXaOLW\.
 TKe LPSRUWaQce Rf gRYeUQPeQW LV ePSKaVL]ed b\ WKe UeVXOWV Rf LQcRU-

 SRUaWLQg a VW\OL]ed gRYeUQPeQW LQWR WKe PRdeO: LWV LQWeUYeQWLRQV cRQYeUW

 VLWXaWLRQV WKaW SUeYLRXVO\ Oed WR bUeaNdRZQ LQWR RQeV WKaW geQeUaWe

 LUUegXOaU c\cOeV, Rf a NLQd UePLQLVceQW Rf WKRVe e[SeULeQced dXULQg WKe

 ORQg SRVWZaU bRRP. TKeVe VLPXOaWLRQV SURYLde VWURQg VXSSRUW fRU
 MLQVN\'V SURSRVLWLRQ WKaW WKe LQVWLWXWLRQaO aUUaQgePeQWV LQVWLWXWed LQ WKe

 afWeUPaWK Rf WKe GUeaW DeSUeVVLRQ "ZRUNed," VLQce WKRXgK c\cOeV Rc-

 cXUUed, bUeaNdRZQ dLd QRW. TKe RbMecWLYe Rf VWabLOL]aWLRQ SROLc\ ZaV QRW
 WR aYRLd c\cOeV-ZKLcK aUe eQdePLc WR aQ\ cRPSOe[ V\VWeP-bXW WR

 SUeYeQW WKe SRVVLbLOLW\ Rf ecRQRPLc cROOaSVe. TKeUe aUe, KRZeYeU, VeYeUe
 dRXbWV aV WR ZKeWKeU WKe NLQd Rf gRYeUQPeQW WKaW KaV beeQ cRQVWUXcWed

 RYeU WKe OaVW WKLUW\ \eaUV LV a VXffLcLeQWO\ SRZeUfXO RU baOaQced VWabLOL]eU

 WR caSLWaOLVW LQYeVWPeQW beKaYLRU.
 FURP WKe SeUVSecWLYe Rf ecRQRPLc WKeRU\ aQd SROLc\, WKLV YLVLRQ Rf a

 caSLWaOLVW ecRQRP\ ZLWK fLQaQce UeTXLUeV XV WR gR be\RQd WKaW KabLW Rf
 PLQd WKaW Ke\QeV deVcULbed VR ZeOO, WKe e[ceVVLYe UeOLaQce RQ WKe

 (VWabOe) UeceQW SaVW aV a gXLde WR WKe fXWXUe. TKe cKaRWLc d\QaPLcV
 e[SORUed LQ WKLV SaSeU VKRXOd ZaUQ XV agaLQVW acceSWLQg a SeULRd Rf
 UeOaWLYe WUaQTXLOLW\ LQ a caSLWaOLVW ecRQRP\ aV aQ\WKLQg RWKeU WKaQ a OXOO
 befRUe WKe VWRUP.
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