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AN ESSAY ON THE FORMATION AND DYHAMICS

CEF THE

MARKETED SURPLUS AND PRICE OF FOODGRAINS

INTRODUCTION AND FLAN OF THE WCRK

Scope and objec ves of the thesis

The thesis is baaically a methodological exploration of the

Mald wa have ~rllad tha +4 and A - m F o atad

A Tak W T W AL LR R LA kel VA e~ uwnmis -~

_ins.y The object ia besically to develop &

ice of £

framevark of thought, developing alongside the tools, concepte and
methods necessary for the purpose. 1In deoing this we keep entirely
to the bamic structure of the field as we see it, which is defined in
reference to a few bare elementary facts pertaining to cur general

context of reference -~ the rest is simply sbstracted from., OQur whole

v One peint of spbstance comerning the field is to be mentioned
right here. The very comcept of warketed surplus is meaningfully
defined only in the context of the agriculture of an upderdeveloped
gcountry (like ours, sa.y}, applying epecifically to ite subsisterce
grog, which iz what we mean by the term "foodgrains® all through.

So the axbject is unferstood only in thie background., In the thesis
we will sometimes call attenmtion to thise by the phrase "owr goeneral
context of reference® or gome such expression. Whether the
reference in a particulsr oontext 1s to the country as a whole or ita
agriculture or that part of the agriculture which is dewvoted to
rajging the subslstence crop ia to be read from the context itself.
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approach ia thus strictly gnalytical from the bsginning. The
mothodology 18 explored within boundariss that we curselves sot for
the purpose, mot across all boundaries.

Next we have to state that cur wethodslogical exploration

is in some zense an exploration of the g -- we vipw
cur subject from an essentially olassical standpoint all through.

Having said this, we mast point out that our fleld never came Within
the substantive domein of comcern of the classical economists, Our

exploration of the classical methodology is therefore across their
own fleld and there has to be a great deal of adaptation about this.
How this comes abeut has to be left to the thesis itself.

Let wa now give a broad outline of how we proceed, Our
starting point in the theala 18 a completsly fresh view of the
formation of marketed surplue in the litersture that we come acrosa
in | unpublished Fh.D, thesias recertly sybmitted in our Institute o
the structure and imter-relationa of the land, labour, credit and
produst markets of Scuth E{;amra..y We gimply take thias over and
develop it into a genersl framework for the subject within which our
whole analytical programme on the formation of marketed surplus.gets.

defined. | The matier le intrefixed in the sectlion'belew, and then

Indiﬂ,n S't-u.ti &rticu.l Inmmte, 1981.



worked out in details in Chaptere 1 - 3 defining Part 1 of the thesis,
on marketed Wpluﬂ.y Thie ip done entirely on our own without
further reference to the thesis mentioned, This is because we felt
it neceasury a2 part of the theels to give a more or leas
comprehensive review of ddeas on the formation of marketed smurplus in
the literature, and the relevant parts of the thesis then automatically
coms a8 the end point of this review (dppendix 2). Bo, cur whole
Makding' from it ia also clearly set out there, malding sarlier
reforences unnecessary,

Our work in Fart II, on price, rests on s different footing.
Lpe starting point for it is simply the Amplications of the mode of
formation of marketed surplus started out with for that of the price of
foodgraing, This comes in as s completely fresh point in the
literature and serves to set apart our approach to the problem from
8ll the rest, There are, however, alsc gther starting poinmbs for tho
subject (price-formation) where we are closer to the literature.
However, the difference in approsch remalns, and the points, or idsas,

are in the end only similar, an? not the same,

74 Howevar, there is alsc an appendix at the ond of the thesia where
we take up certain matters relating to marketed surplua left out of
Part I, This will be clarified through the section below,
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A3 gpecific sourcea or location of these jdeas we will cite
the relevant writings of Kaleckl, Robinson and Batwell, and iﬂcks.y
This defines our &pecific background in the literature {in the sense
jugt clarified) so far a3 Part II of the thesis is concerned,  Again,
we give a review of thia at the ond {ippendix 3} where the whols
ttalking! 18 clarified. Hers we juast put the matter in a perspective.

The writings just referred to cover between themselves the
basie contert of what we may call modern price thecry. The main
focua of this is 9n industrial pricing. It is therefore only the
periphery of comcern of modern price theory that we start from. 4
certain delivking from the main methodologleal concerns of this
theory is thus automatically suggested, leaving us to pursue our goals
on Dur own,

Iet us snd the introduction by acknowledging a debt to a
.M. thesis under preparation in cur Institute for t+ “inols,

comeepts and methods® that come into this pllrﬂli‘b-y 43 stated in

&/ M. Kalocki, ™Costs and Prices”, Chapter 4 in Selected Eggays on
the Dypamics of the Capitalist Sconomy 1933-1970; Joan Robinson and

John Eatwell, 4n Introduction 1;% Modern Economica (Chapter 5, Bock 2);
J.R. Hicka, Qg@l_a)._r_gmg Chapter 5); Crisls in Keyneaian

Econgmica (Chapter 1); Elomomic Perspectives (Preface land Survey) ).




its title, the thesis ia s reconstruction of the claselcal framework
of thought, In the course of this the author has put forward a
procise analytical formintdon of the buying and selling of traders,
or the "process of trade" as he calls it, a8 a specific reconstruction
of the notion of circulating eapital in ddsm Smith, the very defining
example of which was the trader's or merchant's capital. This isin
fact the fNret analytical formilation of 4} "procass® that we mest

in the whole literature. The relevance of thia for our purpose is
obvicus, One has aimply talked far too long of the 'key role'! of
traders in foodgraine pricing without maldng any attempt to see what
this means in terms of the process of trade. The wheole of this
therefore aimply remains in the alr. 8Bome attempts at grounding this
have been made here, It 18 only to be mentioned that we have a long
way to go in this from the work of our collesgue, as his terms of
reference included neither price formetion nor foodgraine trade in
particular,

The subject matbter ~ marketed surplus

The very ldea of formation of marketed surplus is a
aygtem-1dea, in the sense that one can meaningfully discuss it only
in the background of an agrarian system as a whole, however broadly
defined., On this we mﬂt‘go by received ideae. There is no gne



gystem ta represent in any meaningful sense so broad and complex a
reality as the Magriculture of an unlerdeveloped country like ours,

syl., at this point we Just agree that the reality may be broadly

covered by three dstinct 'systema'. We have in mind the aystem of

peadant proorietorship, the lamdlord-tenant system of asriculture, and

capitalist Parming. Iet us get off the ground by considering the

formation of zarketed surplus in these three systems.

The 'peasant! in the gygtem of peassnt proprietorship, at

least in its pure form, 13 a gmall peasant, whose famlly labour
suffices to cultivate his own plot of lamd. Paraphraeing 4dam Smith,
wa can Say that in this system the whole produce from this plot
belongs to him; he has reither jandlord nor master to share with him.
If he then has something of the produce to sell, he gualifies as a

'producer’ of focdgraing in the economy, and the amount sold represents

his parketed surplus. The marketed surplus is formed in this case,
we can sy, directly sub of production, being simply the productioy

Tmplicitly or
oxplicitly, this 1a the comcept one meets in the literature under the
term Pnarketed ﬂu:r'-pll:us“.gfr

& One unfortunate ipplication of this has been that as an annlytical
digeipline tha subject of harketed surplus hae become part of consumer
behaviour theory, See the mext footnote in this cornecticn, 4lso,
Aypendix 1, pp. 3R5-326.



Lt ue now turn to the Jandlord-tenant system. Herc agzin,
{n its pure form, the tenant ie a ppgll cultivator cwltivating his
plot with bis own family lsbour. The produce here is shared between
lardlord and tenant. let us be clear that this is in fact the case
in our gereral context of referemce -- the rent is obtained by the
landlord by and large directly in the prodyet, and not in momey. It
is ¢lear that an overwhelming part of this ‘rent-in-produci- as ve may
call it 1z s0ld or marketed by the landlord. Turning to the othar
sglde, we will simply eay that the same forvee that call this gysten
into existence also generally 8ee to it that rent 1s et at a level
that leaves the tenante with hardly any 'surplus' to sell. The
marketed surplue out of the whole produce in this czae la, f.hemfare '

for all practical purposes the Japdlord's marketed surpluas, or

cayketed syrplus out of rent.

This cbviously ia a very distinet mode of formation of the
marketed surplus which we may sucseamively formulate as follews., The
first formulation is that the prcduce is in this case firgt
distrituted betweun the perties concerned (landlord and tenant), and

then a parketed surplus 1s formed out of the 'distribution of

produce', Nothing is gbated in this about who selle what, or in
other waorda, the specific asource of marketed sarplue iz left in the
open. This ie cloeed in the second formilation, This takes off

by seeing the rent as the 'surplus' extracted out of sgriculture by

[



the landlard, 8o that the remt-in-produce becomes 3 swrplus-in-produce.
The marketed surplus is then oblained simply as the parketed part of the -
Jsurnlual -~ a 'marketed' surplus i this sense. This is a different
cencept altogether from what one meets in the conventional wiew.

Let ua now pass on to capitalist farming., We may cut the
atary short here and just assert the valility of both the formulations
just glwven for this case tco. This resta on the fact that the 'wage!
in our gemeral context of reference 1is again a wage paid directly in
the product, or wage—in-groduce as we may call it in parallel to the
rent—-form.  Hemce, even though the capitalist farmer by definition

‘prodfuces for the market!, a seeming denlal of the very notion of
marketed surplus -- the 'produstion ia still subject to the prior
structure of wage payment in the produot, anld this reinstatea the
notion in just the form asserted.

We are now ready to draw a 1ine for the purpose of our
thesis, We begin by aloply collapsing all the systems together,
congldering variations and all, Within thia, we first
dlatinguish the surplus class -- landlords and capitalist farmers
in gsome variant or other. Thelr marksted surplus is one categary,



indeed one comcept altngetner, as already clariﬁed.y They are alao
a priori the major scurcs of marketed surpdus in the total. On the

cther side wa have the mavketed aurplus fror gutaide the Burplus elaas,

We call this demarcation the bie producer — swell producer demarcation.

The term producer here means almply a sellsr of the product, or mors
rrecisely, & first seller, slnce the trader 1s also a seller, and we

do make a digtinction between the trader and the producer,

The 1ine we draw in the thesis is that in Part I we simply

They are brought back
in Part II, when we go over to study the formetion of price, but the
forpation of & wAarketed surplus with them is Hecussed by us only at
the end in an appendix already referred to. The justification is as

followa,

g One aespect or implication of this 18 to be clearly pointed out
here. Technically, it remsins necessary to take accournt of the
landlord's or capitalist farmer's own consumption of foodgraine to
arrive at his Tmarketed awrplus!. That 1s alsc the end of it.

It does not simply come into any meaningful discussion of the
matketed surplus, and the subject ia thus teken cut of the folds of
consuper behavicur theory even as an analytlenl daizline.

While ft is not nocessary to elabormte upon thia any fluther, for
future reference we mention that we simply trest the landlord's or
capitaliet farmer's own consumption of foolgrains ae a pure

a priori datum all through, It remains st a level of satiation
through all relevant variations and that again is the end of the
matter,
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As already stated, the morketed saplus of the sarplua clasa
a priori accounts for the major part of the total marketed aurplus.
This slready justifies an initdal abstrsction from the remainder or
realiel as 8 first approximation. Let ua however be more purposive.
Above; we have already taken,; we believe, a fresh view of this BJ.‘E&—E/
and started our "methodological sxplorations® on it, It is only in
oriler that we follow this through to whatever goals we can set in the
thesis, free from the unnecessary obligation of having to pay heed 1o
this 'other' warketed surplua all through. This explains the a priori
scope et for Part T of the thesls, 4a regarde the "other' marketed
garplug, the main thing to be stated 13 that we have little to add on
our own to what one already has cn its formation in the litex-ahm.y
Yo merely attempt some systemstdsatdion of this in a priorl terms.
Thia 48 a Hifferent crler of problem compared to the reast of the

thesis, and ia best sep ted oub to an appendix.

& Following, to repent, the Ph.D. thesis of K. Nagaral,

¥/ This does not mean that this 'other! marketed surplus fits in
with what one may a priorl identify as the domain of the 'system of
peasant proprietoranip?, considered in ite due variations in the
ectuallty, However, we need nobt pursue these polnts here. Iet ua
just mention that the fother'! marketed surplns alséo includes the
marketed surplus from the other ald® of the tWwo other systems,
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Lot us now proceed to glve an cutlice of owr work in Fart I,
We have to bepin with a disclaiper,; taldng & 1ittle time to moke it.
We have called cur subject the formation and dymarics of marketed
girplus. The formation 418 already broadly coversd, and consists in
egsernce of the formation of a produs Jus within sgriculture, part
of which 1s then converted into money by the marketel surpius, This

regte on the wage and rerxt being in the prodece and not in money, in the

samse of their doginan
is nothing invariant about these forms —- they get transforwed with the
tranaformation of the system as a whole. Steted slightly &ifferently,
thess are tranaitional elewents and eo, we have to add, ia the very
notlon of 'marketel surplus' ¢ there is no room for it under the rules
of full=-fledged commodity production. The whole mode of formation of
marketed sirplus must by definition underge fundamental gqual)itative
changes through this tranaition, This is the fundamental problem in

ihe dymamics gf marketed surplupg that ope ie logically led to starting

from the view of its 'formation' taken in this theais. We however make
no attempts at analysing this problem, This is the disclaimer.

The reason for thie is that we see no way of analyging the
problem exvept on a historieal plane, and this 1ies beyond the scope of
cur theais, Methodologically, the 'history! aimply gets frozen in the
dominant forms of wage and rent we start with., These are trested as
invariant coordinates of the system enabling us to pose problems of

/ -{‘\;E,TiLw

lll‘}rg
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forma. 4s this very expresalon siggests, there -
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dymamies in 2 purely amalytienl Acmse, within the glven structure. Bwen
here, we do not carry cut any systematic exploration of the field but
gsimply take up a few problems more or less ai ranlom, meant baslcally tc
bring cut tho analytical significence of the mode of formation of
marketed surplus in reference to cortain 'changea! and illustrato the
metbodology called forth, AL this point we will only say that the

changed come under twe very Jiffercnt noticns — the 'gocd' and 'bad!
ange

years of agriculture {Chapter 2) anl the capitalist levelopment of

agriculture (Chapter 3). Stated differently, these are the only two

sources of the 'dymamics of marketed surplus’ that we discuss in the

thesis. The precise contents are gpelit out through the two chapters,
Bafore beginning on these problems we spend a good deal of

time in setting up the proper accounting framework for our agrarian

system {(Chapter 1), This is the besic tool of analysie for uur
purpose, ind it is arognd this that the whole methodology takes its
shape. We have thervfore taken a good deal of time on comceptual
clarifications in this chapter, the significance of some of which are
raanlised only mweh later in the thesis,

Bofore ending thia inmtroduction, let ue return once again to
the 'agrarian gystem! we presume st the bottom of our work and spell
sut a Mttle more of its a priord scope or coverage. At the beglnning
we concelved this asystem ag a mxtabe of three dletinot aygtems, Of
these, the first (the system of peasant propristorahip) goes out of our

roference in Part 1 aa there 18 no room for a 'surplus’ in the proper
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gense in thise system. 48 regarde the other two, we have already talked
of their defining releticna viz,, the lanilord-tenant ruvlation, and the
capltalist farmer-worker relation respectively, These apart; we
congider one more relaticn in the text, viz., the war—lenle
ralation as per the system of consumption Joans., This is considered
part of the landlord-tenant system, nothing outeide it. We alsc allow
some 'direct farming'! by the landiord, thervby doing sway with any

strict separation between . two ays‘bews,‘lg’f

The subject matter contimed - price-formation

The subject of marketed murplus kept us confined so far to
agrieviture; +that of the price of foodgrains brings us out into the
ecomony et large. This offers us a wvantage point to view our subjuoct
as n whole, Lot us begln with this.

Tet us begin from the gonsumption of foolmmains in cur ecornomy;

ant dwvide it between conmumtion within agrdes

and gonsumetion
outgide agrdodture. The econcept of marketed anrplus is often

1o/ fowgrer, tho line between landicrd! and ‘eapitalist farmer!
remaing basically intect through thia, The explamstion is beat set cut
in terms of the relationships of the gwnership and the cperations] holding
of the two. For the landlord, the former 18 always larger than the
latter, but for the capitalist furmer, the cperatioma]l holding can only
be larger and not smaller than the owmership holding by the very motive
of taccumistion! {B@mlsian beyond the 1imits set by the ownerahip
holding, by lessing in of land},
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imlisitly equated to the latter, but the equation itsslf is naver
explained, Obvigualy, defining the marketed surplus to be the marketel
sur-lus cut of agricuwiture sianly turns the equation imts 2 tautolowy,
and expladns nothing, “here the “market" in the marketed surplus comes
in ig left entirely in the open. If we now begin from the molde of
formition of marketed awprplus aa just described, then we do come back to
the equation in a broad scnae, with thise gap fi1led in, i.8., in 2
Tigorous conceptusl manner. Thia is the fundamentul integration
betwesn the two parts of our subject, formstion of marketed surplus and
formation of price. Let ue go over the argument.

We haove seen the marketed surplus to be formed fundamentallyr
out of the distribution of produce (foxigraina) within agrieulturc as
dafined by its rolations of produection or the agrarian relations, 4

momont's refloeetion showa that the same distribution ajse distpibutes the

product for its conmymtion smong =1l thpose coming

Hotionally, we can equate this popudation with the emtire agricultwral
Dopemnvmvee  she market does not simply come into this, It comes in enly

to distribute the

chiet for its consumelion outgide apriculiure - it

comes in basically betwsen agriculture and non-agriculturs, and not
within agriculture. This is cur rdgorous jﬁstifiea‘tion of the
Yoquatdon® gtarted with. Having done thig, let us astate cloarly that
it is not the eguation a8 axh but the argumont leading up to 1t that

ia of Teal consequence for our purpose, Let ua now follow through thig
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consequerce, Let us talk of the digtribution within agricuiture
explicitly in terms of wage, rent and prﬂfit.1y Our furdamental

point is that the forces associnted with these variables have all worked
themselves cut simply in the guantum of merketed surplus or supply, they
do ot reappear as gomponents of & supply price, which is simply to say

Stated slightly differently, we do not have any cost of production to
be Poovered® by the price, This must mean & radical departure in the
mode of price-formaticn of foodgrains from that of all 'products! as
thought of in economic theory. To repeat, though the factors behind
the formation started with remain the same (wage, rent, profit, or the
distributive variables), they operate very differemtly in the two cases,
requiring one to thirk afresh over the whole mode of our price formation,
Thie ie the integration between the two parts of our subject.

Let us now proceed to take o positive view of the formation of our.priee.
Twoy fartors come in st omce, Shaping the whole 'view!, i,e., the

mework for this purpess, The first is simply that the market in

vur case means substantialiy the traders -~ it is they who distribute

% PProfit" is here understood simply as the product surplus of the
capitalist farmer,

12/ In theory, it is posaible to re-invent the notlon of a supply
price arguing from the end of 'consumption'! instesad of 'production',
which 18 precisely the text-bock approach to the analysie of marketed
surplus, We have already distanced curselves from thie approash, So,
we do not consider this line of reasoning, In othar words, we ainply
keep to the point just made in the text,
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the product to *ccnamers‘.ﬁ/ Gongumers by definition are at the pure
receiving end of this process, btoying the product at 3 price that is
given to them, while Tproducers', though not 2o pas;aive ; Temain
sesentially in the backeground, The wheole management of demand, which
irn scme sense ia ths essencs of tha whole procasa of pricing in cur c¢ase
fooe the next point), is dome by tradera. This explains their "key
roleM in the formation of price memtisned at the very outset of the
thesisg.

Our second point is siwply that the output in our case is

obtained ornly in successive harvests coming cut of an anmal ciele of

production, %/ dependent critically upon the courss of weatber, and

therefore subject to rather wide fluctustion throush the yeara,

13/ UCongumera®, to be in the clear, are the firel buyers of food-

graing, just as 1ts Woroducers® are the first sellers. The
agricultural popudation does not come into the first set,

4/ Thie does not mean that there is just gne harveat in a year.
’Hiltiple eropping' too comes put of an anmial cymls of production.
Thia ~luifed, we shall nevertheless gasume throughout that there is
only one harvest of foodgrains in our agriculture in a year, in the
background of our analysis. This is just a convenient mlmplification
which puts tidings in a proper focus without taking away anything
ggsential of the reality of agricultural production as it actually is
in ocur general context of reference, Having mnde this assumplion,
we can now set up our a priori calender or time frame of reference in
s rigoroua fashion by almply locating the harvest at the 'beginningt
of each Sxcessive ysar., I.e.; the yoar iz understood to be the
harvest—-to-harvest year, including the former and excluding the
l&tter-
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Dopand, on the sther hand, is not_only contimuous, and continuously
stisfied in time, but 18 slac 1dahle to rise or change quite
glemd ficantly tﬁrmu@ a yoar., Hemee the aigniﬂcan&e of demand
mnagement in the pricing of our product,

Let us now take Bome Btops towards building up a framowork
of analysie on the basis of these two points. The firet etep from
either point is purely formal. The ver, pressnce of traders requires

na o Hatinemish bhetwesn o eve T TR s + . pa.
R LG A atingml g DeTwesnl 0 .

We may call these gimply the wholesals (or primsry) and retail (or
secondary). Similarly, the voery fact of an anmal harvest of food-
graing requires us to see the formatlion of cur price in respact of a
year as a°whole, which ia to say that it iﬂ the formstion of tho entire
gquraé or timepeth of cur price through a yeer that we have to adopt as
the basic @rit of our study. This in fact is the fundamental

methodologieal propogition that we have for the whole subject.

Let us now proceed on. Let us begin with the peint that the
Ivpagy paucw of foodgraine ie the price 33 z whole; what the wholesale
price does ia simply to divide it betwoon one part going to producers
that 15 the vholeamle price itself, and one part going to Lpaders, which
is the sc—oalled treding margin., We are thus led back to the forces
- of datribution within the pricing iteelf, though over a quite different

popuiation {traders and producera).
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S0 far as the Pwhole" prise is comcerned, we baye nothing
t; 2dd hors to what is already atated above — consupers are purely
passlve elemonta in the process, producers remain in the background,
and the central rele is therefure plaved by traders, ILet us now come
to the Pormation of the wholgsale price. Crapting fully the element
of competition on both zldea of the market, we simply see no
aiterrative to viewing the formation of this price in an essentielly
bargainine framework. This 13 because, in the shaerce of any pricr
base in the cost of production, the wholesale price must be formed
relative to the retai] price, which automsidcally sets a ‘total' to be
dvided betwesn the two., The actual lewvel of the wholesale price
relative to the retail must then by definmition depend wupon the
rejative harpaining gtrengths in the broad, gereral senase of the term.
'Competition' is already sccommodated in thie framework through the
relaﬂpn that tﬁe higher the degree of compe tion on elther aside, the
woaker 1s its bargzining strength.

3o much is of s purely definitional status. Let us now
coms to see the actusl forces of bar&irﬂ.gg at work as they may be.
This brings us to the structure of the market in the senss of ite
'parties’, On the producer side, we already have the *structure!
defined by the glass of big produycers and the glasa of smsll prodycers
vhem we now fee as playing very different rolee in the varket, We
ghall simply veplicate this step on the trader =ide, dletdnguishing
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gharply between the Toles of blg traders and smgll tradere. There is
nothing 4o defend about this, We simply recognise a fact, albeit in
a highly schamtic form.

We can say right away that the foreos of bergainming in the
proper sanse are defincd only through big traders and big producers.
Spall traders and smal) producers de not have any bargaining strength
a8 such and remain as purely peaesive elements in the r-rket exactly
1ike consumors in the retail market, However, their presence does
make a fundamental gualitative difference in the market, not only by
the element of Tcompetition'! it inmtrodures, restraining the bargaining
strengths of the respective Tbige', but also as a buffer between them.
i direct confrontation between big tradere and big producers is
therefore avoided to a certain extent, which is completely in line with
thelr own interest. It is also to be rermembered in this comtext that
big producers and big traders act individuslly, not =8 a group.

For all these reasons, 1t 1s in order that we think of their
'role' In the market in somewhat broader terme than bargsining as such,
We shall slmply suppose that a big trader/producer has a general

objectlve of combrol over the murket ns a whole to whick he Egggga,-ly
respecting a similar objective for otheras. We will not go right now

into the means for sttalnins this chjective,

15/ The "mrket as a whole" means here the market at both lovels,
retall and wheolesale, for the trader, and only the wholesale market
for the producer.



Thie is the strict individualistic view cutting scruss the
parket. When we put these together, we seo the sawe forcea aa those
of bargaining aperating on the two giles of the market., In particular,
it is granted 211 through that big traders and hig producera are aware
of the truc nature of the wholesle price as a bargaianing variable,
whick 13 what mokes thely chicctive of szarket control a meaningful ore.
Thus, *mrket contrul® and * bargaining® remain basically as gonceptual
transforms of one ancther snabling us to go from the level of the
markat a3 g whole to that of its big parties, and vice versa, in a way
that we feel is free of any question-begging., When we talk of the
market as a whols, we talk of the forces of bargaining in it; when we
talk of a big trader or producer individually, we talk of his object of
market control.

Let us now return to cur bagic Muonit" of study, the timepath
of price over a year. In the background, we have the possibility of

a significant rige in cemand throush s year. It ia clear that this

vary unit provides a rigorous framing to the question of the effect of
this change upon the price. Lt us now turn our attention to ancther
factor in the background mentioned earlier, viz,, the fluctuation of
harvast through the years, and see this as source of change in price,
Un the face of it, it mway appear that the change necessarily
tekas ug cquteide our "umit?, This however ila not oo, & year, as we

reckon it, not only begine in a harvest, it also ends in the next
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harvest. Though the latter does not fall within the yonr,
expectations are alrzady formned sbout it thoough the year, which in
turn enters as one of the factors shaping the timepath of price over
- pelevant parts in the yoer, We see this most ¢learly in the

speculative movement (rise) in prace preceding a poor hervest, which

mist & priori be counted as a component of this timepath,  Our “unit®

thus makes room for the change in price asr~ciated with the fluctusticn
of harvest, Though this is not the complete thange, it ia the one
which, from an analyticel viewpoint, is the really interesting 'change!
in the subject.

We have now underacored the methodological significance of
our snalytical framework (l.e,, aimply of the ®unit" proposed)} in

reference to ghances in the conditjons of both demand and

the faco of it, it may appear that if we abstract from both of thesechanges
and therefore from both the price wovemente in a year pginted oub

abgve, then we are left with a congtant price through the year. This,
howsver, 1s not the case. The price of foodgrains in cur general

context of reference i8 typdeally subject to ap upward movement throusd
g whole year, repesting itself through the years. This is the

so-called geasonal mwovement in the price, Ponding clarification of
thie term, we point out that, by its very regularity (self-vepetition),
the seasonal movement must have its causs in the purely structural

tors in the formation of cur price, Change in demand through a



year and the prospect of a poor harvest at the end of it ara, cm the
ather hnm. purely conjunctural facters in this formation, dependent
upon particular events., Chvisualy we mist begin our gtuly with the
structural factors, and then come to the conjuretural factors which
by definition mist play on a ground already shaped by the structural
factors. This sets out cur basic methodology for the astudy, which is
simply a follow-up of the methods 1ogical zignificance innate to the
Manit®™ proposed.

Lat u3 now turn to clarification of the term "seascnal
moverert in the price of foodgrains,® This movement a8 such is
already broadly outlined. The elarification therefore pertains
slmply to the term "season® that appears in it. Twe prior
clarifications are mecessary before we begin on thia. First, though
the term under referemce is very commonly used, 1t precise meaning is
nowhare clearly set out, This we have tn do on our own, with the
obJective simply of clarifying the 'structure! within which our price
gets Loumed.  This necessarily implies a great desl of aimplification,
or stylisation, of the relatively complex empirical domain we enter
with the term, The second prior claﬁﬁcatioﬁ is this. Tet us begin
with the two terme, foodgrains merket and foodgrains price. We have
2 palrwiee association of cur two terms, Mseasor® and " seasonal
movement® with this pair. Let us now remomber that we also have a

two-lavel break-up of the firet pair into the wholesale (or primary)
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an? retail {or secondary). We now polnt out that the seasomal movement
in price as we have slready desoribed 1t is defined for the price ath both
levels. But the seazons of the foodgrains market are Teally those of
its primary or wholesals lemsl. The corcept regaing undefined if ore
iocks at only the retail mgket. We are thus already aware of the
1irdta of pure terminological asscciation.

Lot us now begin, Stated slmply, we have two digtinct seasons

of this market, first, a short, post~harvest Tbusy! scason of the market

and then a Jong *8lack' or ‘lean' season covering the rest of the year,

The movement in price apart, there sppear iwo fyndamenta] characterigtics

of these two soasona, OUne, small produycers by and laree sell their wholo
marketed surplus within the busy season, sc that the market is left only

to big producers over its whole 8lack Beason, Twe, there ia o signifcapt

concentration of tho total snnual turnover of the morket within its buay

sgason or, ln other werds, there is a significarnt drop in the rate of

turnover 48 we pass from the ousy Ssason of the market to its aslack Beason.

PR ST

= Just to fix a poticnal order of mamituie, we may take the 'buay
season' to last for 6-8 weeks, and account for 40R-60F of the total anmusl
turnover of the wholesale market. (3ee, .., D.8. Tyagi, Farmere'
Response to derdeultyral Prices dn India, pp. 44-45; Uma Lele, Foodgrain
Marketing in Intia, pp. 121-128; X, Subbarao, Rise Mapketing System and
Compd sory Lovieg in dndhrs Pradegh, p. 35). We note in the pasaing in
thia context that because we assume hig producers to be the major source
of marketed surplus, the two characteristics of the busy season together
lmply that they too must sell a sizeable fraction of their marketed surplus
in i*. Thus if we take blg producera to account for 80% of the total
marketed surplus, then the propartion of their busy season sale to anmal
mle, {.c., marketed surplus, works out to the rangs 258-508 for the
figures clted.




We may call these respectively the funismental gualitative and
quantitative aspects (or characteristics) of the notion of "seasone” in
our eontext. Thie completes cur statement of this notion.

We have now reached the fimal stage of our introduction., At
the very beginning we stressed the neceseity of sesing the farmation of
our price through the process of trade. In the theeie, we shall put
in 8 good deal of effort into this, which lies at the wery centre of our
whols treatment of the subject of our price formation. At this point,
we just collect together some points from the diascussion sbove to set

out the ent oo 8 o process of trade -- or its busaic

"structlire® —- in our case, which we must later tie up with whatever
properties of the process we may derive from a priori primeiples, i.e,,
its Pamalytical formalation® as stated at the outset.

Let ue start from an a priori time-view of ®demen®” ani
"eupply” in our case, Let ue in fact start from the more bzsic lewvel

of the production and ccopnsumption of foodgrains. Proluction is defined

by the annup] harvest; while consumption is eimply gontdmacous in time.
More precisely, we can say that the consumption of foodgrains is
intrinsically wniform throueh the year; there is no "ssasonality® to it.
Iet us now pass on to spply and demand,

Viewed in time, we have the aupply coming out of the harvest
at the beginning of a year, and then getting distributed over the year,
The troad timpe-pattern of this distribution is already stated under what
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we just called the guantitative aspect of the notion of Yeeasons" of our
mriet  Indoed; we can Bay in an a priorl sense that this aspect
deacribes in the first place the time-distribution of marketed surplus,
or the time-pattern of supply, tc which traders merely adjust their time-
pattern nf purchase, defining in the end an observed characteristic of
the turnover between them. Thie already gives us the salient featurc
of the - »ocesa of trade on ite buying =ide in our case.

iet us now turn to the selling side of the process, The
firet point to be stated is simply that we do not have any dalz on this
gide parallel to the buying sids, So we can orly mke surmises. This
is a matter that engages us at quite some length in the body of the
thegis, At this point we merely specify what appears to be the only
& priori bernchmark for the gueastion of the selling pattern of traders
through a year. For this we mimply go back to the uniformity of
condurption and extend it suecessively to the Ydemand® by consuwmers and
the "sate" by traders. The bonchmsrk, or norm, then is simply that
traders sell wniforzly through the yoar. 48 just steted, the actual
selling pattern of tradere is left in the open, It is however clear
that there cannot really be arbitrary deviations of the mctual pattern
from the bencheoark just defined, for traders after all can sell only
arcording to demand.

This brings us to the final point about the structure of the

process of trade in our case, which ie gimply a summing up of the patterns
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discuased above, This is given by the tradera! tigepath of stock-
holding through o yesr, what we may also call the timepath of the trading
ghock. It is clear that there is first a steop ascent in thia path to
a peak loeated roughly at the ond of the busy sesson and then a gradual
descent ower the rest of the year to a cloming stock at the end of the
year, which, under staticnary conditions, is of the same mapgnitude aa
the cpening stock begun with. PFurther, the ratio of the peak stock to
the cloging or opeming stock 1s of a relatively high ﬂrder.aiz‘f Tet us
reiterate that we do not have any data on this. The whole patiern
described ie a Jlopical surmise on our part. However, we treat it
eimply aa ®fact" all through, The loglcal basis of this is already
statad,

We have now set out completely the basic "structure within
which qur price is formed. It may be worthwhile to brisf{ly recall the
salient foatures of thia siructure or what wo may also call 18 basie
structural cheracteristics of our price formation, and see them in =
perspective. Before doing this, let us also recall that we sald at the
b;ginnjng that "we keep entirely to the basic strusture of the field as

wa see it, which is defined in reference to a _few bare clemenmtary facts
pertaining to our general cortext of reference®. This was for the

1/ The ratio lie® in the range 2.5 - 5 under the assumption of
uniforn sale, according to flgures cited in footnote 16.

-
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thesis as a whele, but obviously the Wetructure® for our purposs here
{pr:Lct, forzatirn) is defined in reference to the eame Melementary factd
rentioned in this statement. These are what resppear ma structural
characteristice of cur price formation.

What are these facts or the structural characteristicse? At
the very begimnning, we muist mention thr mode of formation of marketed
sarplus which is simply the besic mechanian of "eupely* in our case.
This is whot we referred to above as the basic Mintegratiom® of the two
parts of our subject, Iet us also note here s npegative fact, 5. to szy,
for the formation of price that this gives rise to, viz., the sbscnge of
any codt-baze to¢ cur price. Techrdeally, this allows us to study the
formation of our price in a completely Yelosed® mpanner within the parket
and therefore by reference to domand and supply in the purely physiecal
8eTae,

The second elepentary faet underlying the formation of sur

price formation is simply the mormal cyele of production at the back of

our whole "supply'. This gives us the basic urdt of cur study, viz.,
the entirc courss or tizepath of our price through a Yyear! going froc
one harvest to the pext, This is the same as saying that we must study
the formation of our price in a clear anmual freme of reference all
thromgh. This Beta tho combext for another elementary fact uwnderlying
tha formstion of our price, which is glmply the bresk up of a year inte

distinet Wecasond in our market.



However, this ia to procced too fagt. Before coming to the
Tramsons” , wo must recollect a tadird independent fact umieriying the
formation of our price, which is simply tiw presencs of an iAdependent
gives of traders who actually distribute the product to ¥consumerd'.
This gives us the two levels of ocur sarket {and price}, the wholesale
agd retail, A= already noted, the seasona are properly defined at the
wholemle level of our market {and then obvioudly have implicationd at
the retail level, to be studied through the theais), With this, a price
stracture (retailAvholemle) gets embedded into the unit of our etudy,
and the aubject itself takes the forw of formation of the timepath of
price at both lewvels through a year, It imneludes the whole interaction
between the price at ita two lewels.

The fourth elementary faet for our purpose 18 then the whole
st of charscteristica associated with the notion of "seamond® of our
parket. This opene out logically into the a _riori characteristica of
the timepath of "demani® and Msupply® through a yesr in our case, which
in turn gives us the salient featurss of the proceass of trads which we
have just gooe over. Let us juat mention that though thess are a1l
part of the "structure® embedding the formation of our price, this does
not mean that we can sipply take them as exogenously glven for our
purpose, In a way our whole purpose 1s simply the explanation of
vertaln elementary "facts" regarding our price, which we have already

-

stated in the form of a general clasaification of the change or movepent



- 29 -

in price through & year, What part of the timepaths of demand and
gupply in cur caﬁ-fﬁ/ can be taken as "given! and what is to be properly
texplained! for this purpose ig simply to be left in the open. The
Wtimete boundary i drawn not in terms of "facts® as such but the
comcoptual framework.

The final set of facts underlying :he formation of our price
consists =mimply of changes in the conditions of demand and supply that

ray a priori take place through a year. Thess come from cuteide and
have roots in the broader frame of reference fur our purposs,
ultimately the very nature of the Yeconomy™ we are comcerned with. The
mature of these chanpe is already pointed out.

We are now to end thils long introduction. e have called
our subject the ¥formation and dymamice® of foudgrains price (in our
goneral context of referonce)., We will ssy that by propoging the
entire timepath of price through & yearT as the basie Munit" for the
price-fermation we at once provide an integratod frape for the aubject
88 & whole. The umit by Scefiniticn includes all changes or movements
in the price taken place through a yenr and the whole Vdynapicd® of
those movements therefore automatically coms within the framework. The

fundamental mothodologiesl step towards this ie slap already taken by

Tﬁ‘f Isat there be any confudion, let us state that the terms
Tdemand® and ®seupply" are wsed here in their original senss of
eongumers’ demand and producers! supply.
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drawing n elear line between the moyvements determined respectively by
the "orrootiral" factora and the "conjunetural® factors in our price-
formation. It 18 Qowever to be clearly stated that all these aovements

together congtitute what mey be c:;lle-i ths ghort—run movement in our

price, Borvespondingly, it is only the "ahorterun dymanicd of the
price that falls within the seope of ocur stuldy. The sc—called long~mun
factors are aimply taken as given, This is precisely what we have just
ampariged under the notion of the "atructurs® underlying the formation
of cur price.

Une final poimb. Ours ia ultimately a purely analytical
congtruction of the formetion and dymamics of our price (a Tuodel™ if
you liks}. It is based on a fow simpls facts {just gone over). 4s
statad at the beginning, the Mrest 1s sipply abstrasctad frow'. We
lay ait {rather carefully, we hope) a "starting point* for ocur abject
and no more. Hopafully, stepa may be taken from thy starting point to
tring in more nnd more facts inte the framowork, Iet us just mention two
important facts which are abeent in cur frazework and which, we feel, are
necessary tu come to some gripe with before one has a proper groundwork
for going inte the empirical domain. Ome is simply the spatial aspect of
ng (and therefore of

"foodgrains trade® as well). The other 1s the role of the state in the
whole formatian of marketed sirplus and price of foodgralna golng from
direct procurement and distribution (or st@te trading) to various more

oorventional wmeana.



Chapter 1

THE ACCOUNTING FRAMEWCHK

Section 1 ¢+ The Baeic Concepts

Any accounting scheme has to take & clear view of things in

tipe. The starting pcinmt of this in our case has to be to see how

produce or product gurplus comes to be

formed within iculbure. Thia is what comcerns ug in this

section; the acheme itself will be set up in the next.

Let us begin by taking both ocur parties, 'landlordas' and
Teapitalist farmers?,in their pure forms. By this we mean pimply that
the !'purplus! in the hande of the former conmistes entirely of the remt of

hig land, and for the latter, of what is Jeft of the cutput or produce of

¢

his 'farm' after the paymint of Hagre.lf Let u8 begin with the latter.

The: putput or produce of the farp under reference we readily
identify with its harvest, which is already clearly located in time, As
regards the paywent of wage, it is best tec start with a view of the work

in time, for which the peayment of wage . Agrieunlbural work or field

cultivation is by defimition n series of opersticns throurh s year, the

v Needless to say, wage and rent are both in the product.
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fruit of which is realised only at the end of the ssquence a3 a whole,
in the harveat, The ingtitutioral arrangementa for the hiring in of
labour ror the sequincs covers a wilde spectrun., It ia hoewewer

unnecessary Cor ua to gover this,  Tharough the whole spectrun we have

the commcn elsment that the farmer has to pay out the waps a8 a Sequegcs

in time, in advance of his realisstion of the frult or end resdt of the

work, l.9., tae _harveat.y It followa that the wage for a harvest is
pald oot cubt of the barvest iteelf but out of the previous harvest. The
harvest literally is therefore the farmer'a, as a whole — only, he has
to pay the wage for the work for the mgxt harvest out of it, This is
how the 'surplus' geta formed in time with him. We note a3 a corgllary
that the ®produce after the payment of wage" therefore means two gquite
& fferent things depending upon whether it 13 the payment 'for' the
harvest or 'out! of it that one has in mind,

Nothing of the sorf Ls generally met with in the case of the
rent of lanu. We may use the worda of Sraffa  (alightly out of

sootext, but this will be straightened out shorbly). and say that the

rent %8 obtaiped ®post-factip® ns a Mahare of the anmua] prndun‘b"y
(i.e., harvest). ‘Time does not come into thla — it 18 the harvest

directly that 1s divided between the two parties. If we have to talk

2 .
4 There 18 in exception to this which we come to later on.
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of 'tind, we have to smy asimply that the divisloning of harvest ie
gontemporansous with the harvest itself, We note that this gives us a
goneral corcept in the field of distribution of produce in agriculture,

which we may osll simply division of harvest. A8 already clsrified,

en rnt there twe comtendir

ivision of harvest

this mesns a
parties as defired by the eystew tp which they belong  This (the
parties") includes 'landlord and tenant! but 1s not confined to that,

Purther instances will be met a8 we go on. 48 far as the landlord-
temant diviaion ie céincerned, we Blmply point out the generality —- it
covera the division under both the so called share—cropping system and
the fixed-rent systenm of temancy. Thus the point made hers again cuts
across institutional arrangements in the finer sensa,

Let ue now return to Sraffs. The context of hia words gusted
wag the treatoent of wage, not rent. He was drawing the dstimetion
between hig way of treating wage which was "pais post—foctum as a share
of the anrmual product® and Mihe classical economists! idea of o wage
"advancel' from capital%. et us straighten this out. First we poimt
out that the classicsl economista! ides regarding rent was inleed that
it was paid "post—factun™ as a share of the harvest fixed in the
absclute (i.e., as per the fixed-rent system). This is self-evidemt
from the accounting of remt met throughout classicsl writings, Thus
gar own treatment of rent is "eclasslenl'. 8o is the treatment of wage
(anl that is the second point of straightening out). The specific

¢laseical word in this context waa the wage fund -- "funisd’, in the
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words of &lam Srdth,  "destinad for the payment of wag;e"'.ék’fr The 1dea is
already imlicit in our discuagion above, We will now make thia
explieit and rigorous, This will also serve 238 our point of exit from
the accounting of the 'surpIuns' to that of 'aatketeld surplus'.

Lot us go back to the capitaligt farmer, We hawve just seon
that the wholu nsrvest of his farm aa it comes cut of the ground is his

own. We can Say in a purely a priori sense that the harvest croates a

fund of the product with him for yse throush the whole open futyre, from

e

2all thia s product fund, or more precisely, prohuct—fund at the

tepinning (bervest-time), The payment of wagw, in the Mrat instance,
can be seen simply 24 cne such -lrewing out, No motion of wage fund is

defined thereby., TFor this, we have to see the farper as separsting oub

a part of his product fynd and keepinz it reserved for payment of wage

This defines the wage fund. The wage is then actually paid from it,
and the notion of product fund recedss to hhe background,

as just stated, this notion servas as cur podnt of oxit to
the accounting of marketed surplua., Before this, let us take up the
Semeptiol! to the general rile stated above, that the payment of wage
inour caso 18 in advance of the reslisation of the end-

reault of the work concerned, The exception 18 that the labour engnrmed
in the harvesting iteelf is pald by and large out of the harvest harvested.

Y dasp Srith, The Wealth of Mations, . 69.
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Thua, in the widely prevelent dally lsboyr systep, the harveeting
worker i generally pald a part of the day’e harvest at the end
of each day. This is thue & case of "divieien of harvest" as we define
this tew:, Assuming this to be the case, the term "wage fund™ has to
o oonceivel as covering the wages of all labour other than the harvesting
labour, This i8 taken as understood all through.

Let us now turn to the aceounting of rketed suwrplus. This
reste on a straight generalisation of the scheme underlying the notion
of wage fund., The generaliestion is thnt we now see the farmer as

separating out not orly m wage fund ut g

of the product at the very beginning, 1.e,, at the time of the harvest

ar the btegimming of & year as we reckon it. Sc we have a8 gomeral

Avision of his product fund at this point into s mumber of specyfic

funds, one for oach wese, from whieh the product is Irmwn ocut throuih

time for the actual use., Sale is one such use, Jdefining the sales fund

of the farmer, This is how the marketed surplus gots accounted for in
the scheme, on par with all obher uses of the pmduct.if

Tet us now moy a feow words mbout the general methodoiogical
gignificarce of the scheme. The acheme ie meant to facilitate o view

of things in time. This mcans many things. The focus here is on the

-4 The general scheme set out above obviously appliss to the landlord
as well. The only difference ia that his product fund 1o defined not
directly by the harvest, but by the conterporanecus "division of harvest?
deéfining his rent, This doee not matter for the scheme under reference.
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futurs 48 scen a% the beginning of each year: Zvislon of the projuct
fund ia notiing et a decigion on alternative future uses of tie product
taken 1t “his point a3 constrained by the fund iteelf., The juestion

ariges a8 to how much of the 'future! (1.a., bow far) comes into thig,

which 13 the swe 18 the question of the Jife span of the gpecific fundls
ints whizsh the preduct fund gete ddvided, It i3 important to

recognise that what 19 referred to here is the Iife span eX ante 22
projected at the time of its very creation. The decision behind it

sy be arbsequently altered or revised in view of circumsbarces, the

reviglon itaelf being defined within the given structure of the moment,
and with this the 1life span ex pogt may bocoms ashorter or longer. The
methodology is to leave the whole of this in the spen. There iga
comprebengive recognition of the passsge of time in this,

Thia is the pure comceptunl frame. Nothing 1s stated in
this about the actual length of time coversd by the 1ife ppans, sx ante
sr ex pogh. These depend upon substantive factors where obvimaly the
iife span ex ante is prior +» the ex post, 48 just mentioned, is a
revigion of this in view of circumstarnes unfolded, 1t is best not o
kold up our development of the accerunting scheme at thie point with
these ismes which we want +to discusas at aome length. The dlscussior

is therofore postponed to the end (Sectdon 3). TiIl then we proceed by

sloply taking for granted a basic propodition ecstablisued there. Stated

Inforually, the proposition ia that ex ante gach year is Jeft to take
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out of ite own hervest. Nothing therefore ie plenmed to be carried over

' a8 'stock! from one year to ancther. However, there may still be an
actual carry-over of smwh stock on account of a revisicn of the original

dpeision or plan at a later date in the year, Stated in the language

just sstatiisned, the proposition 48 that each specific fund has an

ex ante 1ife | f 5 yoar or iess. The life apan ex post is left in

the oper.
We have now reached the point of a complete statemernt of our
accourtting scheme om the basis of this assupption., It 18 best to start

g fresh section for thils.

Bection 2 + The dccounts

The only sources of marketed surplus in our system are the
landlord and the capitalist farmer. Hemnce the accounting framework for
pur purpose bolls down to setting up the product account {ae we may call
it) of each, by which we mean simply a statement of kls spurces and
disposition of the product, which in turn is the same as the formaticn
of a profuct fund and its divisiomdng lotc the specific funds corncermed.
411 the concepts in this are already spelt out. However, one point may
ba gome over agnin before we begin,

Our accounts refer to s given year. Ve have just left open
the posaibility of an actual carry-over of a gtock of the produet from

one year tc the mext. Herce we have two distinet sources for the
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forration of a product fund: one 18 this stock carried over from the
previous year, i.e,, the opeming stock of the produwct; the other is ths
barvest, However, at the sther end, we simply have a division of the
produet fund into so many specifie fumda: there is no room for & closing
Sheek in this simply becouse 1t does not exist in the decislon regarding
product-use taken at the beginning of a year,

Let us now begin on the task. We proceed in the manner of
succeaslve generalisation starting from the "pure forme" of the landlord
ard capitalist farmer, The product accounts for them need only be
writtem down -— they are perfectly seli-evident and do not require any

gpelling gut,

Landlord's account I
Rent of the land + Upenlng stock

Froduet fund of the year

Consumption fund + Saeles fund

Capitalist farmer'a accoyny, I
Harvest of the farm -~ Wages of the harvesting labour
+ Cpening stock
= Protuct fund of the year

= Jeed fund + Wage fund + Consumption fund + Sales fund

Two generalisations immediately follow aa 'mixture' of these
tWo accounts, viz., (1} the undertaking of some 'direct farming' by the
landlord, and (2) the leasing in®f some land by the capitalist farmer.

The gemeralised accounts are aa followa,
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lapdlord’s account T1
Rent of the lan® under tonamcy + (Horvest of the land

under direct farmling - Wages of the harvesting
labour) + Opening stock

= Produet fund of the yeer

= Consumption fund + Sales fund + (Seed fund 4
Wage fund for the direcet farming)

Capitalist farmer's sccount 1T
Harvest of the farm - UWages of the harvesting labour

~ Hent pald for the land lessed in + Opening stock

Produst fund of the ysar

B

Sead funi + Wage fund + Consumption fund + Sales fund

We have only ond more 'generaliasstion' in cur scheme -- the
granting of consumption loans by the Ilandlord. Let us first outlime the
loan aystem, It consists of purely short-term losns in the product taken
ir the closing 'lean' montha of a yevar; and repaid in fyll with the
interest immedintely after the harvest. {(Tims the repayoent of the
loan constitutes a "diviaion of harvest®), Clearly, the loan defines
an alternative use of the product for the landlord, and the roepayment of
the loan ancther source of the produet fund, The statemert of the
product account follows from these consilerations. For elmplicity, we
abstract from direct farming by the landlord in the stetement of these
accomtha,



lendlordts sccourt ITT

Rent of the land + Repayment received on account of the

loan granted in the previous ysar + OUpening stock

Protaet fuand of the year

1l

Consumption fund + ZIoan fund + Sales fund

let ua just take note of the gtationary case in this context,

vhiek we may dafine by 1

Loan granted in a year

I

Loan originally planned for the year, i.e,, the loan fund

I

Loan granted in the previous year

This leads to the following obvlous gimplification of the

apcourt 2

Londlord's agcount III (case of stationary loan)

Rent of thé land + Interest on consumption lna.rlé/

+ Opening stock
= rroduet Punl of the year

= Consumption fund + 3Sales fund

This brings our statement of the product account of our parties,
the landlord a2nd capltalist farmer, te & comglusion. It is possible to

gt up the account for the 'system! as a whole, as relevant for the

—

¢ Lot ua call attentlon to the fast that the interest on conaumption
loans lefines a specific form of the ‘surplus' in the systen.
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secnunting of its marketed surplus, by straightfarward apgragation and
consclilation of these individual accounts, This is & purely formal
step having no substantive gignificance for our purpose and 8o we simply

oodt 1t

Bection 3 + The Stock st the BEnd of s Year

Let us begin by establishing & c¢lesr bemchmark of referenc.

stationnry stote

for oqur purpose,  Suppose our agrisulture were in a

in the striet sense, that is, the harvest 2s well as all the reguirements
of the product within agriculture simply repeat themselves over at
exactly the same level yenr after year, Lot us slso suppose that the
'demand' coming from outside is stationary in this sense. In such a
state, the actual use of the produet every yewr is exactly in balance
with the harvest and hence can be met entirely out of it., We cun g
one Stop further and take it for granted that this ipn fact is eo, i.e.,
the use is met cub of the harvest every year in the state desoribed. In
guch a state then the stock under reference -- the stock carried over
from ome year to tne next -- 1s by definition absunt.

Lot us now step out of thils benchmirk by supposing that the
karvest does not exactly repesct itself over time but s subject to a
randon fluetuation around a "normal' level due to the exogenous factor
of weather, The reguirvements of the proiuct however contirme to be the
sams year after ysar. It 18 clear that these reguiremermts can he

fsatisfied every year only if the excess of the harvest over the



requirepenta of a "good year! is carried over ae stock for being
sctually used in 2 'bad year'. The gereral logic or raticnale of the

carry-over of o Fhook tien becomsd to proyide for the requireronts in

gase of a poor horvedt.

Let us now look inmto this as process. The procsss aans o
begin with & decigion to 9et aside part of the harvest of a ysar for
use next year, By definition the decision is in anticipation of a
poor harvest., 3o the whole procesds begine only as and when a poor
harvest comed to be expected in the first place. This expeciation in
turn can get formed only on the basis of sume initial weather coniitions
which themselves get defined only through the year under referevrnce, not
at its very boginning. ILet us put this as a logical axiom that, at the
time of each harvest, the expoctabion held of the next harvest is that
of a normel harvest. It follows at once from this that a ¢losing stock

of the product is <wmply not erwisaged at this poinh, The whole i-lea

beging to take form along with the sxpectation of a poor harvest
begslring sometime in the midile of 3 year, e note in the pasging
that the harvest expectation becomés mere and gore definits as the year
comed to a ¢leose, 1.e., as the rext harvest is approached in time, and
would in general prove to be quite correct in the end. B0, there would

produst in a bad year, and only in

a bad year. 4 good or normal year is left to take care of 1ltself,

Thia is an impartant asgymmetry.



Let ue now retrace a few steps and note that to say that the
glosing Stotk of a year is not envisaged at the beginning is to 8say the
gme a8 that the product fun? as a whole has a Jifo Boan.ex ante, of &
gear. This egteblishes tho proposition itaken for granted in the
previous section, wiz., that each specific fund has a life span {ex ante)}
of a yeur or less, A5 a corpllary, the fact of a closing stock is

sceounted for by & revision of the original decision lpoorporated in the

divigion of the product fund., The conlitione of thia revislon are now

also establiched under our gereral terma of reference (fluctuations in
the harvest on account of weather).

However, our whole ergament here hne besn in purely a priori
terms without making sny reference to the ‘systemt. It is necessary to
recast the argument in terms of the 'system' with particular reference
to its landlords and eapitaliest farmers before we can properly join up
with the mainline of cur apalysis. ILet us be careful about this.

In the a priori sense, the requiresent {or need) of cur
profuct is slmply the gonsampbion reguirepent and the seed reguirement
{for the next cycle). This is what the term dmplicitly stood for in

the discusaion so far. Within this, we can take 1t for granted that
the seed roegquirement in & year 18 slwaye met frowm ite harvest; so it
does not get into our problem here and we can slmply abstract from it

for the regt. The stock carried over from one year to the next ia then

itentified broadly as consumption stock.
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1 This is the soeinl view, Let us now look at the matter in

terms of the indiviual owner of the profuct. Hie gwp consusption of

xi};,ﬂ profuct then appears as a self-defined use of tho product by him,
mng sther uses, a1l of which are uwltim:tely for the consumption of
others through the appropriate institutiopal charmels (wige—payment,
ale, ... }. Now, far the vast majority of these inpdiwidhials -- the
agricultural masses -- Mproviling for bthe requiresents in the case of a
poor narvest” means providing for thelr own consumption, DBut our own
reference all through 18 not to the masases but to the landlaorda and
capltaligt farmers. Their own confuaption of the proluet in a yoar
secownt s for but a small fraction of their prodluct fund of the year an!
can therefore be takon to come entirely from the harvest concerned,
guod or bad. Providing for thoir own consumption of the product in
case of a poor harvest thus ceases to have any relevarncs in the present
combext, It ie in thelr gther uses of the product that we must find
the 1mtionale of a closing stock, and thia autcmatically dictatus an
approack *s the problem sther than jugt "providing for a bad yeart,
The uppermost factor becomed the gain 4o be made sut of carrying over
& stock to the 'badl year,

Thia gain in the case of the 'use! being gsele is simply
adlomatic. 4 poor harvest means 4 high price thereafter; this is
cortalnly forescen, and the "procesa" we tnlked of at the beginning
becomes simply the procesa of a speculghtive withdrawal of stocks from

wle, 1,0, oyrrent saje. Stated differemtly, the life span of the
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gles funt, which was Indtlclly pul as one year, comes Lo be prolongel
peyond thia unler the expectoation of a puor harvest in the condng.
This explains the mechanism of divergence of the sx post life span of
the fun? from the ex ante.

It remning to conglder the two remaining uses of tho product,

viz,, poypent of wame and gracting conswmtion Jouns. It is hard to

gee what gainsg may be associsted with the carrylng over of a Sock of
the product for payment of wage ir. the mext year. 8o, we may simply
leave this out as well, which is siuply to asssri that the payment of
vage in & year comes out of its own harvest, whatever it be, rather
like the B&Bd.zf

Iet ue now turn to the granting of consumption loans. It is
true that & ba? year i8 a year of high demand for consumption Iosans, but
this does not wmeemn thet the intereet charged is also high. The rate of
interest i8 in fact s long terg parapeter of the systen whioh by
definition remains inveriant under good or bad 11,5;::-1;'9eﬂ;s,g‘"Jr 3o we
ennnot mgascinte any galn with the carry-over of a stock for granting
conBumption loans in the next year ags well. e are left with the sdes
furd a3 the ymigue Ioostion of the cloxing stock of the product in a
year with our parties, It is also by defimition a gpecyiative stock

v Indeed the very fact that the harvesting labour is paid cut of the
harvest itselfl, even a poor harvest, is 'proof' of this proposition which
wve may restats in the langusge established earlier by aaying that the
wage fund hae a life epan leas than a year, ex ante as well as ex post,

-4 The same ig true of paramcters of the rent system.
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keld in expectation of the rise in price following the failure of the
barvest expected. This trigeers off one mcre gquestion.
;
The price next year may be highe-ri’" not orly because the

harvest is poor, but alac because Jemand has risen, The question is

whsthar thia 3lac induces a speculative Stock at the =nd of the year
under reference. Stated glightly &ifferently, the guestion is whether
the cloging stock In a year 18 a speculative stock in the general sense
of the term, or is it specifically a spuxeulative stock defined through
the fluctuation of harvest. Thias is a question that zssumea 2 good
denl of significance in the problenm of our price formation. We simply
take this opportunity of an sarly discusslon, the peint being already
ralsed.

et us begin with a eclear asyrmotry betwsen the two cases.
dnticipation of & poor harvest, and of the rise in price following it is
sgomething well defined in itaelf. But there can be no expectatinn of a
" rise in demnd next year just on ita own — it can orl, be a projectimn
Into the next year of some rise in demand already taken place and
mlerway. 3o, the price rise i3 also underway and projected forward,

through the harvest coming in hetween, The whole uncertainty of the

rarvest comes into this, compounding the orlginal uncertainty about the
rise 1n demand, more precisely the contlmstion of the rise in demand
from this ywar to the next, Let us now transiate this into goeertainty

regarding price which is the relevant factor for speculation,

sl

g/ Hated mathematicnlly, higher'in the smnse of point domination.
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Whor one Say3 that a good or bad harvest 1s known o lower of

paise the price, ome refors only to the qualitative direction of the

povenert in price.  The mammitude of the rise or fall renaina in the

open under A wile range of expoctations. Thig, we #ould say, 18 the
"

elnele blﬂf“BSﬁ ;TEEI“LuiITt}F Q-bﬁh't .bhe__ﬁf‘fﬁ_l :(;:-'f [ 3N s o £ in & yoar as

viewed from time poi=*® in the proceling year,; ag are ralevant for the

procen- wi Spiculation, At the back of this, we ave the polnt that

the gingle mogt dmportant fector affecting the leve]l of price inp o year
is gimply the harvest jtself. Taken together, the two points imply

that in any year the estimation of the level of pricc next year is

dopdnate? by cre glinsle factor towerine abeve ail othera, which is

ginply the estiwate of the harvest cowing in between, This being so,
one 1e left with no basie in the fundagental gqualitative sense for
prejecting the price movement arising cut of rise in deman? throgsh e
hervest, from one year to the oext. Steted slightly ddfferontly.
wvhatever 'movement'! may hove been projected on this basis gets
corpletely swired by the other factor, and loses its identity.

The net upshot for our purpose then is that the speculation brough
aboutt by  the expoctations of rise in demand does not extend beyond a
year — the speculative stock gets uilt up and then liguidated within
the same yuvar sni thus finds no roum in the closing stock of the year.
S0, we see the whole logie or matiomle of the carry-over of a stock of
the product from one year to the moxt by the big producers as bilt

arourdl their expectaticns regarding the price pext year throush the
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barvest sxpectation,  This shock by deflmition then comes intc belng
amly wyler the expsctation of & poor harvest. It is a speculative
swock in this specific sense and not the general sense of tne term.

Let us now put things in 3 perspective.  Above, we have male

an attewpt 2t 2 lomical undergbaniing of the entity of an spening/

elasing stock of the protuet in & year in our context anl showm it to
nave a very specifie character. Thia i3 in marked contrast to
actunting schemes! as gererally met with, where the entity is left as
something puraly self-lefined, without requiring any logical aupport.
dg do not however see how the scheme can become a tool of a 13 on
tds haals -~ hence the whole offert. We alss point out that our
snalysis of the entity here fully justifies our treatment of it in the
sgaounta set up in the previous seetion. o, these accounts are
dmply retained intuct.

Lat us ond by taking a brief forward view of the theais in
respect of the entity under referenc.. e have already stated that it
hecomed Significant in the study of price formetion., This i3 to be
seen.Tg/ ds regmrls our protlems in the "dynamics" of marketed surplus,
wthing essential Seems to be added by the entity Hemce we simply abstract
fiom it in this context, The entity is thorefore going to be met with
only in Part IT of the thesis, not in the remainder of Part I. This is
simply to enable us to focus properly on our problems without unnecessary
cluttering up.

-

1 - .
Y Spocifically in Chapter 7, Section 1, and Chapter 7.



Ehapter 2

DINAMICS ot MARKETRD SURFIUS I 3 THE GOGD AND BAD YRARZ

Seetion Di fferent, Systens of Cuitivation

'Good! and 'bad! yeare of agriculture are synonymous with

ch and poor harvests, which in turn are defined through the yeci-to-
yaar fluctuation in harvest arising out of the vagaries of u-aat;lmr.lx
Our problem in this and the nmext section le simply to trace the
consequences of this fMuctuation for the course of marketed surpius
through the years. The last section will give & somewhat different
turn €5 the whole problem area, which we need not anticipate at this
point,

It is converndent to begln by setting oubt the cormventiocnal
eralysis of our problem as a thecretical benchmark of reference from
wvhick 4o 'Pictance! curselves. In the conventional ehalysis, marketed
sutplud 18 seen to be formed straight cut of prodwtion or cudlput or
harvest through the 'consumer behaviour' of the producer. The
fluctuation in harvest is therafore taken to be transmitted to marketed

surplus entirely through the so called Mimcome effect of consuoer

v Throughout this chapter, the term "harvest fluetuation" is
understood in the above sense, i.s,, a8 Juctustion of harvest arieing
out of the purely em.gencus factor of weather coniiticns,
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behavigur theory, which in the present context can alsoe be called the
[N
fogtput effect®, This i3 a straight year-by-ywar trapsmission according

to the formatas
(1) A =(1-e)An

whera ﬁqt and A H, are respectively the change in marketed surplus
anl change in output (harvest) between years (t) and (t+1) and e is
the producer'a marginal propengity to consume foodgraine (written wmpe
for shart below),

Since we ses the formation of marketed surpius in very
E {ferent terms, the whole analysis of the problem frllows a different
course. Gonsumer behaviowr theory does aot play any role in this as we
have our "producers? (the landlors and capitalist farmers) as already
safisted in their consumpticn of foodgrains, Stated in the conventional
langags, their mpe is set at zero. Going by (1)}, we would be led to
prariict‘;’_\,Qt = _z_‘}_Ht . However, as will be seen below, the resmilt may
ha ingt the ~mroogite, {ﬁ,qt =0, as if the mpe were unity. This
depenis upon how precisely a "surplus' 1s formed in agriculbure, ocut of
¥hich the marketed surplus is formed., We will also see that ths
fuctuation in harvest 13 not mecessarily transmitted to mirketed
surplus on & year-by~year basis —-/\f, may have repercussions on q
beyond the year (t+1)}, requiring one %o distinsuish clearly between the
'Initial effect' and the "total effsct' (in time) of the change in
barvest,
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Let ue now outline the prograrme of work, We have to point
out that the “repercussion beyond a year' just talked of cemes with the
mstitution of consumption leans, which on its own will be 2sen to
define a complete oechaniem fur transmitting the -effect of harvest
fiwtuations on marketed surplus. We shall take this up in Section 2.
pelov. 1o this section we forus attention upon the structural featurcs

of Afferent systems of ewvdtivation per se and mee what significance

they beve for our problem. let us clarify that the term "“system of
cuitivation” is just a remacing of Magrarian systens” found corwenient
in this context.

Iet us now set dewn to work.: We begin with the Jandlord-

tepant eystem of cultivation coneidered in its 'pure! form (no 'direct

farming' by the landlord and no consumption loans as just pointed out).
The marketel surplus in this e¢asfe is cimply the rent minus the landlord'a
own consuption of foodgrainas, & 'constunt!'., 5o, the effect of harvest
fluctustion uwpon marketed surplus lepenls entirely upon its effect upon

rent, which in turn depends eptirely upon the gode of fxstion of rent,

(or_the syster of temancy in this sense). In case of a fixed~rent syoien

of tenuncy, the 'effect' is simply zerc, i.e., there is np effsct, while

in the case of o share—cropping system of temancy, the 'effect'! ia given

by the percentage share of rent in output. Btated in the symbols
slready introduced, we have

0 under the fixed-rent aystem

&) A, -

qﬂﬂt under the share-cropping system



¥here o 12 ihe percentage share of rent in autput.gf We thus justify
the elzim maide ecrlier that even though we have the producera’ mpe as
zero, trne fluctunticn in harvest may not Zimply have any effect on
marketed surplus.  Though the result is straightforward witiin ita
agagmptions, it 19 certainly a counter-intuitive one, even withoub any
reference to mpe. This prompta us to lock a Mttle sarefuliy into
the real situation underlying the forml analyais above.

The real situation i3 simply that it is the temanis or
cultivators who have to bear the whole brunt of harvest fluctuation in
the case under referemce (fixed rent system of temancy). But there
oSt certainly be limits to the oxtent to which they can cut Jdown on
their subaistance in the caseof & poor barvest. If the rats of rent
is actually not lowered, because it 18 s long—term paramster, then the
only course open is default on the payrent of rept, and thia does belon:
to the 72l situation, Thus the rent actually received by the landlorus
in & bad year will typleally f£all short of the rent due, znd through this,
b volezs 2P marketed sarplua does get reduced by the amount of default.
The other gide of this is simply that the lamdlords ingist ypon, and do
genermlly realise, part of the accurmlated default in a good year, and so
the rant actually received risea above the rent due for the year. We

thyd have s supplementary channel for the tranamisaion of harvest

Y It i3 mssumed that the parameters of the remt systen remain
lovariant to harvest fluwetuation. This has already been justified
(ace footnote 2, Chapter 1).
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flgctuation to marketed surplus defined through the 'mechardsm of
default! as we may cnll it, Formally, this is the only channel for
thig teansmisaion in the case of the fixel-rent systim, while under the
gnare-cropping Sistem — where the 'defnulti' is still there, though
possibly in & weaker form — it gets supericposel upon the primary
chammel defined by the mechaniem of share-cropping iteelf.

Let us now turn to 1 2 systes of cultivation remaiming,
panely, capitalist farming, The marketed surplus here is given by the
harvest mlrms the wage paid out of the harvest minus the farwer's own
consunption of the product (omé again, & *cona‘bant'}.y Let us begin
with & peint of scme eubtlety, The wage paid out of the harvest
imludes the wage paid for the harvesting itself, the rest being the
wage paid over the year bepinning with the harvest, We may take the
latter to be independent of the actual harvest obteined on the following
grovnda, First, the wage rate iteelf is apnin a leong-run par=meter of
the agrarisn sygtem which does mot fluctuste with the harvest, Scecondly,
oo prodeotion plan of the farmer is apain besed on long-run
congiderntions unlikely to be Influenced by the actusl harvest,
Bxployment over the year depemds upon this plan and is thus alac a
'‘constant! for our purpose., Hence 80 is the whole wage paid over the

year cnsuing from the harvest.

Wz abstract here from the seed, bocruse it is of no conseguence
fer cur problem,
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let us now turn to the wage paid for the harvesting itself.
Hers we have in almoat taitological relatinon, viz,, whatever be the
'plan! before, the actual Iintensity of the harvesting operation lependa
entirely upon the harvest itself: a bumper harvest will require a 15t
af labour to cut 1t down, and & poor harvest ordy z meagre amsunt of
labour. So the labour employed for the harvesting, and hemes tho wage
pald to it, :lepemds upon the actual harvest. A3 a resuit, even though
the producticn plan and wapge rate remain urvhanged through the harvest
fhuetuation, the azctual wage pald out of a harvoest becomes positively
gatrelated with the harvesh itself. Withet this factor we would heve
the marketed surplus varying in the full azmount with the harvest; 1 e.,
&Qta-ﬂ H . Because of this factor we have the following adjustment

of the equation
-(3) &Q‘b :&Ht -A_“};

whera ﬂbﬁ‘g denotes the change in the wage paid to the harvesting labour
betwson years () and (t+1). Hote -that,/_‘,‘lii Wwill typically be a very

aall fraction r_wfﬁﬂt « 3o we may rawrite (3) as :

3 A= (1-e)AH
where ¢ i a small fraction,™ .

We have now gone over the year-to-year change in maTketed
urplus srising cut of harvest flwwtuations through the three different
gyatems »f cultivation. E}bﬂmaﬁy the threc systems ‘defime an 'ordering!

in this respect, in the sense that the munericai value of AQ, /A,
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mrcessively increases from O (but for the defsult mechanism}, to «

(the rant-share), to near unity {1 - £), as one goes from the fixed-
rent system of tenancy t.o share-cropping to capiteliat fhrming. In the
gotunlity, all the three systems may cosxist side by side in some
combiration. The valuo of A @ /A K, for the actual syster will then
be & welghted average of its welues just not 1, The precise rumerical
vl of AQ, /A H_ is thus lefb wide in the open. We will only say
that it has not been owr intention to fix this valwe in any a priori
gense. The fundamental poiot is that the walue itaslf comes directly

ot of the structure of lapd-relations —— nothing else enters the

relation.

Sgotion & 3 The Mechondsm of Conmumption Leoans

The anslysis of this section falls in two parts. In the
first we @iscuss the role of consamption loans as transmitter of harvest
fluntustiong to markoted surplusg, noting its salient features. Thie
iteelf cdivides up again intc two partse, where, in the first, we stuly
the pure interaction between consumption loans and marketcd surplus as
per the very dofiniticn of the loan system, and in the sccond we relate
this interaction tc the phenomepon of harvest fluctuastions, With thie,
wa have con8urption loans as defining a complete pechaniam fur
transmitting the effect of harvest fluctuations to marketed surplue 1s

claimel at the beginning, The second part of our snalysis then eonsist:
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u% tracing the zoctmal equrse of marketel surplus through the years in
“the backeround of harvest flustustions,
- The inberaction between consumption loans and marketed sarplus

gomes out as follows, ILet ua remember first that the whole system of

spnsumption loans i® an appendage to the landlord-tepant aystenm of
agriogiture, Hence the source of the loan is the linilord, anl the

loan itaelf, i.e,, the loan granted, is gne ~f the alternative
dispositions of the product by him, the other ispositions or uses

befng sale, an! his own consumption of the prodmt.é'/ In the language of
the previcus chapter, his produwet fund in any year 18 divided between

# eonsumpticn fund, a gsales fund, and a loan fund, Of these the first
is simply & conatant independent of all varistions in the system. This
is the beginning of the interaction between consumption loans and

mrketod surplus, which at this point tekes the simple form that aa of

& glveg product fund of the landlord, Yo ationa in his losn-fund and
ﬂi Band eiwply cance] one ahother — a larger loan extended mesns

sloply a emaller sale and vice versa., However, this is only the

begimning, not the end of the matter, because any larger loan extendsd
gRe _jear meana by <efinition a larger product fund for the landlord the
- gegt year. 9o, bgth his loan fund and sales fund can be larger the
next year. In particular, the increase in the mize of the product fund

H’ Wo sbatract here from any direct farming by the landlord.

»
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 here 48 given by the original incroase in loan plue the interest on

this increase. 5o, the potential incrsase in marketed surplue in the
year following the increase in Joan 1s larger then its fall in the
previous year. Taking this to be the nctual imcrease thie year, there
is a pet ineresse in the total quantum of marketed surplus over the fwg
years together, compounded out of an Initial fall and a subseruent rise.
Though the elemert of harvest fluctustion is not yet trought into the
analysis, one can see in this the whole loglec of the distinction betwsen
the "initial" and the "total effect” of harvest fluctuation on marketed
surplue a8 transmitied by the mechanism of consumption loans that we had
mentionsd &t the outset of this chapter.

Llet us set out the interaction between marketed surplus amd
condumption loans, described above, in algsbraic terms. 4t the back,
we assune & purely trongient riee in the loan granted in s certain year.
Let I denote the amount of rige, and t, the year of rise. This means
In particular that the loen granted in year {tD + 1) ie the Bamp as that
in yoar (t‘J - 1} . e alses assume that the rise in the loan granted in
yeor tc: ie the only scurce of the change in the landlord's product fung
betweon years {tﬂ) and (to * 1) . We have then eatsblished the
proposition that the landlord's marketed surplus falls by the smount X
in the year (to}’ and riges by the amount (1 + r)X in the year (to + 1),

¥here "r® is the rate of interest charged on consumption loans,
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- Btated as an equaticn we have @

[' X, t=t -1
W  Aq, = |

L 1+, t=t

where iqt danohtes, ag before, the change in marksted surplus between
years {t} and (t + 1), This completes the statement of the pure
interaction between consumpiicn loans and marketed surplus.

Iet ua take =ff a mirmgte here to lock a little closely in
time into the meaning of the rise in consumption loana talked of. A4s
elready stated, this is considered a purely trangient change in the
loan granted, taking place in a certain year, {1 ). This is the broad
time-view of tha matter. The !elose! (or warrow) view ia simply that
the loan itself {and hence its rise} gots defimed snly in the gloging
"Nean! montha of the yesr. Let 19 now suppose that thig i3 a rise not
origlnally envisaged at the beginning of the year, when, by definition,
the whole division of the produet fund tock place, The actual rige in
the loan granted then comed ug & rovision of the original decizion, a

revigion which by Jefiniti-n takes the form of a divergion of some
funds from the sales fupd o the loapn fund as these were originally set
Yp. This is an important proposition baving both a methodolngical and

s Mbstantive aspoct to It. let us point these osut.

The methodologleal aspect was in fact pointed ocut in the
previous chapter when we distinguished betwsen the sx ante and ex post
Ufe span of the funds into which the product fumd of a producer was

dvided, As stated there, the Metimetion was based on a tacit
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rerisability of the original decialon regarding theson funia, This
wes already in the 'methodology! vhizh then by definition tock a
Yeomprehensive view of things in time’.'.y The game polmt is now
expressod through & revision of the origiml allocation Jefimng the
Bversion of fumde just talked of.

Let 18 now eonme to the substantive aspect of thie diwersion,
Lot us agrin remember that the whole 1oan is granted only towards tha
) of a year.  So, for part of the loan granted to come from e slc

fand a8 originally planned, the fund itse}f must have ha? g }ife span

extentine unto a year. In other words, the aslen of the Ilandiord are

dstributed through a year. 4gin, the postulate is already justified
in terms of the speculative process diecussed in the previous esction.
What we do here is merely  tiz up things together,

Let us now tie up the interaction betweon consumption loans
and marketed surplue discusssd above with the phonomenon of harvest
fluctuation. The basic connection is this, A comsumption loan is
token only =28 a last resort by the borrower, to make up & Shortfall in
his anmual consumpticn budget, which, (i.e,, the shortfall), in turn

obviously depends upon the harvest befin with: the Jdemand for

gonmsamption Jozns i higher in a bad year, lower in s good yoar,

Let u2 Jock a Iittle further inte this. The borrower of
congumption loans in our case 18 the tenant of the landlord-tenant

system, the a priori food budget for whom is set simply by the harvest

¥ See Chapter 1, pp. 35+36.
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iz plot minus the rent pald, Obvicualy, it is thisg bulget that
boars the entive brunt of harvest fluctuation in case this 18 a fixed-

fent system of tencncy {a polnt alrealy made earlier), and we therefire

gga the correlation hetween the loan demand and harvest a3l the more

elearly in this case, We shall thersfore now a2ssume a fixed-rent

- gyston of tenancy in the background. We shall alss abstract from the

" element of defzult of ront payment in the aystem. This clears the

ground for our purpose in the sense that we are then left with no
mechanism for conmecting the variation in harvest to marketed surplus
without the slement of consuwmplion loan; or in other words, this
becomes the only =such mechandsm and the whole analysia therefore gets
automatically focusaed upon it,

Heturning to the wainline of our analysie, it remains to paas
from the flsan  Jemand' (which is what we related to the harvest above)
to the Loan aetually granted. No agsumtion regarding the relation
between the absclute wagmtudes of the two comed into our analysia, 411

that we need ~resume is that the landlord responds positively to an

imerense in the Jcan lepand; i.e., the loan actuslly granted ia higher
or lower a8 the lean demanlded is higher or lawer. It i9 therefore on
the high slle in a 'bad® year, and on the low side in a 'good! year,
We are now in a position to begin the second part of sur
analysia, to trace the actusl course nf marketad surplus through the

year in the beckground of harvest fluctuations. Let us get started by
‘efining a clear benchmmrk of referencs, For this, we almply focus

»
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pon the pormel horvest; sbetractine from the fluctuations aroynd 1t

f,0.y We Buppode, a8 &n abstraction, the normal harvest repeating itself
prer yoar after year, which we may call the 'regime of normal harvest?,
» Lot us nenote the normal harvest By H* , and the lean corresponling to it,
Si,ei, the part of the loan demanded In a normal yenr that is actuxlly
granted, by L Let us denote the lantlard's product fund and merkete:
gurplua under the regime of normsl harvest by P* and Q* respectively.
To complete the statewent of bie ascount, ve have to bring in the ront
reseived and the landlord’s own consumptieon of foodgrains. These have
the same velues within and without the regime of normel harvest and s
wo denobe them simrly as R and © respectively (i.e., without the ¥-pary
of the normal harvest), The complete account of the landlord under this

regize 18 thus deflined by the follmwing ﬂquﬂtimné/

» * * *
(5) A+ {1+7)L = P = C+Qq +L =
From this we have his marketed surplus in e regime under reference ns

(6) g = Rerl -¢C.

This completes the statement of the benchmark of reforence.

detually, not the whole of this benchmark comes imto our
srglyeis.  What we have to get started from is aimply two eonsecutive
years of normal harvest. This 1s ensugh to set the loan actually granted

& We just note that this i8 the sane as the case of stationary loan
¢lacussed in the previous chapter (see pags 40),



a8 well as the product fund of the landlord in the second of these two
yeird o equal to their respective walues under the regime of normal
harvest, l.e., L* and P* . It follows that the marketed surplus this
Feer is slao Q* . Tt ue now lenohbe this year za {tg - 1Y, and come
o yenr {tj}* Let us mippcee thet this is a 'bad' year, f.e.,

#*
i CH . The loan actually granted in year [t.a}, i.e., L, is then
2 : .

»
larcer than LT (= L, -T} by a certain imount, sy X . 3o the
[
»*
mrketed surpIns this year, Q, , is smller thanQ (= Q -1} by this
[a] ]

same amourt,  Let u8 now get on to year {tD + 1) and auppose that this
sgaln 19 a normal year, and so the loan granted revertsback to its

original value, L* . We are then back to the case of pure interacticn
between consumptian loans and marketed sairplus deacribed at the sutaut.
The notation has also heen chosen to fit in exactly, and ac we may just
reproduce oguation (4) as the equation deseribing the actus) change in

zarketed Aurplus over the yeara comerned:

i

ok
]

Y

&a;.-tﬂl-”x Pk

L (1+0)X, ¢

]
el

The only point alded is the subgstantive interpretation of X

43 the ircreaze in the loan actually granted in the 'bad! year, (tqlﬁ

over that in the norzml year, (¥ - 1}, on account of the riss in loan

Lot us immeddately follow through this substantive
interpretation to the interpretation of the remult that sver the two
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yoors; {t.D) 2nd r{tD + 1), taken togother, there has been a risc in

parketol murplus. The poimt hore is ainply thet the whole ‘cause' of
thig ripe is the poor harvest of year tQ; this i& the only change, in
terms of the notional Teginme of normnl harvest, thet brought tho whole
sequence under reference inmto being., Lot us just repeat what hag been

eetablisheds the initiel effect of a poor harvest, in the yuar of its

peeurrence, 18 a f£311 in marketed surplus, but its total effeect, spread
gver this and the following year, is a rise in the mwarketed surplus.
Between the two we alsp have the passsge from the 'intultively obwvious!
to tbe Teounter-Llotuitive?,

This completes our basic anelysiz of the dynamics of marketed
surplus origimnting in the fluctuwation of harvest, trunseitiel through
the gystem of consumption loans. It dis true that the whole analysis
hes been contted in terms of a single pouy harvest comirng within a
string of normal harvests.  However, the whole analytical contemt of
the dynamics is alresdy contained in this, and as we 3o not carry out
anv exlieit anndysis of cther couses, As for the Ygeneral' resdt, we
gimly state that whatever the jrecise sequemce of harvests, the change
in marketed surjlus through the years is obtained by inter-locking the
sucessive 'two-year cyvles! implicit in the analyslie ahove, where the
change in marketed surpdng between any twe years is obtaimed by
eompsunding the chanpe arising out of the change in the loan grantcd
belween the two yenrs on amccount of the change in harvest and the chainge

ariming out of the change in the product fund between these twi years on



grequnt of the chenge in the lean granted between the previous year and
the year before., The fluctuation of harvest is thus transmitted to
marketal sur:lua on 2 'year-to-tuwe year' basia, 3o to eay, not

Lear-to-year',

Section 3 ¢ The Ccuras of Wealher per de

ds atated at the beginning, this section gives a fresh turn
ty our general problem of the chapter, which ia simply the dynamica of

marketed surplus arising out of, ultimately, the wagaries of weather.

30 long, the "vagaries of weather itsolf remained in the background,
and wa concerned ocuraselves with the impast of "fluetustion of harvesth,
ariging out of 1t, on the couraes of marketed surplua. Our problem in
this section 18 to explore what impact the ®vamries of weather® itself,
irectly may have upon the courss of marketed surpius as listinct from
{ts impact througsh the harvest., This i3 the fresh turn. [t 18 bardly
mecedsary to polnt out that this ia a totally i fferent order of problom
38 gompared with our problems in the provicus sections., The primary
thing now i3 simply to argue that there 13 2 relation between the weather
por 8¢, in a given year, and the total sale of the ywar, prior to its
realisntion in the harvesgt at the end of the year, This le all that we
concern ourselves with, The diecusslon 1s therefore purely exloratory

in vature, as already entioned.
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Let us get down to work, Qur polmt of reference here is the
soctunl course of weather over a year as it affects agriculture, i.e.,
field cultivation, A priori, the course of weather, 1s subject to wide
gariations. Mithin this, there muet b o broally identifiel range
which is generally expected, and on the besis of which, therefore, the
teultivation' is planned or designed. We wmay coll this range the
porgel, weather conditiones, Our basic propoaition then 18 that when, et
the beginning of a year, a 'farmer' plans oat his cultivation for the
year; he bases it upon norwal weather conditicns bedng realised through
the yoar, This is the a priord expectation regarding the course of the
weather at the beginning of ewvery year.zf This defines the bagic
benchmark of reference for our purpose in this chapter, ®Vapgaries of

weather? 1s now thought of slaply ae non-realisation of the normal,

eather conditions, i.e., the actual ccurse of weather in a year boing
outelie the range gererally expected, This upsete the 'plen! of
ciltimation an! sc the actual course of opermtions over the year
penerally leparts from $he course originally planned.  This defines
wr precise point of entry imtc the subject.

Lot us consider the 'bed! year — too mweh rainfell or too
little of it, at the wrong times, and ec on. Gdven some severity of

ttis {which is really axiomatic), one very pumeral effect would be

v It will be recognised that this is nothing but a apellirg cut of
the "logical axioa® of the previcus chapter, that "at the time of ecach
harvest, the expectation held of the pext harvest is that of & normal
harvest® (aee page 42).



gmply the abapdonment of cultivation ¢n particuler wlobs — the high

or Low nlots, as the case my be, deponding upon whether it is floods
or drought that one haa in wind as 'bad year’.g/ The work or labour
thet was mernt te go into this cultivation therefore dues not simply
take place, In stort, we have 'wnemployment! forced upon the
agrdeulture,

Tae word unetmployment has just been used in an a priori or
cre-institutiopal sense, covering both 'fapily labour' and fhived labour'.
Tet us now follow these two 3 {ferenmt charmels on their own, bringing in

the specific point of our comcern, viz,., what harsens to the markoted

aurplus, .30, we grant a priord a 'marketed surplua' in elther case.
We polnt out that the first case — the caze by definition of a4 amall
farmer or peasant — takes us outside our terma of reference in this
part of the thesis., We bring this in here for purely clarificatory
purpogea. Lot us begin with thia case,

The sale or marketed surplus of a small cultiwatcr 13 simply
the hirvost nimig his own consumpticn of the product,  The harvest for

our year of reforence has alroady taken place at the besinning, and the

sbove dvision made in reference to it., The important thing te note is

that his conswmption throuph the year ia already provided for, guite
of hia *workf th . It is his consumption

Y The "abandonment® or “aving up® may evem begin before actual
sultivation has started: the reference all through is to the
cultivation 'planned'.
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gext_year that poses the problom, and he may try to provide for it in
advance by curtailing either his consumptlon or the sale this jear,

" Going by the latter altermative, marketed surplus this year is then

reducel, We note this effect, but we note also that the whole effect
mder refercnco, whether on consumption or on marketed surplus, is
defire throush the farmer's expectation rgerdpng the coming harvest.

This is a general possibility already ﬂiacuased?/ ani does not fall in

line with our specific conperm here.

It us now turn to the other case., The granting of a marketed
surplus here means gramtling it for the farmer concernmed and that is
purely axiomatic for the fsrper here is a capitalist farmer.  (Mc
gbetract from any sale by the worker himself,} Tho effect of
werployment — the unemployment thrust by the bad yesr under reference —-
takes & totally different turn in this comtext. The agricultyra) workor

aoges his job, his wage, snd his consumction. There is nothing to

redrese this,  In no sense is he provided for by the harvest already
tzkan place, &5 the emall pessant is. The wage lost by ths

sgrienltural worker is, howsver, & product ssved by the farmpsr.

*his ig by definition a part of his wage fund laid aslde at the beginning
ef a year, 2 part that now becomes redundsnt. 50, we agaln
heve & diversion of funds through the year, revising the criginal

decision., 4 moment's reflection (or glamce back at the capitalist

Y Sec Baction 3, Chapter 1, pp. 41-46.



- 68 -

Pmer's product account I, of the previous chapter) cenvinces ono that

fhisis in fact 2 diversion of funds fran the wame fund to the sales

fund of the sroducer.  So, the whole phencmenon showa up in the snl as

m ineroage in marketed surrlus through the year, This explains what

was to be exploined, that there is a relation botwesn the weather per =

in a year awd the mavketel surpluas,
Lot u@ point cut that pothing of the coming harvest, i.0.,
the expectation of it, comes into the arfument. The effect is of

the course of weather rer se, which is cur specific concern here. This

alsc sets apart the mechardam commecting the weather conditions to
mrieted surplus of thia case (capitalist farmer) from that of the
previous {Small cultivator), Stated Hfferently, the whole effect
pst pointed cut is Jdefined exrlusively throwsh the working of a
spevific system of cultivation (capitalist farning) and remains
wlefined cutsile (systen of small peasants).

Let us now procesd on. The Y iparies of weather™ way be
many, end 80 can be the responses of a furmer to it. aboye we
congiderel what may be called the Vpassive'! response of the farmer to
the weather turning bad, The =ame event may also be met by an ‘active!
rogponde -- more intensive drainags ;‘:_' irrigation, as the case may be
{floods or dmwght}. The effect on employment and wage is then sioply
raversedd, In gencral, both responses exigy side by gide so that the

ret effect upon marketed surpluas becomed indeterminate, lLet ue just
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polot out that the analysis here 18 meant to be exploratory, not
Preﬂic'hive.

Let us now turn to the other side of normal weather
conditiong, the ‘'pood! year. Insofar as ome thinka of this just
sgrmebricaliy with the 'bad! year —- some plot of land which would
ctherwisee have been left fallow metually teken up for cultivat’ n,
for instance - one would paturally also Just syometrically reverse
the 'effects! discuesed, Tt ig however not quite clear that this
gymmetry deee in fact hold, Stated very genernlly, s farmer may
respond variously to a bal year but a good year may mimply oean the
bounty of nature reallised in the end in & good harvest, on the busis
of the same operations as originally planned in terms of the normal
weather conditions, The relation betweoen weather per se and
mrketel surplue may then be a rather one-smided relation in the
senge of being defined orly on the 'poor' eilde of the normal weathsr

contitions. This is to be taken in the epirit of pure exyloration,
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DRAMICS CF MARKWTED SURFLIS I1 : CARTTALTST DEVELOEMENE

Bection 1 + The 'Capitalist Trapaition!

It is gbvious that we can no more than scrateh the surface
of & big subject here, |We limit ourselves to simply tracing the
implications of the process of capitalist develepment of agriculfure in
tertain elementary forms for the course of marketed suzrplus. Zhe

process considered in this ssction is called the gapitalist Yransition.

Within our framework, this can be understood a3 the iransition frem tos
landlard-tenant aystem of cultiwvation to capiialist farming,  However,
we can 3implify this further by tracking down the origin of capitaliat
farming to the sc—called Yirect farming! of the landlord, We then
remain entirely within the landlord-tepant syztem and comceive the

transition as consisting . .mply of the first talkdng tg some direct

ord -— why or from where the very idea of this new

gpde of cultivation comes, we 1o not enguire. Lt comes with all its
tmlea! already there, We will alse suppose this whole transition to
ke over in a certain year, t, say, so that we have gne gtate of

sgriculture before it and another after it, which are nothing but the

landlord~tenant system in its ‘pure! and 'mixel! forms rmpectivaly,y

g We abstract from consumptlon loans through this Jdiscussion,
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Lot us now settic down tn the work. To take to somo fdirect
fermingt, the 1andlord hes to first terminate the teramcy on somo land
yhick he then converts inte & 'fern' of his own. To avold any gquestion-
begging, We ey Suppose that the very same temants who are ‘evicted! in
the first step arc fhirel in' or 'employed' in the second for the mctual
pultivation on this furm, On the face of it, this my look ke just
¢ epmuring the 2 -vival or comtimied exdsterce of theése persona. Howaver,
there 12 sorething more to it, for the very mode of subsistence unider
the two forms, tenamt or tenant~cultiwator and farm-Iabour or
- agricultural worker, are very different from one ancther. The terant’s
pubsistence comes cut of the division of harvedt between him and the
landlord taking place at the bepinning of & year and this by definition
provides for his whole subsistence for the year. The agricultursl

vorker, on the other hand, is paid throwh the year in advanee of the

harvest resulting from the work, 5S¢, in the year of transition that

¥y conaider, the temants turned ngricultural workers are doubly proviled
fer,  Though their tenancy is terminated this year, they alresdy have
their subsistence for the year provided by the division of harvest at
the beginning. Then eguin they are hired in for working on the same
lend, now the landlori's 'farm', through the year, receiving wages

pari passu.,  This whole wage therefore comes in as an alditiongl

source of consumption this year, end we assupe that it is in fact
consumed directly in the Iproduct! as pald, There is therefore & rise

in their consumption this yesr precisely by the amount of wage received,
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for their share of the harvest this year 158 the sare as in the pruvicus
year or the imitial state.

Thia is a net riso in the conmawption of foolgrains within
agricuiture, for thers has been no otner change, and 3o it must zean a

Ll in marketed suwrplug in the pear comceroned. The mechaniso is

- gtraightforward. Cur lanileor) begins this year, t, with the same
ppoduet fund, say Pr:.- ; a3 in the previoua yeer.  But whereas previoualy

this fund was divided between just 2 consumption find and = znles fund,

nov & wholo new scparate "Jvision' comes in, viz., the wage fund to
pay for the wages of agricultural workers through the yesar. Jince the
sondunption fund by definitlon contimees wehangel through the years,
this wage fund can be create! only by reduging the sales fund by the
gare amount, This 18 the mechanien,

Let ue put this in symbola. Let us dencte the marketed

surplus in the year t by Qi , ani the wage fund wnder referonce by
2 .
L =4 dg have just obtaine! the result

(0 A= % -Q = ~H<o .

Lot 18 now pass on to year {(t+#1), The bounty in the

tenants! conawmption lzat year was a purely transisnt one; this year

4 The subseript NE stands for the fact that the wage paid through
the year aovera the agricultural work upto tut not lneluding the
harvegting labour which i3 pald directly out of the hervest itself.
¥ 13 in short the wage peid to non-harvesting labour.



fhe whole harvest of the lan? whick they previously culiivate. os
fenante hnz gome to the lanilord as 'output' of his ‘farnm', and they
gre pail einply & woge for their work through the year, which is to see
then through their comaurmpiion,  Thisz wage may not in fnet come up to
their conguprtion in the T224" or Yindtinl!' slate, but we will come to
thig a little later,

Let u turn ioc the iamilord, As compared to the last your,
te kas now foregone the rent of the land teken up for direct farming,
and obtained instead the whole hervest on it which may in faet be larger
than the harvest reised by the tennnts. Again, we will come to this a
littls later. For the time we just note that the remt forugone is
graller (macn smaller) tharn the harvest actuslly obtained by klwm. It
i8 alss smaller (mach amaller, agmin) than the harvest minys the wages
for the harvesting labour itself, for this can in turn be but a small
fraction of the whole snnuel consumption of tenants as per the ‘old!
state, which is what their harvest minus the rent provided far.

Lot ug mgsin put this in symbolas. Lat H’L’ HH’ and RF denote
respoctively the harvest obtained by the landlord by his direct farming,
the wage paid by him to the harvesting labour, and the rent foregone by
bir, i,e,, the rent on the saze Ian? thut he had cbtained under the 'eold!

atata, Wc then have the condition

(2) H - W, > R .



=
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Let us now come to the marketed surpius in year {t+1). We
pave to hegin with the lanilord's product fund this year, which we
denote by B, » This i8 now male up of two parts, one the rent from his
Ll #6111 unler temanoy, ~nd the cther the harvest of hia 'farm' net of
the wage pail to the harvesting labour, i.e., (HL - 'ﬂH) abova. Lat ua
compara this with the formation of Py . the first element ia compon to
toth; the second is new Yo PH and thero i3 4 third elenent which
belonged to P, but is now no longer there viz,, the rent foregone on

v
te land teken np for Hrect farming, i.e., Rp above. BSo, we can write

(3) Py = POMRF+HL-T&H.

This product fund is now Jdivided between a wage fund, a
eonsuption fund and a sales fud., Jimce we assume that there 1 mo
further change in the system, the wage fund thia year 19 the same =s in
the previous year, i.e.; “NH . There 18 no thange in the consumption

1

fund sltaer, 9o the whols chones in the nroduct fund betwesn the

oo w3prorasl on simply to the aajes fund.

3

This zives us the reault
(4) é&t: By~ Fy = H ~W -Ry> 0,

Jince there is no further change in the aystem, ¢ alag

14
denotes the marketed surplus year after year, after (t+1), i.e,, in the
'mow! state. Bo, the whole gourse of marketed surplus through the

‘eapitalist transition' as we have lefined it 18 given by (a} an indtial
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fa1l, in the year of traneition, as glvern by equation (1}; anl (b) a
pheequent rise, in the year after, as given by equation (4). The
pechanian beldnd the two changes has also been fully set out above,
et us now foous attenmtion upon the change in marketed surplus
through the transition o8 a whale, i.e., the change as revealed by
_gompaTing the two stztes, 'old! and ‘new'. let ue dencte this change by s
Ap . The marketed surplus und - the two states is given here by Q|

Cand Qbﬂ respectively, anl so we have

5 A =Aq_,+AQ =H - W, - B - = (H -W) - R

where

W = HH*QNH‘

Hewr, (HL ~ W) and RF represent simply the tWwo alternstive

formg of the 'surplue' in srrdeulture defined in respect of the gmpe Janl.

In cng, the swrplug eppears as harvest minus wape, which is the form in
vhich the surplus ie obtadned by the lanllord through his Wiirect
farcdng®; and in the other, the swplus appears as rent of 1and, which
is the form in which the surpius is cbtaine? through Mtonamey".  Our
vhele Mtraneition? ie simply a pasasge from this latter to the former
form of surplus defined in respect of the land which ia actually tzken

up for direct farming by the lendlorl, The guestlon whether the

mrketed surplus incresses or decreases throupgh the transition as a
vhole is a question directly of the comparison of these two forms of

the surplua,
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It may be argued that the landlord would have no motive for
faling to direct farming unless this provided him with & greater surplus.
The substartive basis of this propozition 18 not very clear as it alrduly
aworibes a full capitalist rationality to the landlord, which may simply
pot be there. Since, however, we curselves have been locking upon the
trangition froz the 'old! to the 'mew’ state as Tcapitalist tranaition!,
ve have to 1ccept this aa part of the interpretation, The important
thing is to lock underneath the coniition and see how it comes about.
Point® for this have already been mooted through the previows discussion
and it basically remaina to tie them up together. Howoever, before

turming to this, wo just state the conditlon in formal terme

(&) B -W 7> Ry

Otviously thia impliss

(7] Aq >0
ory in other words, the marketed surplus increagses through the
transition a8 3 whole,

Let us now look into the subatance behind this condition.
We begln tith RE” the remt foregone by the landlord upon his taking up
of some drect farming, If we go back for a moment to the 'old' state
Left behind, then we ses this rent a3 comlng oubl of the Hvision of the
harvest raised by the tenant on the same land hetween owe part going to
the landlord; 1.e,, the rent itself, and the other providing the



speigterce or consumption of the temamt. 8o, Jenoting this harvest by

By and the tenant's own consumption by Cp, we can express Rp as ¢

(®) Bp = Hp -0p.

Note that C, represents the tenant!s consunption as per the
1g3d! state, where they were temante. Thelr consumption now in the ‘new!
gtate, where they are no longer temants but agricultupel workera, is given
by the total wege bill, W ., Let ua put this too in symbole by writing C'H

for their conmumption as workers, so that we have by definition

) G = W.

Let us now subatitute for Bj. and W in {5) by the expressions

jugt obtained. This gives us the result ?

(10)  AQ = (H -Gy - (B ~0Cp) = (H - H) - (G -Cp) .

These two terms, we may say, define respectively the gutingt

effect anl the gonsumption gffect of the whole transition under refererce.

Botk of these had already been touched upon earlier. The ontput effect
cemes about from the fact that the harvest raised on the Bame 1and by the
lan?lord an? the tenant may not be the same, The harvest reaised by the
landlord would typically be larger, which by itself would go towards
increasing the volume of warketed surplus. The consumption effect
glmlarly comes about from the fact that the conmumpticon emjoyed by the

sape porson ag tenant and as agricultural worker mey not be the same,
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‘The consumption enjoyed by the tenant is typileally larger, and thia

‘again weell o by itaelf towards increasing the volume of mirketed surplus, !
Tiue the marketed surplus would typically increase on both counts, State!
in eomplete terms, what wa have just shown is that the capitalist

trangition may have a poditive output offect as well as a negative

gopfumption affect within agriculture, and the «ffect of vither on

mrceted syrplua is in the pogitiye direction, increasing it. This ia

how the whele 'ebanwe! comes about,

Bection 2 * Capitaligt Bxpansion
The capitallst development of apriculture ie thought of here

in its most transparent form of expansion of the ares ynler capitalist

farming, Wae have beon introducel to this already in the previous secticn
by thinking of the ‘direct farwing! of the landlord a. cguivalent to
capitalist farming. Ilet us now suppose that the expansion oaceurs by the
expanslon of the farm size of some exdsting capitalist farms, secured
through 2 freah leaslng in of lamd from the landlords by the foarmors
toncernod, displacing his earlier tenant-cultivators,

This i8 saactly parasllel to the 'change! deacribed 1n the
previous secticon, the only differencs belng that we talk now of the
changs in the markeled aurplus of the capltalist farmer, not of the
landlord, - The mecManiad of the change or the underlylng process remiins

the same, enahling ua to reproduce the resulta by merely adapting the



terms and nobations to the prescnt case., Thus, let us think of the

year of transition, ¢, as a yoar in which our capitalist farmers lease in
gome land for expanding their farms.  Following the previocus section, we
then have T&N'E (which had earlier been the wage fun? created for the first
tize by lanilords in this yoar) =5 an incresse in the wage fund of
papitaligt formers this year over that in the previous year. This now
gppears as & full in the marketed surplus of capitalist farmers insteac

of the landlords, giving us the same equation

(1) Al y = ¥y -

The change in the product fund, and hence marketed surplue of the

landiord from this to the next yesr wns given eariier by the harvest he
obtained om his 'farnm! {HL} net of the wages of the bhervesting labour
padd out of it {:HH)’ mirmig the rent furegone by him on the Jand

concernad (R.F] . Instead of the 'rent foregone! we now have to

consider the ront actunlly paid by the capitalist farmer on the land he
hzt Ismrsl in, in order to trace the change. Let us dencte this by RE‘- .
Let us also dencte the harvest by Hyp, as it now represents the harvest
roised by the capitalist furmer. Thus the change in the mrketod
surplus fraom year (t) to {t+1) is given, cameotly parallel to squation (4)

of the provicus section, by the egquation :

{12) AQ, = Hyp—-W, -R. .
Note that QQ_L here refers directly to the change in the marketed aurplus
t

of the capitalist farmer. We however have this tc be the same as the
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fEnge in marketed surplus of the system zz a whole on the assumption
wat the rent paid by the capitalist farmer is the same as that paid by
the evicted tenants so that there is no chuange in tha rent oblained by
fhe landlard, and hente in his markeitel surplua,

Cogbining the above two resulta, we have, as before, the

thange in oarketod surplus between the two 'states! before and after

4xgangion i
(1) A = Aq +Aq_, » Hy-W-R.

The right hanl side of (13} is nothing but the Tsurplus’ obtained by the
tapltalist farwoer on the land Jeazed in, which is necesaarily positive,
ks tefore, we have a lecomposition of AQ between an foutput affect! and
a 'eonsumption effect? which 18 a straight adaptation of aquation (10) of
the previoug section, the only difference teing that we replace the
Tariable HI. in it; which stood for the * rvest obtained by the landlord
on hig farm, by the varisble HGF’ which 18 the harvest obiained by tiw

captealist farecy on the lant Teased in. 8o we have

M AQ = G- 8) - (G - .

Wa have now gone over the case of "oapltallst expangion®
mrring exactly perellel to that of "capitalist transition® consldered
in the previous section. If nothing else, this underscores the
flgdficance of the starting polmt we had chosen for the whole exercise.

The case conaldered may be hought of, in some Bense, as the 'elaasic!
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gade 88 it sets copitalist expansion in the backgrouni of the lanilord-
serant systen of agrieulture, Let us now go on to consider a Iifferent
pase or varinnt, setting it in the backeround of certain conlitions

thought to be typical of the agricwlture of many wnderdevelopel countricas.
As before, we stort off with & froegh Iensing in of 1and by the capatalist
fermers, The land, however, 19 leased in, not from a landilord, but

from small owner-cultivators or pocr peasants who, 1t the first place,

lease out their land because they no Jonger find it viable to cultivate
the lanl on their own.

Whot i ffercnee does this make to the formation and dymamdics
of marketed surplus as compared to the previous cuse?  So long as the
peasants themselves eultivated the land, there was no marketed surplus
fron it. Once it comes under capitalist furming, there i5 a marieted

gurplug, and we thus see the first emergence of marketod surpius froc

this lani through the Meapitalist expansion®. This is & gualitatively
v eloment in the Jdiscuasion so far, Howevcr, viewss in terms of the
thange in marketed surplus throush the years comcerned, we sre back to
the eupe Bequence ns deseribed earlier. Xn the first year in whieh the
peasamts give up their ‘own cultivation', they already have the harvest,
and the wage paid by the eapdtalist farmer is 2 net addition to the
conaimption of foodprains within apriculture, accounting for an equal
fall in his marketed surplus. The increass 1n marketed surplus comes
next year, both over the marketed surplus of the previeus year us well as

gvor that of the yvar before, i.e,, over the marketed surplus of the



fmitdal state, Let us foous upon the increase in thie latter senss,
f,6,; the change in markoted surplus between the initial and the new
tate,

N

43 before, thia lecompodes lnto an outiut effect and a
gonsmption effect. The firat is given by the iifference between the
»f}awre.a-b raised respectively by the capltalist farmer and the poor peasant
on the samo land, The second 13 zlven by the difference in the lathter's
eongumption betwoen the two statea. We now note that st bottom it iw
only the prospect of a positive difference that can lead a peasant to
glve up, on his own, his 'own cultivation!. 8o if we grant that this
pragect i realised, we have a pogitive consusption effect through the
whole change -- which of course i3 to say that tha effect of this change
upon matheted surplwa through the consumption effect is in the negutive,
This ia a Mfferent irection of effect as vompared to the previous case.
The difference arises sinply from the faclt that in the previous case we
started fyom the landlord's decigic 1o terminate scwe tenamcy — the
tenant's conarmtion Hd not simply figure in ik, To I‘ﬁ'b.l:l“r'.l te our
¢age here, we nots that the consumption of cwr peasant after giving up
hia town cultivation' is male up of the wage earned for whatever work he
gata glus the rent obtained from hie lamnd. It is thia aum that is largeT
- tban his consumption out of his ‘own harvest! earlier. The root cause of
this ig wimply the low level of his 'own harvest! because of rescurce
ognstraintg. Onee the land gets absorbed under capitalist farming, the .

vhole sitwation is changed, leading to a mich larger barvest than bofora.
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Twie of course ia the cutput ¢ffect of the whole change. The arpument
then 15 that it is because the cutput effect ia Iarge that we have a
rhge in marketed surpius throarh the whole chanpe. It swwrgs tho
eoneumrtion €ffect whick worke in the op;osmite direction.  In the

paas conTdered previpualy, on the othor hand, the two eflocts worked
in the mme drection and got =2dded so far as the change in ourkoted
guslus 15 coneleroed.

We have now coverc! the mujor part of the chepter.  We have
eelled this the dynamice of marketed sarplus under the process of
Ypapitalist Jevelopment™ of ajprdewliturs. We hove coversd this aroa
in a rether piece-menl fashion, poing briddy from ome czse to anciler
and eettling cown Sraight to the heart of the problem as we g it,
Bowewer; there hus beon a ¢lear line of analysds muming w11 throwgh.,

t us now take a Jittle time in epelling this out, simdtaneoagly
elarifyings the gerwrel problem arez we hove had in mind, end the main
peints we have tried to make in respect of it.  This will elss epable
ug to open out in a systematic way intc the protlen of the next avction,

let ue begin by clarifving the nction of capitalist
develxmment of agriculture urnderlying the whole dd=ussion. Statod at
its most general, we hove seen the phencrenon at bottom as tho

sabetitution of one mode of ewltivation by snother in our agricylture

imrldeitly 3dentd fyane them resppctively s "ore—go-italigh ans

Poapitalist? in some acnee, Plavitalist" meart slmgliy capitalist




- B -

frging, tut the term coull be strotehed! far our purpoasc to leeluae the

g-alled Jdreet farming of the lanfan!,  "Pru-caiteliat” in torn

Bk been identifie? all throwgh with the amdl cultiyabor, coverong

Both the cases of tonurb-ouwltivetor and swror—enltivator oropoosntl
\ IS

&y e Jimemaion of the subgtitution was aloply ife eesiactmoat o

By Yarad M by the Whig® in the senac of the land wmder 2udtivkion In
Al wnits passing unier o large undlt, whother asler Thoe contrzl > #
the landlord or the capitalist farmer. Howemrar, bhe Swus of our
stantion has been, not on the farm-agize per se, bub on bho cubyubt an!
gore particwlarly the digtribution of produpe from the sime Zand belors
md efter the subatitution of ita mode af eyltivition. Thala 1a waab
held the ey to the dymamics of markebed sopdes ghar e, S o

>

#

plng on to thias, let wa just plve 8 gtetoment of tho iflerent o
of whatitution conalored,  Altogether, wo have conglduored threa
Hetinet cases, The first two have been <efinel by tha eviction of
#ell ternrks by a lapnllorl, Mretly for his own Jirect faroing, an
weondly Do switching the tenaney or Land lease to o aapitediast

firmer, The third wag lefiped by the winding up of nds nun

slltivation by 4 awll recawt by leasing ot the lan! to a cupdtalist
Jeroer, and himeel [ takirg up wige-cmployment., The flrsat case waa
“galled the Yeapitalist tranatiod® and the laiter two were grougod
together under the hesling of "eapitalist expansion™, The tery

Foapltalist expanaiod” was here lefined fn roferunce to tha 2o



apitalist farmer. In a wiler sensu, the ters inclulos all the tiros

CABES,
Lot ue now turn to the Jynamics of marketed surplus. Miret,
g word on the acope of our snalyeis. 411 that we have reaily andysel

is the effuct upon marketed surplus of a once and for 31 substitution
in the modes of cultivation in reapect of amre glven land in our
agricviture, One may very well consglder this as falling ghort of the
sope of boundary of Mdymamice®. Implicitly, the boundary 1s then
taken to be croased orly with the conaideration of suceesgive rounds
of substitution engulfing more and more land. e will return tc this
polnt later, Let us for the tdme comcermirate on just what we JiZ,
Firat of all, we assw the subetltution under reference as
Yurderlying change® in our agriculture, and gave it a clear time-
locstion in & certain year of reference, t’c:- . By gefinition then tg
merked the tranesition from an imitial or old state of our apriculturs
holding before tcu to a new gtote in the b'e i n g, not ywt logated in
time, It waeg seen that the new gtate in fact came imbto beins in the
very mext year, ‘t.o + 1, and as between the two gheates there was
typically a rise in the marketed surplua, Taking this as the reference
point we can smy that our anslyais established two wain points, one each
in respoct of the comparismm of the two states, and the trungition from
the cld to the new state. The flrst conslsted of bresking up the change

in marketed surplus between the two states into an ocutyut efiect and a
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gonsumption effect of the unlerlying change. This gave a clear
pxpraggion to the mechaniom by which ths change in marketwd surpiusg is
srought about,  The other polnt, tegarling the tranaiiisn, condlstel
of brizgdng cut an {nvarisble reversal in thz Jireeiiom af change in
mrketed surplus through the yeara concerned -~ 1t first f511 in the
mar of trangition itself, i.e., betwsen i:t.:'} - 1) and t s and then
zose tetwoen & and (tc + 1). It is the =um bobal of these two
gecessive changes that defined the chenge between statas just talkod
of, which wo may aleo call the long~run charyw, The "long-run® is hers
sutematically underatoad in reference to a gtate of agriculture and
therefore ag Something open—ended in time. But the underlying chanym
wiilch separates the two stales takes place at a definmite polnt in btizo
and has a definite dmpast upon the "given mituation' of the time. This
impact, we can 8ay, gives us the ghort-run chanes in marketed surplus
(-3 well as other varisbles of the systan). It 15 to be identi fred
vith the indtial 31 in marketod surplus just referred to. We thua
have a glear oppogition hotween the short and the long—run change in
marketed sarplus in our case, Howsver, more gimificant then this
result as such ia the wery method by which wa =es the short-run as
wtimately the 'becoming! of = long-run.

We can now return to the notion of %ilynamled®. It is ¢loar
that merely by golng from the orce and for all charnge in tha oades of
cultivation in ouwr agriculture to a awcesslon of swh changes alls



rothing of mignificance to the analysis gimm.y One eimply mokes
reveated application of the method we describe and that is all. The
epgential dymamica of the change in marketed moplus is glven jn either
tase by the way the change cem@g about in time. This i@ procisely what

our amalysis of the "transition® brings nbout,

Section 3: Inveatment

lst ua recall the ocutput effect met in our discussion so far,
It represonted the change (rise) in output from sowe given land as it
_ msfed from cultivation by small cultivators to capitalist farming. It
represented, in other words, an improvement in the production of this
land. This must hove reguired some investoent in the physicel or
technolaogical sense by the capitaligt farmer, not just the deployment
of a4 larger wage fund that we had talked of. We had mimply taken this
investment for grante? at the back of ocur analysis without explicitly
bringing it in into the set of inter-relationships through which we
traced the dymamics of marketed surplus. Our object now is precisely

to bring the inmvestment itself into this set of imter-relationshipa.

Y This is taking the whole "asuccession” ae glven a priori. Cnoce
it i3 seen ne the outcome of an urderlying process, we antomatically
paBs into the area of long-run dynamics. Thie is truly something we
atnp short Gfl



This sets ocut broally how we open out from tha foregoing
Heusaion to the problem of this section. Let us now follow this tg
eertain logical cemclugiona and set out more clearly the problem wo pos
tefire curselvea, In the foregoing ddscussion, our starting point waz
an expangicn in the asize of some pre-existing capiteliat farm. The
imvestmert we just talkel of came in aa a loglcal corollary to thia
tpansion. Now, we want to focus drectly on the lrweaiment it=elfl
There 1S no necessary connection between tonls and expanagion of the farz
fize — the irwestment may have been dirccted entirely inside the
pre-axdating farm, changing its technology or the physical state of
eultivation in sore way, a way profitable from the stamdpoint of the
capitalist forwer. Tt wmay have alsc, of course, gone towards an
expanagion of the farm &lze, being agzin found profitable., We thus hawve
twe slternative directions of the invevstment in a broad sense, We will
o follow the first ddrestisn, i.s8., teke the far aAlge a8 given
fhrough the investment. Thias is simply to keep away the cooplicationa
for our present, probles that arise froo the expansion of the Farm gize
per %8, the 'dyramies! of which we have airendy MHoeunssed in Jdetail.
This already leaves behind the acenaric or set up of mr discuagion a0
far. Iet uas now briefly chalk ocut a further etep in this Jirection.

Let us go back for a minute to the notion of investment
impliclt in the ®output effect” of the diecusaion in the previous sectis™

Aa already pointed out, the hroad directdon of this irwestment was simpy



g8 lgprovemsnt in the productivity of lend ae compared to its original

prodictivity under the mmell cultivator. GClearly, we can replicate
this atop in the present set-up by &mply taking the original
productivity to be given by the pre-existing productivity of the land
in our given eopitaliat furm. It ig understood that this is a very
broad step {or category) as it reslly includes mll cases of increasing
output, for the farm &ize is taken as given. But there still remains
& vhole category or dirvection of investment outseide this, viz., the
investment which is directed bagically towards reducing the 'cost' of
cultivation a8 seen by the capitalist farmer, i,e., the employmert and
vags, 4dny change in output in this case is a secondary matter, and
ean gimply be abstracted from for elear ssparation of issies. We sre
thug left with no output effect at all, thereby Jelinking the notion of
investment completely from what we had begun with.

We hawve now set out & broad clase® of slternstive linos or
directions of investment in the broad context of agriculture. This
remiing essntially as comceptual backirop for cur purpose here. The
subatantive analyais of this eection 1s devoted in the poin to 2 detailed
congideration of the effects upon marketed surplus of one hroad type of
irvestment within the firet direction just set out. The type is definaq
by dmply interpreting the expression "investwent for the improvement of
profuctivity of land" in a concrete or literal ssnee, The case

congidered i8 almost teilor-rmde for our mothod of analysis of tho



dymamics of marketed surplus which we had just gore over at the ond of
the 3850 awction, This is why we take it up for detailed dacussion,
Vo may remember in this context the acope we had originally et ot for
our whole disenssion of the "dymames of marketed surplug". To quote,
Pve do mot carry out any systematic exploration of the field but siwmply
take up & few problems more or legs at random, meant baaleally 4o bring
out the analytical signdificance of the mode of formation of murketued
wrplus in reference to certain 'changea' and Lilustrate the methodology
ealled farth® é/ | We have now discuseed in details a series of auch
. problems over the previoua chapter and this. The problem discussel
below ia conaidered simply a fitting endpoint of this whuole series.

Let w8 now settle down 4o the anglyeis, Qur oo rete

. Anterpretation of the term "investment for the improvecent of

productivity of land™ bolls down sinmply to land-ioprovement in the
physical sense -—- baslcally, irrigati.n and drainage work. The fumla-
mental point abowut this investment 1s simply that it ia & phygica
activity within agriculture, akin to the agrcyltupral asctivity itself.

The lasbour mecegsary for the activity is drawn from the sams pool or

agricultural population, and shares the common feature of being psid
tly in the product. We then have a clear "product-ters? in the

vary concept of "investment®, i.e,, the investment made by cur capitalist

4 Imtroductory Chapter, p. 12,
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farrer,  No doubt there will typleally be aleoc a Pmoney-teru" in the
imegtment. for the purchase of warious Winpute" that go into the
irrigation work ete, We will however focus ormly on the product term,
for this is what linke up directly with the formaition of marketed

sirplus and &0 brings the case within the folda of ocur metnod of analyais
of the dynamics of marketed mrplué_

Let us now oee our capitalist farmer engaged in an act of
lnvegtment of the above sort in a certain year, t . He begins the jyear
vith the same product fund and harvest as the previous yvar, aay H_ ,E"f
tut hea now to set aside ar create a gpecific wage fund sheent earlier,

viz., the fund for the payment of wage to the labour erymeged for the

imrovemert of land as sketchsd above, Let us dencte tliswage fund by
W, where the subecript I stands for 'investment' as distinct from
Iproduction’ or ‘n::uj,'bivatiun*. Though it is not very realistic, we moy
euppose for our purpoge that the actunl cultivetion in the farn under
reference can be carried cul 29 before while the land-improvement is
going on, i.e., there is no internction between the two sctivitiea, Sg,
the next yuor nlec, 41 , the furmer begins with the swe product fund
and harvest, H . The effect of the Iand improvement on cutput ahows

up only in the following year, i.e., t+2 , This will typienlly imply

¥ For sigplicity, we conzider here the product fund and the harvest
to be aquivalent notions for the capitaliet farmer.



also 8 change in tho labouwr meedod for cultisatiosn, but we onn coms o
thiz in ths 2ourge of the statement of the effect of this whole sequorce
upen. the volung of marketed surplus through the yoars concerned., de
gon now bogla direetly on thia,

It i3 e¢lear that we again have a pure short-run effeet tarough
vilch we poas on to the long-run effuct of the imvestment upon marketod
awrplus. 48 before; the former is giwven by the fact that thore is =
rise in the wage fund -~ the fotal wage fund now, corprehending the
vages of the labour for botk the improvesnt of land and cultivetion —
ereated in the year t as comparcd to the previcus year, while the prolect
fund remaing the smze.  Simee the capitalist fareer®s cwn consumpbion :f
foodgraing ig unaffected by thia, there rust be a fall in markobed
arplus betweon these two years, preclecly by the amcumt of wage paid to
the forwer, i.s., W , for the swployment and hence wage of cultivating

labour is the same in Path the yesrs. This is the ghert-rup offect of

the investiment upon marketed surplus,
Let ug take o Zittle time off at this poioh to set out

formally the profitability eriterion that must hawe beon satiafied by

tha investment, For thls, we winply compare the complste stute of
eultivation before and after the land improvement.  Before the
igprovensnt, we have = certain harvest, already denoted Hﬂ , and a
tortain wage fund supporting this harvest, say HO . After the

improvemont, we will have a new levol of the harvest, sy Hn ; whish by
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. definition is larger than HD . Thie is the positive putgut effect of
the wisae lmvestment, We will alsc have s now level of erloyment

“gasocinted with tois harvegt end hence o new level of the wage fund,

ny H‘n » W can call this the employwent effect of the irweatoent,

de nobe thet me s general proposition the employment effect coulld ba
positive or negative., It could be positive because more labour may be
meessary to raise the largoer crop, Hn ; that can now be raised on the
improved land, and it could be pegative because the very imgrovement of
land may reduce the labour neceasary for drainape, irrigetion, ete. in
the cultivation of land, Whichever way the effect goes, the
profitability criterion remaina the same, viz., there rust be a largor

arrplus to the capitalist farmer after the investmemt., We can state

this formelly os

{15) (5

n——HD}n (Hn-ﬂﬂ)} oo, &/
The two terma on the left hand of this rejresent regpectively the
output effect and the employwent cfrfect of the investment, 4s just
moted, the Mirst is necessarily positive, but the seconl may be either
peeitive or negative.

We can now return to the course of marketed surplus through

ihe years we are concerned with, ILet us denote the sales fun2 of the

-4 Tnis ie properly only s necedsary concltion, for wo are losking
only at the product surplua,
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‘oapitalist farmer, i.e., his marketed surplus, in the initial state

s {bafore land ipprovement) by 4, - It ia given by @

n)

{16} q =H - c_-W

vbers ﬂ(} rezrocenta the consuwption fun! of the farmer, assumed
sonstant through the yeare. This represents the level of markstel
arpiud before yoar t .,  In the year t the marketud aurplus, Q. 13

! glven by ¢

{17) %:HDwGQ«HD-HI

and g0,
(18 Aq, =-W .

This is the short-run effect of cur imvestment upon marketed surplusg
whiich & had just found cuk,

Let ua now move on to year t+1 . We still have the awme
product fund and eondusption fund of the farmer.  But firstly, the
imvestment being now over, HI drops out of the accens, and 8o, on thia
eount, the marketed surplus should be bavk to ita original value, QO .
St the employment effect of the investment already comesa into being
this year, calling forth & new wage fund for the actual cultivation which
we had just dencted H’n + The change in the volume of marketed aurplud

botween years t and t+1 18 now compounded out of these two changes in-
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the wage fund, the dropping out of HI and the &fforonce between Hn

a.ni%lo. Fortaally :
(190 AQ = ¥p- M -u) .

Finally, it is in the yenr t+& thnt we reqch the "long-run!
pomgequent upon the improvenent in the productivity of lani,
imorporating the ocutput effeet of the investoent. Since the
smloywent effect of the investwent is alrendy reflected in the marketed
surplug of year t+1 , the change in the volume of marketed surplus
betwesn years t+1 and 142 will be given sioply by the outjut effect,

In pther worda :

(20) ‘&Qtﬂ = HnHHca b

This cogpletes the stotement of the cowrsce of marketed surplus
through the years relevant for our purpese. Let us end by just noting

the long-run effect of the inveetrent upon serketed surpldus, Thios is

the same a3 the effect of the inmwvestment upon the surplup obtoined by
the capitaliel farm, i.e., the left hand side of the profitability
criterion as given by equation (15). Viewed in time, the effect is
chtained by comparing the mles fun’ bufore t (initial state) and
after ¢ {new state), which iv turn is the mume es the sum of the

grcegzive changes in the volume of mirketed surplus between yoars t-1
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and S S0, dencting the leong-run change in marketed surplus by

A&, we save the following equivalent expression of 1t i

1) 29 = (B -&) - -W)

il

pep ~ Uy

= LRy L% LRy -

Wo have now completed the main task we had set before
owselwes, Lot us now come out of it with just the obserwatiocn that
the whole key to the "ahort—rur® that we mest hers — the lirect affect
of the investment activity upcn marketed surplus within the tive aver
which it i3 carrvied out, prior to any of itz techmclogical effecta —
1s dmply the product term in the investment. Omce one leaves thia
out, one bns only the lopg-Tun or technologleal effect of investwent.
One more equation can be added to this., The product t 'm in the
investment necesdarily tuma our attention inside agricultyre.
S3eginning with this, we then remin entirely within agriculture for the
whole affect of imvestment. If on the other hant, the fmvestment was
eomeeivold purely in money, then we are neceassarily taken gutside
sericnlture for the whole beginming of the story in a physical sonse,
The short-run effect of the investment then alsc takes place outalds
agricuiture, having no bearing inaide. Thia ia why we -re then left

anly with the lsng-run or technologlesl effect.



However, oven Within this, there is o pertiment obfervation
to be male, We roefor beck to the secor! deetion of imvestment inside
. & given capitadist farm cistinguished at the gutect, l.e., the
imestmant Zirecied purely towards refucing the cost of enltivetlion or
 the wage. Wo cen broadly ldentify thie with mechardsation. (Hote
that the iLrvestmenmt here 1s pursly & money investment by the eapltalist
farmer, and the story in a Fh?’ﬁﬁi-“‘l gense 1 mne outsl e aprieuliure
vith the constrewewion of the farm machirery. However, this is simply
an agide.) The point we wish to make is sirply that we will have in

thia cuse only an pmedovment effect of imwestment, no cutmt offect,

The mmrketed surplus will still increasce, gimply becausc there is now
8 f5ll in the wage funl an? hemce a maller part of the cutiput is
eongepad Within agriculture,

We end by pointing out that the conventional mn=lygis of tho
sffect of imvestment wpon the marketed surplus confiders only the outyput
{or production) effect of ipvestment which in turn is comceived purely
&8 o money expenliture by the farmer concerned and hence ag no Wactivity®
in the proper sense within asgriculture. 48 a result, it lesves oub both
tht short-ran effuect of invegtment wyon marketed aurplus as well as the
long-rum effoct defined through the possible reduction of wame,
ar - loyment and conaenption within agriculture aa dstinet from imcressc

in ocutput. We rest content here merely with pointing out thess gans
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or lacumae in the eomventional trestzent of the supjizct which we
have alrealy filled out in the ermalyais given, thowsh ne oaere than
in the semge of a first, preliminary step. 2wt thinga com b leasu

e meen in 4 gore corprehenaive manrner than hitherto.



Cherter 4

SCASONATL YOVEMENT 1: THE WACIESALE HRICE

Thie charter, we have to 8ay, 48 an enguiry slmply into the
fpature and causes® of what ig stoted above, the Seafonal movement in
the wholeawle price of foodgrains. The broad "nature® of the
movement has already been set out .p. 21 , Introductory Chapter). It
uf begin with a clarification of this.

Let us begin at the beginning of & year with the harvest
just come in. & large part of the marketed surplus out of this
harvest -~ including the whole of the marketerd surplus of small

-
srodupers — ig in fact parketed within a few wedks from the harvest
defining the soc-called busy sesson of the market, We can say that in
this sezson there is every day a big fresh arrival of the produet in
the market, bringing fresh faces as well, scoe to stay ony some bo
dimppear the next dzy. By nature, the price in this seascn is
therefore subject to simest Aoily fluctustions of a purely random
miure. This i8 its deminant characteristic now.  No meaningful
notion of rise in price through time ig defined over this timwe. This

comes after the bugy season is over, and that is the beginning of the

upward movement in the price through a yvar defining its "sezsonal

movement™ as ccrneeived st the boginning, This is the clari fication.
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& Uoe with this, we sinply imnore the fectuation in our srice ewor
Bis period, on! thus hake 1t to be a 'eonabent! over the bus Nl SR T
rleng therenfter, throuch the rerpinlor of *he oar, ihis elros

e gareral naturs of the tlmepath o price fhat wo have unler

pferance now.  The Moausca® 4o be Hwusac! are those of {2) the

fdtial upturn comdng 2fer the busy acaaon, ind (h) the 2-ordirnatiom

ﬁ@ 88 there:s Mor

The basic ¢nuse, 18 woe soo 1ty =213 4t e cub o the
goeral barsaining frasework propeael at theo outeet for the Forsation
of the wholeanls price, (p. 13, Introduetory Chapter), Tha wnl of

the busy swascn menna the Joswrgearinen 3 the wholo hoot A9 Small

i

poducers from bhe sarket,  This meons simaltareously o gimiliooat

; .
{amt vhapa

fmpovepert An the baresining ghrenstd of the s rolucur-3ife s

- ' r i -1 a [} = > 1
la ne parallsel change on the other =30, Shia, dn oa word; ia the

soob aause of (1), Lot w8 qow padg Lasi iy bhe alack soaszon. nr

begle point here is simly that thers are big preducors and b=

rofucoray o owhale wloeraroiy of Shom. eee wrd 13 4 Lot Beaswt. ot

all of these spoahws0s 2an el osn AL the ol ~- the amsllor orag

raecad of mecadddve drogse

T

Armly drop ouh oon the wony. S0 we favo s

pub of cpe clasa of big nrodycores ather wnother alongs the hicrarchy,

starting from the Sotton and precesiing upwarls, This adsly

gomtimes the icpreverment in the barewinivg sbrensth of the ppoducsp

side intg the 3lack sesscn, or in other wor's, there i3 a contimious
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fmrovement of their bargaiming #trength through the whole pesson,

ithil 18 tha root cause of {P).

This is the bare skeletal ‘statement of tho "cause’. Before
ye put Bome fleah and blood into the statement, one sdjustment Ls
pstessery, At the very boginning, we took the atand ihat the vholessls
price 18 formed pelative to the retall price (p. 18 ; Introductory
Ohapter)., This wae the beginning -f the whole “bargaining framework"
for the formaticn of the price used above. It however follows at omnce
from the Ybeginning™ itself that, gquite apart from any change in the
bargaining eltuation, the wholesale price will change systematiocally
with the retai) prisce, We are alsc awaTe that the retail price itself
is mubject to a generel upward movement through the year, which is ita
peadoral movement and which is mlmply left out above, 5o, vieved in
the total, we bave both an exte an! an fotarna] ceupe of oar
phépomenon, the forwer congigting of the ssasoml movement in the
retail price and the latter of the systematic improvement in the
relative bargnining strength of producers through a year, which ia what
¥ just ®poke of as the “esum®. Taken together, the two causes give
uz the result that cur price rises both absolytely an? pelatively to
the retail price through a year, one by the externmal ss well as the
intermal cause of the movemernt and the other by the imbernal cause
aloms. This is the "adjustment® referred above.
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Let us now get back to the internal cauee and procced con
fth it, 9o far we have merely seen the novement in our price as a
mfloction of the urderlying movement in the bargalning sltvation in
fe mrket through a year without explaining how precissly tiis
mflection sccurs; i.e., the poghapden through which the movement in
pice is actually broucht about. Thia 18 what ia to add flesh and
tlocd to the bare skeletal statomont of thoe causse of the movement
glvon above, lLet ue now go into thia,

The first point to be stated ie that the end of the busy

#ason puat mean by definition a fyndarents]

shole structure of our market and therefore in the "rules of the gume"
init, Whatever bargaining power over the price {or equivalently,
Meontrol over the market™) cur blg producors may & priori pozacss mist
forly 1ie dormant in the busy eeason just by the prosemcs of the
vhole host of gmall producers. They too must act ae price takers in
this soason, exactly like the emnll producers. It is only v~ all
season 13 over that their bargaiming powew -- comircl mechanism comss
of its ovm, freed frew wxternal constraints. The essere of thie is
almoly their ability te hald back atocks, i.e., Tefusing to sell
exept ab a sultable price, a price which by 1tself now tomes to be

ed_gvor the fpjtial busy p price. We

fudged by the pise s
will turn this later into a full-fledged statement of bargaining

strategy or strategy of market—control employed by the big
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w:c-era.y For the tipe we sinply noto that by thie very lever
{stock-withholiing), our big producers are in some measure turned into
price mkors in the dlack Beason —- each dictates a price on his om
holding back his stock s necessary, knowing full well that others

are 8180 playing the same pame. Though they do not act in concert,
and there is wt any zoment orly a single price roling, the ®process of
competition” among blg produwers must end in this price being in fect
bigher than the earlier price by the argument aueady given, vit., no
ong accept® the latter aa a suitable price., Thie is the change in the
rules of the game referred above. Omnce this is established, no

further change in the rules becomes necessary to explain the mechantsw
for the contivmation of price rise through the slack season. 4t each
stage in this process, we have & class of producers dropping out of

the merne, having acld off their whole stock, i.e., the marketed

aurplua they had for the whole year. The remsining producers now
gmply take the price ruling at this noinbt as a fresh bernchmark for
dicteting & stil} higher price, which they succeed in getting by the
gare mechard sm, Tt is only to be stated thot this whole gume is playsd
by sach within the barle terrdrnsl condition that at the end of the year
- they hove sold out the whole stock they had - nothing is carried over

to the next yaar.g/

v In Section 2, Chapter 7. See espacially pp. 263-264.

2 &

2/ Exept in the case of & poor harvest through the process of
peoculation dketehed earlier {ppdb-43), which doeS not come inte our
argawent now,
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We are now at the last ley of cur analysia, By tha very

pbure of ita objective, cur anely=sis has sc far remained at a

kkadeally qualifative level, But unlerlying this there alan runs an

srpunent in jurely guantitative terna,
glearly, mrking clearly the transition from the qualitative to the

Let us now bring this out

guantitative level of annlysia.

The qualitative argument can be gummed up ad followa.,  Ower
the yuar, there 13 ln our market a contimious proceass of improvement of
the bargaining position of sellers (proiucers) who gtay on, who are also
s priori the bipger and bigger (or stronger and stronger) producers and
vho are thersby enabled to successively demand, and sscure, further anl
further rises in the price from lts pre-exddsting bemchoarks, this whole
process getting started only when the "big producers”™ in the a priori
sapga of the term are in control »f the market, i.e., after its "buay

geason” i3 over, This is called the gualitative srgument as its Jirect

reference iz siyply to the
&t sugcassive vointa through the ysar, which we can slsgo call tho

Gut underliing this 1g the purely guantitative

*state of competlition.
elerent of tne stock with the sellsrs at these points, which is already

seen to define the whole basis of their successive "bargaining”. It

fellows frow this that the Larger this stock, the greater mist be the
gxtent of price rise secured. This 18 the gquantitative argurent,

Though stated very simply, the argument covers a wide ground, the full
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lpificarcs of which will be clsar orly ot a later point in tha
thesis. At thip point we edmply take the steps of a proper
Inftiation of this quantitative line of argument.

It 18 clenr that the "stock™ under referemce in fact refers

b of producers! stock from the beslondng to the

@iof e yegr, 1o ™boginning® stock here is elmply the whole marketed
ASPERCh AL 218 ing of the wyear; and
the "enling" stock is simply zepg, and the stock monotonically declines

over the whole length, the decline over any stretch being slmply the
quantity aold over it. e alrondy know that there iv & peep decline
at the cutset (busy scason) and then a genaral ﬂ.g;m;]g_u_uj‘y The
broad shape or pattern of the timopath is simply taken as given, Within
thig, the argumont made just now is Slmply that aE butween hwo
alternative timepaths, one dominating the other pointwise ovar the whole
domain, the garmitude of each successive price rise associated with the
*dominating” or “higher" path ie &lsc higher. Steted more roughly, the

higher the path, the greater the mto of ineroase of price through its

“sensonal movoment®.  Mithemsticully, this is a relation between the
ghapes or form el twa fumctions of time over s given dommin (& year),

Sethuss of its complexity, we do not put this in algebraic aymbols.

¥ This is nothing but a restatenment of the so-called gquantitative
agpect of the two Yeemsone” of ocur market stated at the ocutset, See
pp-2i~2hs Bection on price in the Introductory Chapter.



- 106 -

It uo howover reiterate two simple points whlch may ctherwlse e ozt
pnjer this formaiism,

First, what we are relating hers to the tdmepath of gtoek is
gt the timepath of price Wt orly the jovegent in thia tinepach, 1,04,
the successive rises that toke pluoe along it, Nothing is statel in
tids chapter about the Jevel of our price at any point.  3econdly; a
eritical turning polnt in the timepath of stock is alrealdy marked
between its {nitial "stecp decline® and subsequent "flattening out".

The stock at this point of transitlon 18 also g prisri the gritical
manituds, for this iIs nothing but the total stock on the basis of which
Mg producars come ¥of thelr own®. It defimes the a priori basis of
thelr whole Wbargaining® for the rest of the year {alack Seamon), To
thls 1a matched the turning polnt in the timepath of price memtioned at
the wory beginning,

S0 meh is a purely for.al clariflcation of qur gquanbitative
argument. Let ue look at it now in substantive terms., Let us first
gpell oul tiw argument which hag »eon made wory cryptically above, The
polnt hewever is a very sipple ome. The taagle barguining lever of big
producers when they are in “eontrol® of the market was scen earlisr to
consist slmply of their threat to remove the supply, i.e., withdraw

stocka, Obviously, the actual etrength of this lever depends entirely

Thie has been the argument 80 far., ILet us now just go over to the



year, in the complete "tlmepath® sense, as
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other side of this stock, which is elmply the stock Yhat has already
pageed into the hagds of traders., The completion this gives to the

argawent 1s obvicus,  Suppose ihe Stock in the hands of our producers
ig®amll® at some point, and 8o they can remove but & emall supply froo
the mrket from this point. We have argued that they can then extract
but & smId rise in price through this threat. Let us now point cut
that to sy that our producers have a mmall stock at some poimt is to
Jay the same as that a large part of the original supply or marketed
garplus hos already paseed into the hanis of traders. To that extent,
they have become indepepdent of producers for their own salea through
the year, and cannot simply be pressurised into offeriif a mach bigher
price for the remaining supply. This is the completion.

let us make this more rigorous. The precise measure of

dependernce of traders upun procucers st any pgiven peint through the year

dependa upon the gtock they hold et this point, which in turn depends

not only uponh how much they have already bought from the producers (i.e.,
the prolucers' gtock which has alresdy passed into their hande, as

gtated mbove), but mlso how mch they have aold to consumers over this

time, We are however entitled to take their whole amle through the

This slmply means that given the harvest and the marketed surplus out of

it, we have a

togsther through the year, So within this, the larger the produceraf
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mék at any point, the smaller is the traders' stock at that point,
w bhe greater therefors is the dependerce of traders urop the

This "lepenionce® 15 aluply the outaide baels for thoe
By retaining larger stocks, the

mole bargaining of our producers.
goducers intrease the traders! continued dependerce upen them through
e year, which allowa them to extract a larger irmcrement in price by

we threat of withholding., This is the nore rigorous statement of the

whetarcs of our quantitetive argument.
Thore is a further cogrletion to this argumernt which rests
‘o & propositicn comcorning the trader-side which we will be able to

erblish only later in the thesls. 4t this point we simply take this

proposition for granted, and point out ite slgnificance for our purpose

hero, Let us firet motivate the direction of engquiry by going back to

the fundmnental quartitative aspeet of the very notlon of ®seasond' of

the whelegale market which we just restated above as an initial steep
decline in the timepath of producera' stock through a year followed by

8 general flattening out. It may appear from this that the traders in

goneral bave already become to a very large measure Independsnt of

producors at the turning point of the stock-path just doscrited {uwhich

ig the ondpoint of the usy season of the aarket), so that little room

ig left for the succesa of any burgnining devise that blg produers may
- later deploy in the year, The whole beasonal movement in the price

derdved -n thie basals vanldios.
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Thie however is not so.  Cur proposition comcorning traders
egtablished later is eipply that their Mindependemce® just talked of
epplies only to bijyr traders -~ it is they who uy off the "extra
epply® of the busy mass:m;y soall traders perforce remwin
contimally dependent upon fresh supplies in the warket for their
mles through the year. The "dependence” of traders on the basgis of
whish producers ultimately derive thelr bargaining power is not omly
retained but in some sense enhanced by the qualitative change in the

character of traders coming in st the peimt concermed., This in turn

. adds a further dimension to the qualitative change in the whole

gtructure of the market with the end of its "husy seasen® already
talked of earlier. The whole of this enters as qualitative basia of
the quantitative relation set oub above.

Before ending this section, we widh 1o eall asttention to the
sgsemtial goptrast between the whole line of argument herc and that of

"damand anl aupply® in ithe conventional sense of the term. As

fn

firgl gtep, let us Bigplify down the statement of scasonal moveoent in
our price to a form most comvenient from the standpoint of ®demand and
supply® , which i8 slmply that the level of the price in the slack

eeason 16 higher than that in the btuey season, ILet us denote thooe

¥ Sae the discussion in Section 5, Chapter 5, below.
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o levels hy q, and g res;ﬂctiwhr.y We alsy tacitly assume that
Bie retail rrice regains constant through the year, =o that the change
tr our price becomez purely selfcontained, within the wholesala meriet,

Lot us now consider the price ratio, g / qy, » which we cun
“ghviously take 99 a moazurs of change in the price bebween the seasons.
Jegording to o line of argument, the larger the ztock oub of o ziwen
harvest that the producers (big producers) retain through the busy
season, the greater is the axient by which they are sble to raise the
prize in the slack season over its level in the busy season, Formally,
thls translates into the proposition that the ratio g / g, is an

Pereasing function of the producers' stock at the end of the husy

semscn, a8 of a4 siver harvest in the baskoroun?. Let u3 dencte the
*

mgdtude of this stock, and the harvest respectively by EP ani H,

Then we can write

. %
[t 9,/ q, = £(5p HY, £'> 0

(I mplicitly, alsdo 2

hd

£ furSP>0).

¥ Formally, it i8 possitle to regard 9, and q 28 the averagmo lovels
of the price within the two seasons. It ia however ta be romembercd
that the structures of the two averages are quite distimet -- q,, is an
average over fluctuations (in this sense an aversge proper) but qg 1%

an average over a trend. Bocause the trend 18 internal to the guostiss
urler reference, it ia beet to dlsregard the whole movement, i.e.,
388yme the price to remain constant within each season.
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Let ue now turn to "demand and supply®. We asaume that orce
the harveet is miven, 8o 15 the totel marketed asurplus out of the

. harvest, which 1s the smme as $he surply for the year ms a whole. Iet

»*
us denche this supply by 4. Now SP is simply the part of Q that is not

fppolie?! in the tusy season. 8o, a lorger welue of it oDeens simply

s transference of scwe supply from the "huey® to the “slack season®,

{.e., a reduction in ths "euppl, - of the first and an increase in the

"eupply" of the second. According to Tdemand and sunply" this muat
imrense the value of q, and reduce the value of Qg * The ratio

: / q,, then becomes a decresming and not an increasing fumetion of S; '
This is the diametric oppoaite of ocur result,

Iet us confine curselves here purely to the Jdiffererce in
metiodologr underlying the oppo#ition. Our whole argument hes focused
directly wpon the change in price between the seasons; nothing is snid
sbout the level of price ag sueh. The apparstus of “odemand and
arpply", on the other hand, requires one to focus directly wpan the
level, deriving the change in price as a corcllary to changes poverning
the level a8 seen through the apparatus, i.e., changes in demand relstive
Yo supply {or vice veraa),

Starting from this, let us make just ome methodological
critique of this whole approach in the present conmtext: Q is the supply
for the whole year. One can balance only the demand for the whole year

with it. What precisely the separate btalancing of demand and supply
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gifiin anch of the bugy and glack seascns (on whilch the whole amalysis
sghs) mowns, i aimply not understood. Let us be clear thob notidng
B gtated in thia aboat what exaetly the belancing of Jumand anl

fpply for the yoor s o whole may 2180 mean or imply,  Wa also point
pgk thot any Tech balancing has to be comceived in respeet of our
grket 28 3 whcle, not g ritely for ita "retail” and "wholemloW
Jevels, The rest we d@arly leave open to the rest of *he theals,

Let us howsver take this opportunity to Hspel a possible
magiving about cur line of argument. We do not Zuny that 10 one wers
to think of the whole timepeth of producers! stuek through a yer —
SP(’E.}, 0€t«T , sy, whero O and T denote the beginnin an? andpoisha

-

of the year - n3 aowetiing purely arbiirory, then a largsr walue of
ﬁpft] gt Bope given b owould reduce the 'level! of rrico {in =use
gmse of the term) for larger values of t . Howewver, 3P{t] iz not
thought of 43 an arbitrary timepath in the first place; it is _eciles
upen at the very boginming (4 = 0), by the prolucers comcamad (big
produears), which alrealy imludes the baaie tercinel conditiocg,

SF{T) =G . What the hypothetlesl variation in this path means at

bottom 18 a change in the underlying structure of prolucers themgel:S22

== 5 chenge in the direction of strengthening the position of big
producers visea-via awall producers, and of the bigper among thom
Tie-a-vlg the others, which necessarily shows up in a pointwiae

dominance of the new stock path over the old one, and through that
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of & highar rate of price rlse all through by the mechaniso already
Jegeribed,  This i3 the clarification, There i8 no room in this
for an griitrery increase in supply in one 'acason' and decrumse in

ancther, ~8 presumed in the demand-eupply apyroach.



Chapter §

& DTCRESSICH INTO THE PROCESS OF THADE

gilon 1 ¢+ Basic Concepta and Framework

This chapter comas in a3 a long technical digression from pur
peinline of concerm, which we tie up with only at the end of the chagter.
fte whole purpose, as explained st the beginning, iag te develop certain
Iotlspenaable toola for further developments of the subject. It is with
fhis end that we discuas the procesa of trade and its waricus forms, such
§8 the 'big' and the 'small! trader process {Sections 2, 3 below), the
process of trader-speculation (Section 4), and fimally the process of
frads in foodgrains within an overall structure ag alrzady lait down in
the Introduction, which is whers we tis up with the mainline of our
socern-in the theeia (Section 5).

The tagk of this aection 1s %o set ocut a broad comcepbiual
frapawork for this whele effort, including a genernl comception of the
brocess® from which we fan out in the Zirecticns just mentioned,

Let us begin by setting out clearly the methodology we follow.
The "proces2? of trade" is nothing but the buying and selling, or more
- preclsely, the reselling of a trader, viewed as a connected ertity in
- tme. It is necessary to enter this cirele at some point, and we make

- the entry at the polmt of Waelling®., The first step 1s then to ses the
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mlling itself in time. We will suppofe that the selling 18 going on

st a certein rate in time, repeating itself over anl over again, and lock
ito the goniitions moeessary for this., The conditione divide into two

gpts, ore fnliing puteile the process-boyndary, and the other falling

jpeide, The process 1tself is in the end defined by these inside
gonditions, unier the appropriate outside conditions — it is thus a

gocess within a definite environgegt and ne* in dsclation

from 3t, It ie algo a process of self-repetition, defining the

{pfispensable prior tool for any analysle of change.
Let us now hegin with the elemontary point that a trader is

able to make = sale o _and Spme customer srrives an

Mepand® before hiw to satisfy. From this we ses that the bhasic putaide

epnijtion for the eelf-repetition of ssle by the trader has to be the
gelf-repetition of the demsni faced by him. This condition itself is to
be understood in terms of the whele open-enled environment of the process,
Bowever, for our puTpose, we can drow a bounlary arcund the market
coreerned an’® stay within that. The important point to note is that

¢ the notion of demant is o priori defined only for the market as a whole,
Cand wot for an indvidual treder within it —- the demand {customers) comes

- to him enly wia the competition of other traders, This whole

- competition mecesaarily enters the framework of a process of trade,

Let us now turn to the inside condition of self-repetition

of the trader's sale. Aguln we start from the entirely elementary point

that & trader ot any poimt of tioe i selline from s stpek of goods held
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The ceoniition fror the self-repetition of

gecisely for this purpase.

mle i3 thevefore simply that the shock soll be peplaced in the e

gares, or Lo other words, the stock be maintained through the sales,
It i3 araanl! this roint %hat we orgarise osur wocle corcepliion of the
procsss, et us chaik out ine Hrections,

First, thers ariaes ths purely guasntitative qucocsilan, at what
Jerel 18 the stoek raintained for a given rte of aale, This ia s
question which wo will be able fo ge into only in the nect section. A%
this point we jusht mention that the whoie compleXx question of the
preclsg mtives of stock-holling neceasarily comss into tl;e guestion,

b

and thls in turn necegsarily takes one to the Pelation of the troier
pecerned to the 'outsi's! or 'emvironment', i.e,, the zarket., So it

{3 anly to be expected that the anawer to the question is different fer

e and small tracers.

Fext, we have to point cu’ that, viewsd in time, maintenarce

ef stock i3 a very broald notion corpreheniing many M ffersnt ways or
patterns. The 311 relevanee of this point for our purpose will becoms
clear a3 we 3o on, but the first point is to e made right here.

Let ug go back for 2 minute to the conception of a trader a9
& tyer on the ore hand anl seller on the other (of the same good). We
have just notsd thet the sales depend upon the ocutside factor of demand
ina procise time-sense, wi=m., when preciasly the trader is able to muke

s sale lepondds entirely upon when a demand ia placed before him to

satlafy., In the matter of purchase, however, it ia for the tr ler
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gzeelf to decide when to buy, znl in what smount, This is precisely
what defines the Mway® or "pattern" of stock maintenanco we just talked
¢f.  In this background, the whole buyilng or purchase is aiready seen
within & framevcrk of stock meintenance, which is guite ddetinct from
weing 1t a8 scmething snalytically primitive.

lot us take & 1ittle timw off here to point cut cne dlgportart
Hmtation of our framework. When we say that it is for the trader
Maself to decide whon to buy en’ in what amount, we tacitly assute the
gvailability of the product in the market. So, we do not have any
explicit ®supply condition” in our frapewerk parallel to toe Wiemand
eondition”.  Our dreatment of the sup;ly sicde lies entirely within the
serventions]l notion of “competition® -— the trader at any given tine
fages & certain price ut which he can buy any amount he chooses.

Hcte that we all along bave "time® in the picture, The
sietement that wo do not have ary explicit "eupply condition® in our
frsmawerk therefore boils down eimply to disregarding the timepath of
grply in it Thds is & vury delimiting sssumption for ocur cverall
puryose ih the thesis, and we will have to increasingly get ril of it
through the later chepters., We gimply do not see eny alternative hawover toi
asrurmtion for the purpose of our dndtial build-up of the process of trade.
dctually, we have to go one stop further for this purpose and assume that
tor traders buy at & constant price through time.  However, we will

follow this up by later going into the trader's response to change in



giie in both ex post and ex ante tems,y The pelnt is that when we oo
fte this prokles we 2re already oquippel with s rignTous notion of trale
poceds corceive. in abstruction from price churges to start from.

Les 18 oW zome te bhe Hrection we want to fallow £or the
mesent, startisy from the cectral polnt of madintenanca of stoek. Dreally,
mie 18 the Hrection into the fincneisl site or aspect of the proceass.

bgin, we gtart from an entirely elementary point that a frader finoees

He mccesgive yurchased in tire largdy cut of salo-sroseods aiready

palised, We turn this into a comlote mothod of financing the purchascs,
w develop some ioportant concepta oub of it..a/

VHewsd ox ante, it I8 clenr that the tprader must firast Jecile 2
bold back part of the sale—proceels, ns they come, to finance his futyre
purehase, instead of taking it out ag profit, and then seet the actuad codt
or expense of the succeagive purehases out of the stock of money 8o

weymlated inmde the process, We will eall the part of aale—proceeds

beld back the ploushback from sale-proceuds (or just the 'ploughback! for

sort); anl the stock of morey inaile the proceas the purchase fund of thy

frsder.  Tho financial process within the process of trade thun boils

dom to the crention an? utilisation of the purchase-fund,
The financial procesa just defined ende in the succassive

furchsses of the traler, But the purchases themselves are already

¥ The "ox ante™ here is nothing but the prospective change in price
that takes cne to the whole rprocess of speculation that a trader may
enpge in, which we have already sail we take up in Section 4 below,

3] We will come to loan~fimanca it the end of this . section.
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pereeive? within a frogewerk of meintetonce of stock, and henpce, 8c is
#he vhole finncisl process,  This hae a struipght lmplication, Simco
‘the shole purpose of ploughback is ultimntely to ensble the trader to
geplace the stock sold from within his means, ite zagnitude must equal
he cost of this replacement. We can state this more simply by
glarting out from the traderte seles in tipe, and eaying that it is his

gomt of yurchase of the amount sold that he ploushs back frog the sale~
ation of th

Eoeeds,  We will cell this the

Jeoushback
phcess.

It is to bo pointed cut that how precisely this equstion
warks out in time ia left in the open. There are again differcnt waye
or patterns to this, which broadly complement the different ways or
paiterne of the maintenance of stock, We can alag state this as
Afferert modea of creation wnd utilisation of the purchase fund within
8 frame set by the maintenance of Stock.

Ancther point that comes in here is that we already make use
of our asswpticon of constant price in the statement of the ploughback
gguation, This is becanse, unless the price is constant, no clear
meaning can be given to the notion of the Peost of purchass of the
arount ®0ld" in the sense of the cost actuslly incurred by the trader,
T spell out, the sale in the firet pluce is from a Btock, purchases
mde at different dates are already mixed up in this stock, and herce
an unambiguous meaning of Mecoat of purchnese of some amount sold® is

defined only in case the purchase® sre all made at the same prics,
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mich 18 to say that there i3 no change in the price through tlme, 4s
BEs wked clear, the assugption 19 to ke trested as a1 technical
mpition necessary for the well-~definability of our comcepts,

ds hove now reachod the point of rouniing off our Conceptiona,
i the wery beginning we mentioned that our whole work on the process of
fmade tokes off from a "reconatructior® of the noticn of sirculoting
gpital in ddap 3uith set out by one of our colleagues in the Im*titut&.‘:f

&

et us just quote the relevant passage in Sedth:

" The gowis of the merchant yleld him no reverme or
profit +il11l he sells then for money, and the noney
yiells him a3 1ittle ti1l it 18 again exhanged for
goads, Hig capital i8 contimally going frow him
in one shape, and returning to him in another, and
it i3 only by means of sueh circulation, or
surcessive exchanges, that it can yleld him any
profit. Such capitals, therefore, may very
properly be called circulating capitals, ®

- It {8-clear that the stock of goods amd the purchase fund of the trader
we have been talking of are nothing but the trader's capltal in its "two
shaped" -- oma in goods and one in money —— in this passage. Tt is

also to be stated that the whole conception of the process set out so far

is essentially the same aa that found in our cclleagua®s "reconstruction’

¥ P. Gajapathi, op. ¢it. (see pp. 4=~5 of the Introductory Chapter).

_Z-,r’ The Wealth of Mationae,Bock 2, Chapter 1.
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of this passnge ns & whole — the steps we curselved tixe comg
pesically in the following sections of this chypter. Let us now take
me more step with our colleague from the background alrealy coverel.

The step consists essentially of lefining the trader'e

f‘:?cazi‘t-ﬂl in the sense of a 'magmitude! as the pun of the money in his

ned st feget!, dn his anles-stock at

gy point of time, Thie is the momentary view of capitel, It ism
oily by Setting it in motion that we see the goings" and “returnings"
thst 3mith talks of, which we can also put as a contimal

transformation of the two Pforme® of capital going on inside the

process,  The mext point is eimply that capitel itself as definod

shove 13 maimtained intact throuch these transformations. Thias is
pwrely definitional so far me its transformation from the "money" ts
the ¥goods® form is comcerned, for this transformation is effected by
the purchase, and & purchase by definition takes away the san¢ amount
of money from the purchase fund as the veluc at cost of the goods it
puts inte the stock. 4s for the other transformetion, wnich is
sffected by the asles, the mainterncnce of eapital is ensured by our
ploughback eguation. Thus, frow an operative standpolat, the
~pordition of waintenance of capitsl beile dowr Binmply to thie equation.
It is al% & comprohenaive conlition including within dtself the

eondition of muirtenance of stock. This is why the whole notion now



1
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|

brought u;: (-:upita.l,} gerved the yur;oae af rouniding off the
gencertiong rdvieel earlier.

Let ua aow come to the last point left for this
weblon, vwz., 1 conalderation of Joan-finarcing of parchase by

the trador ingtend of self-fimancing, Iet us look at this

from a conceptual angle. Viewed within the framework of

glf-repetition®, s loan taken by the trader must be seen as
ropadd in the due course, But this repaymont can come only
guk of sale-~procecds realised dn the meanwhile, This has to

be provided for in advance, and we are thue back to the samo

principles expressed through our terms Ypurchase fund” and
PploughbackM for conceiving the procesa, In fact, the terms

car be sxtended in & straightforward vay to handle the case, but
the more proper method is %o start from a ddvision of the capital

gngaped in the process and come to the dagtinction botwesn

methods of finance as something already contained in thias,

The divisicn i3 between the capital "owncd® by the trader, and
the capit=l Yowed® by him:r or his own capital and debt gapital.
Thls dogg not c¢ome inte the Jdevelopmont of the framework in

torma of the noticn of capltal engiged in the process, ita
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'forme' of being, thelr mutual transaformation, and so
on,

The sbove suggests & very gimple methodological
primelple for orpganising our thought on the trade process,
which we follow throughout. The princi;le 18 elnply that
we prpesely bring loans and debt eapital int  the picture
only when it throwe some Jight om a problem we ere concerned
with, mot obtainable on the bazls of pure self-financing.
1111 sach pointe come, we proceed precissly on thlas basis.
This has nothing to do with the empirieal significance of
trading loana, which is slmly granted ag a very gensral
propoaition. Howerer, the more relewant poimt from whieh
to lock at the assumption {jure eelf~finareing) for our

purpose is &impyly this, that & trader geperally takes a loan

ofly after he has in some semse reached the lirdtg of hia

mlf-finarwe, Comceptually, we can treat this simply as a
loglcal axdiom. This gdves ua an indepandent Justification
of proceeding as we do, which 1s only comlemsnted by the
faot that, loans or nc loans, the essontial primedples around
vhich we develop our framework of the trade process rewmaln

the same,
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Botion 2 : Bie and Small Tradere I @ Mptives of Stock-Holling
an? the Stock-Flow Relation

In our Introluctory Chapter, we concoived plg tradurs only as

of an pbisotive of market control gwer the market to which they belong.

Thls i3 scwothing completely unlefine? for a spall *tradsr. 3o an
gmlytical line i3 alrealy drawn botween the two categories. Duer
ghjoetive herc i2 gimply to follow this through a general discussion of

the an—called stock-flow relstiosn of the prucess, i.e., the relation

hetwean the 'stock' and the rate of 8ale,

The starting point is simply this, that, at bottom it is only

b controlling - or corpering — a sizeable part of the 4otal stack dip o

mrket that 3 troder comes %o achieve his contrs] owver the market, —The

.haaic means for his whole object of market control™ is therefore simply
the phyaical stogkat his command. We now point oyt that this defines a
gpocific objective, or motive, for  sock-holding which comes aver and
ahove the ‘goneral motives', so to say; ‘i.ﬁ., those that arc defined for
q tra'ar 12 mucd, big or small, What these other motives are, and how
to'frame! all of thess togethor ie the geperal problem we face in this
ggetion.

Obrinusly this ia a concepturl problem which is really prior
to the framewsrk of process of trade developed in the previous section.
Wz therefore koop the framework temporarily in abejance, to be picked
or rather aligned with, later as wu go on. Two points come in at oncd:
the momont we lock into the question of motive of stock-holding im an

1 priord sense. lot ua go over these no hy cme.
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The first poimt is eimply whether to try to comprchunl o1l
e ptives under the genersl motlve of profit or not, It is
gleratoot that by sufficiontly streteking the term, one can always do
fis, et us however aveid this,  The term "profit" in Yprofit mostive
is then ulersicod 2@ & sun of mopey calewlsated by apecifie rules. G
;’bais is arceriml, it 1 scen thet the objective of market-tontrol hos an
frredueible dimension ~f power attached to it, which cannot be Lrought
wAr the notien of profit., So we comot subsupe this objective wholly
wder the profit objectdive, which obviocusly is to le2ave the precise
relation between the two broadily in the open., 4t this poirt we will

orly 8y that it is only through & general two-way relaticnshiy between

the two objsctives of profit (or money) an? market control (or poder)

that it appesrs possible to arrive at a meaningful comprehension of the
Ishjective' of a big trader. Wo will return fo this point 2t the ond
of the secticn,

ur sccond podinmt is this, any stosk-holling is, by
defimiti-n, for the future.  The gquestion thot arises is how precisedy
the 'future’ Mstingraisghes itself in this context, 4f it doce at all.
fviously the A mtinetion has to be from the ‘presert! an? it therefore
bezomes o quesidicn of the slpnifieance of some future change, whick in
ggme senac 18 alroesdy foreseen [:or expectud}, for the current holding of
stork., Lot us not attempt a general dscussion of the gquestiovn bt
come straipht to a particular case in poimt, What we have in mind is

the holding of a gtock in expectation of a rise in price in the future,
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piling it {ar from :Lt:l thereafter to reslise the zrecyiativye mina.

s brings us to the specylative proceas of the tmder, which, 18

glresly said, we discuss on ita cwn in the fourth seciicn, 4t this

polnt e sim-ly record the Spoculative stock a8 a component of the
peneral stock-holding of a traler, Jefined comletely within the profit

wtive, However, we maturally can alse talk of 2 speculative motiws of

the trader a3 a self-definec entity within it, defined precisely by the
mture of the iuture change" that enters it.
Let us take a fresh lock at the stock for market eontral

{tenoted sm} in this ecortext. It is elear that it cust be basedl on a
semprehensive view of "future changes®. It still remaing the {act that
gven 1f no such changes were there (i.e., no changs is cxpectel from the
glven mituation of the present), the stock would still be there as it
belongs to the very ‘'structure! of a big trader. This at once scts

§ o apart froo the speculative stock.

Let ua now procecd on, We Zo not in any way deny that thers
my ko sthor sorts of "future change™ — athor than a rise in price iz the
future — that may motivate a trader to hold stock currently.  Howsver,
we o not see this beyord particularities, i.e., as a general force of
ghock-holling., We therefore do not go inte this any further, This
trings us to a common core in the stock~holding of a tralor, which we
gzt to simply by abstracting from the stock for market control on the
one hand, and the apeculative stock on the other, We will call this
simrly the gréinary ghtock of the trader. Let us set this conception b

gtralpght.



- 127 =

Iot us start from the praofit motive of the trader, and argue
pradght in o line: profit ie ow'e upon ssle, 8ale ls made upon Jdemand,
wpd the deman? comog in the end orly from the market ma a whole, via the
gometition of other traters. To make this profit, the trader mist
mecesgarily hold - stock ready for sale, satisfying the demand as it
goma8, and himee] £ surviving through this; for the wholes comtimiity of
-deman? coming to him ~— i,e., his not losing it to others — dopends
wypor 1t. It is this stock — the stock held ready for sale in this

senge — that definee the griinary stock of the trader. It isina

gonse the polar opposite of speculative stock, for the apesulative
‘gtock 18, by definition, not for currewt asle.

The conmception of ordinary stock just set out ia already an
aralytical conception, for it is eonmeedived only in relation to the
demand cowing to, or fuced by a trader. Iet ue now attempt a
formalisation of thie relation., This bringe us back to the folds of
the process of trade as set cut in the previcus section. Iet ua be
tlesr that as we swe it, the very possibility of any formalisation of
the relaticn Finge® upom the acceptance of the basic premiss of
"gelf-repetition (or statiomarity) wpon which we rested our whols
coneeption of the jrocess in the provicus section. Having returned
to this framework, we now thirk of the 'demand' and 'sale! as the rate
of demant and rate of sale, and of the stock {orlinary atock) as a

stock maintidned. This is simply presumed in the discussion below,




Mwven this [racewsrk, cu~ formal Jefinition of the ordnary

M of a trador 18 alm;ly that L. 13 toe pirdrop atoek that o troder

Mtﬂ held through tise — i, - the wd-imim value of the ‘stock

wiptained’ - for actually meeling the wominl at the rate that ig face!

Prenpt, it i3 Lthe same as anle,

bpbin, OSince Lhe leman! here is wa
anl 8o we have the opiirary sbwk s e2finel in berma of the actuadl rate of
ale of the tradue. Izt 23 =i 2242 swn wn oyabolis:

m Sn:nrr:ly = 9%

vhere Bﬂ dy i3 the ordinury gtock, wors precisely, the 'level! at which

the ordinary gtock is mainbainel throush tioe, and ¢ 45 the rats of aalo;

#is a parameter representing the minizua roletion Sotwoon

the stock-hol ling un sale of a frader,

By the very Hmensions of Sf“~r'-‘:,-r and x, it i3 clear that § has

& iy sicn of 'time', 1.e., it resposents a gare Tength of time., Tas

18 eometimes called the furnover rariod of stock. Tne i:dea ia that tho

stack L8 complatoly Yturtes! over', -r oacli, cver o oporisd of thia length.

Wa noto in bhe pagsing that, bocacse the aotual stack 19 mever really ruldy
sold off, no wrecise operational significance i3 to be attached to the
notion just deseribed., In particular, 8 i3 not to be eguated to the
intervil between the successivo purchascs of a trador, which lies
resesscrily below the mumerical value of @ ,  Howevor, turning this arouts
we can dzy that the purehase interval 1a nne important element in the

Ictermirmtion of the mmerical value of 8 . dWe o not however follow
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gig lne of thought any further. ILet us turn tc more conceptual
wmtters,  First we point out that 6 18 essentielly in the nature of a
poetitive norm,  This foliews frow the very conception of Sor dy ast
prt At the bemirming. Sunondly, e whcole conception is here set out
ypler the tacit assumption of a given gtate of the market. If there is
g change in the goaete iteelf, ere may be a changs in the value of @ a8
wll. One sees this very clearly by noting that when demand is high {in
the mariet) all traders mey bo able to turn over their sgtocks faster --
§i8 law -— and comversely, when domand s alack, @ i8 relatively larpge,
Thae © 18 to be taken ae '‘given' only as of a given state of the market
in geveral, It dig within this that it plays its role 28 a competitive
porm and hence alas a5 & tochnics] cocfficicont as seen by mn dndividoal
trader,

We nre now elncet througn with our projzamme for this section.

We have just gome over the comeptiaon of Sjrﬂy within our {rumework of
the process of trade of the last section.  we now note that Smﬂ" or
rather seme ~ructural ocore of A4, 8 alses by nsfire antnnble to thia

frame by tie wery ot that it alwavs exists . let ne give some

elarification of this, sand ther ress on to gome guantitative relations

gereane to the aituation.
Smc in its structarsl core is by definition & sbtock maintained
throagh the situstion comcerned. & priori, this may moan two guite

different things. One is that Sf_ﬂ remine just aa 2 "froron
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wmlamﬁrate“yin the totel ghock of & blg trader, porsr sold from.

B s then automatieally mainbained intact through time. The

Qarmative then ia sieply that 3, 13 gctually zold frem, and

ook s0id i3 reclaced in the dye ccourse, This is the way we shall

think of Sm orergtiongdly, or in the Mproccas senach,

ke very fact that 3‘1: i a:ld from burna it into a purely

-4

ptlom] cozponent of the total stock, indistinguishabie from the
Yrdinary stock™ in the cbservatismal sense. This, nowerver, raisss no
groblem in the comception aa suwch, a3 we already have on anslytical
mlation defining Sortiy « 1t follows from this that, given the taotal

stock (8, may) and the rate of sale {x, say), =f a big trader, the

egritude of Smp 18 :fefined as a pure resials

-

{E} 5' EL‘S“EX&

sust i'or the record, we note that if we take th: rati- of the
total stock of a trader to hia rate of sule, thon it is neceasarily
iarger for a oly trader than A amgll trader, the Hfference being
seounted for S5y 5, Let us alec put this in gymbols in a

elf~defining notation:

do are now left with only one more polnt to dswuss, viz.,

the twoway relationship between the profit motive and the motive of

¥ The expression is from Georgescu-floegen.  See The Zntropy law snd
the Feonome rocess, p. <20,
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grret control of o bBig trader Jefl in the cpen esrlier.  We can take
the "profit motive™ to be represerted here -~ in the 8ense ol a proxy

o eorrogate -- by Snr'l.}' . So, “he reistionfhip boils down to the
relationghip botween Emc: ami 8 3y There are twe steps in this,

Firet, by tresting Smc a8 e Tresifuel' we eutomatically grert & priority

to 8 ant hence to the profit motive, The proper dnterpretation ic

ordy
that & mindmum bunchmark of 'profit! —— equiva™~ntly, of sale reslising

the profit, and hence alsc of the grdipsry stock supporiing the rate of

gls — i3 to be first satisfied, only then dows the objoct of merket
gobrel become a reality, which is only tc sey thet the trader has 4o bo
firgt a big trader, and then he has tiis objective. This benchmark
elready Stirnlates a minimee steck for the by trader, which woe can trocs
tere 28 equivalent to his eapital. Cur sccond stp is sioply that,

ghove thiz minimum, the two motives stand dn s gencrsl cogplementary

elationshipy and hence we have both S’"r v il Smc as increamng functions
%) . ; . .

35

of the total shock or capital of the trader, ¥ithin this, we may

syypese. AS a general proposition, that S increnses faster than Sor a7’

whieh 18 to sey that the retis 8 /8 is an imsreasing furction of the

me' T ordy

Lotal stock or capital. This rests on the sieple peint that at the

benchmark itaseld Sm is wers., S0, it misi initiadly sccount far an
imreaging preportion of the total, and we simply projoct this relation
to larger and larger values of the tobal as well, The complete iden
thon is thet once "profit™ or Psale® or the "ordinary stock® has served

to define the benchmark for the object of market comtrol, it stays on
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fo the gereral cbjectives of the traler, but the foeua is ircreasingly
Bdd on the objective of merked centrol.

Let us anl simply by putting thie in sychola. wWhat we fLive

just arguel 13 tiat:

3
E‘“ 3 = = F(Sjr F1r >0,
oty
share 5 ard F(8) autcmatically satiafy thoe rolationa:

s> 8% an1 ¥E) =0,

vhere B 19 the benchpmark steck defining a biz teadar,

Section 3 ¢ Biz an? Smell Tradera [T ¢ The Complete Procesa-View

of

The 113t section was bamic4lly a :etour fr 1 our mainlin
eorceptlon of the process of trade, to which we now return to carry
Cfervard the toadk, yiekimer ap the Toose DRl 1Toft in 3ectiiomr 1, with to=
hindeight proviied by the detour. Let us bricfly go over this backgrsunt

Our argumenta in Scotion 1 can be summed up as follows, Startide
from the point that a trador at any point of time is selling from a gtock
" of gooda mequired in the past, we argue that for the amles to go on, the
stock must, in soms sense, be paintained, i.s., ight into, and not only

e0ld frem, and the mcney for this must come from within the process,

implying the noticns of ploughbeck and purchase fund, To give a



- 133 -

plgorous form to this intultive corception, we are necessarily led to
gtart from the trader selling at a definite rate per unit time, implying
that the stock be paintained at scme definite 'level' relative to the
mate of &lc, imdying in turn the so-ealled ploughback rule or equation
of the proccss, which finelly is equivalent to the browder conlition of
mintenance of the capital engnpge? in the process, This, in brief, has
beer our eonception of the essential logiesl stru sure of the process in
Section 1.

The loose ends left within this were (a) the precise
garception of the stock relative to the rate of sale, or the stock-{low
relation, and (b) the precise way the stock and capital are maintained
over time, or what we may eall the tize—pattern of toeir maintenamce,
Polnt {&) has now been close? as follows, Aldresaly in Section 1 wo saw
the trader as asquiring a rate of aale orly through the compotition
etween traders for the demand in the market, which ioplicitly placed
his stockwhnlding in this background, Granting the frame of self-
repetition oo stationerity within which the whole of 3oction 1 was
eonceived, we then argued that this provided the cemplete background sc
far 28 the Btock~holding of & 2wxll, competitive trader is comcerned, 3o, as
8 glven state of tho market, it was thought to be 'eoopotitivoly' noocssary £
e to hold & minimum stock te acquire & given rate of sale., This
defined the notion of the sc—alled turnover period of Btock —— the stock,

of more preciasly, the level at which the stock 1 maintained, Jdivided
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by the rate of anle -w a8 a congetitive nerw in the whole sebea.,

We

gpearing as 1 Trechnicnl coefficient" to amy inidvilual tra‘er,
wte in the roasing thet ne precice definiticon 5F the "level itaslf,
st widch the shosk s suppose Uy salntained through tine, bad so far

ben given.  Ihe turnover serisd of 3iock e corcolwel shove wWas then
ken to lofine = cul—olf —oimk in the fotal ghoek-holiiog of 2 big

treder, seYhling ap:ri nils stock for marksbt control fron bis orlinary
gtock as povwerne | oy the above conaiderationa,
Let ua now come to the gecond loose end 1eft in Section 1,

and settle down streizht to werk,  We have to besin from a elean sl

lot ud consider a gmall trader just afber be hes male 3 purchass -- Lis

stock ot this point i3 =t ita highest in a ologe view of time, 1.c., a2
mximm within semo neidhibourhon? of timo.  Bub tkis by definition 18
in some semse o Small steck for a trader, for he 18 a gmell trader, ant
ever within his Yow rate of sele, he is unisy corpulaion not to let it
arintle too mwh. In ahort, he Iyya 2padn wibthin a short time,  This
{g the whele maning of hisg holding s oinioom steek for olo rate of sal@s
Let ud now focus attention upon tais 'next! jurchase of the trider, HiS
purchase fund at this poimt is given by his pleughback from sale-proceess
gver the time belween the two purchasea plus tke purehase—fund not spet®
in the Iast purchase., Now, a amall traler by definition will have 1ittae
of thig "unspont purchase fund” — this finemeial freeiom, or

senceuvrsoility, ia simply demled to him, which we can also exjress 12
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@o tesic financin: constraint unler which he cperates. Whatever

Jittls 'mareint! in this sense he rey possusa will be in the nature of
 egerve ot meant for spemding in the ordinary course, So his

wrehase in the orlirary course is Jdependent entirely uwpon the

'plnughbaﬂk over an dmmelinte post —— nothingg nore of Mame cozes Into

‘the pleture,  The whole notion of maintemance of etock takes on a very

Hzple famm in this frame: it peans that each puccedsive purchn by

the trader simroy restores the stock back to its pre-awisting level

after the provious purchase. This is alresady a statopent of how

precisely in time the stock is muintained. It is nlsc impliieitly s
statement of how proeciscly in time gspdtal di8 mudnteined, di,e., how
the ploughbuek egquation works out in time, To ase thig, we need just
reperber that the trader is now seen to finance any purchuse entirely

by bis ploughback from asle-proceeds over the time from hie Iast purchase,
It follovs al onee frog this and the statepent of maintenamce of stock
aust ghven thii it is precisely hie cost of purchuasce of tho amoumt sold
prer thu time Yetweon two suweeessive purchases that he mist ploushback

fron the acle-proceeds of this peried, This is how the ploughback

ceguation worhs oub in tdme. &8s s resalt, hia cupital et the baginning

of any such peried is tho awme as at the en?, and 8o, the 'profit made!
and the fprofit taken cut! also coineide in respect of the peried,

Let u=a now eall attention to Bome further aspwcts of the foru
of myintersnce of stock undsr referonce. Firgt, sirce we now have

erch Speecsxive purchase by the trader restore his stock back to dts
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wﬁ_s’ting value after the previgua purchasce, the gtock 1zaedintely

gher a purchase - ita local meximus in time that we had starbed ouk

dih =~ 19 the gime all through. Thls Malock restored’, as we may call

f#, glres a procise unalytios] lefipgition of tha Jevel at which the atock

{e mintained,  With thias, we nlan nave 1 clear aralytieal lefinition of

Be stock-{low ratis, or turnover periasd of atock, Haxt, wo have a
gmle retefimitisn of tho traerta capitel, Fartier we Jefincd it

fnreference Lo any polmt of time as gimdly the gum in value »f his

puohaze fund and sajes stock (= hia stock of goods far agle). We can

Zefime it only in referornce to his purchade points in time, anl 4%
{g then definel simply s the sum in walue of the Watook resbore? as
st define! and the "reserwe™ in his purcnise-ifuni {5 the "reserve
g for short), So, 1f we abgtract altogether frop the latber, we
glooly bave tho trader'a capital defined 18 hia siesd stock in value
immeiately aftor » puarahise — the pumhase fund altogether <rops
qt of the scene.

3n ek for the nreczas a8 currisl cub by 2 sall trader, The

blg trader process 18 already lmpldeitly dstarcoel from this, Iet ua

triefly oo owver thig agmin, befire we come to a pogitive starting point
for the task. The msin point 1s that we do not have any meaningfid

mlations lefined through a clgse,; or gicroo of the

Mg traler process, a2s we do in the case of a amall trader. HNeither 18

hs under any pressure to contlmcusly replace the stock

5:1d 1n ordor just to maintain the rate of asale, ner ia



g fependert w.on the sale-jroceels of any irmelinte jpast to financce his
peeesslve puchasee —- the financial frecdon ia ther:. We st

terefore sbart {rom a broager time-vigw of tne process, anl only then

gan we properly posc the gquediiona alrendy ansvered for ihe smadl trader,
This is the positive starting roint.

A "hrogder time—view" in respect of these guestione can pean

oy one thing, viz., we pose the guesticons in terms of a gufficiently

lop: period of time given a priori. MSufficiently Iong® caun be

gnlerstond here as covering many times the time Jdencted by the turnover
‘perlod of stock as a competitive norm, which is the only duraticnal time
ve have from within our comceptusl frame, But how o we understond
the "pariod” itself? The point we want to make here is sirpdy tola.
that we cannot just imcose a period froo nowhere upon the process, and
view it (the process) through that period. The pericd has to eome from
within the process, l.e., the big trader process.

Qur response to this is the notion of a plap in terzs of which
o big trader -rimmises his whole sciivity, snl the 'plenning! has of

meeeaity to begin with g periodiee] view of time tuken in view of a1l

things comcarme: . There is a4 universal wrdt for this, viz., the yesr,

and 8o we ar¢ brought to the notion of an anmual poocess of trade.

Heltaneously, this is in some sense s planned process, and the 'year!

defines the planning perioi.é/

& Wo note in tho passging that no such planring period is definsd for e
small trader, for the whole netion of 'planning! hinges upon 2 finsncial
freedonm which we have alresdy denied to him,
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Lot 13 now roturn to our opening questions, the proecise way

dAp time in which the stoek and earital are gelntained in the process,
g
Te gereral cnawer i that these are miintained on an gomad bostis,

and S0, wo 2lzo have the sleughback oguntion of the process lefinesl on
a arwal btazia,  This zives us a peir of anmial balamces, viz,,

“fa) the total sale in a year = the tatal purchase in a ysar (coniticon
of gtonk maintensreel; anl (b) the total ploughbuck from sale-procosds
fns year = the cost of purchase of the soount scld in a year {ecnditism
of srimtemance of capital, or the ploughback squation)., The point to
wte 18 that the equaticns suy nothing aboub the precise digtribation

of these mamitirdes over the yoar, This has to come fron other
34 JE

+ pongl lerationa,

Tnis talkes us back to the fundamental agymmetry between the

:—r:./

Yrying® and the ¥selling" of the tr=ler pointe! out at the beginning.

- &8 regar?s the Waelling™, we rust start from the basic prewise that the

" trader has a certuin rate of sale scquired through competition. Tids

defipes a coochoark of pnifeoss dHatritution of the total sale of a o
amr the yoar.,  Starting from this, we can see Mother conglierationd
papa Into play, eauoing lepartures from the berchmark, The whols
distribution or time—pattern will nevertheleas have to be seen as
sliugtmenta in the rate of sele, for the poimt resmina that at any tioe

in the yonr, the traler gust be salling ot some Jdafinite rats of sale.

Y 3e¢ 3ection 1 of this chapter, pp. 115-117.



The time=distribution of the =yrohings of o yeur nas to be
thgt of in guite Hfferent terms. In the framework of this chapter,
the distribution is left corpletely in the open for the trader hipself to
Jxeide on, lido being equivalertl; a decision on the timr-pattern -f stock

replacenent. The moot guestior herc is simply what tiwepath of stock in

L vear the trader may ideally desire. Having raisel the guestion, we
tan only say thet we see no 'gemeral' answer to this guestion. Thir

follows from the very nature of the stock for parket comtrol, by defnmitio:

s comporent of the total stock of a big trader. We heve nothing but the
trader's jerception of the 'anrwal reality’ of the market, as we moy ozll
it, to share ite timepath through & year, This cannot eimply be detoclr
from the particularities of the market comcerned, leaving us with nco
goreral propagition on the gquestion raiesd. In short, we are left with
an indeterminste timepath of stock through o year, within the bounlary
eondition that the opening and the cloming stocke are of the save mapmditucd
In e purely foramal eense, one can talk of this comitude as the Vlewel! at
¥idch the atock is maintaired through time, but thic %ag bo dMatinetion of
its own eorpared with the magmitude of stack et other points in the year,
This whole specification is left amalytically arbitrary.

et us now return to the plougkback equation of the procerss.
We have already seen it to bs defined on an anmaal basie. The precise
relation betwesn the ploughback from sale-proceeds and the trader's cost

of purchase of the amount scld for any pericd within the yesr is
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mrefore left in the open. This is nct a mere formalism,  The
feashback i3 nothing but & reflection of tre traler's ge ) f-finwce of
i gock-replocensnt or parchage. It 18 therefore only lsagieal that
bewtole progranse of ploughback in time ig Jevisel gooorling to the
pogaae of pavhasze, subject to the pursly Jefinitional relation toat
e plougnbck is Crom sele-proceedla, honce leas than it., T
pmgbece equation is by Jefinition Haeregarle! in this, and 2omed
ek into the picture only by the tie—ay of purchase Wwith stoek-
mplacement which itself is defined only on an amrual basig,  Honce
# 18 the ploughback equation.

di: have now completed our conceptualisation of the Heominet

trade~processen of the big and the smed] traler., This has brought wook

to preadinence the firancial, aspect of the process lylng Filien mehind

the physical buying and selling and stock-holding of the traler, which
s ften all that cone has in min® when Zeseribing the activity of ¢
trader, We have seenm that not only the physieal relationa, but also
the firancia, roisvions lmtermal to the process are quite Aliffarent
for the big 2t the small trader, Iet ua now follow the Hifforonce o
the finarcial plane, to a problem kept in the open rom the very
beginning, viz., the trader's response to a change in price. For
reascnd to become clear as we go on, we meed oconsiler only the case of
8 r.38 1n the buying price of the tradera.

Iet us now start from the cemmon point that o tralee noa

his purchase at wy polmt of time limited by a purchaese fund built up
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W elsaghback from eale-proceuis of the yast. For the small trwler,

e 1 acen to be the binlng 1isct at each Buccussive purchise

an oonly then 1e he secr 19 bes able to gaiptairn Bis rate of

gei. This die 2z of =« glven buylng irice of the tmder remiiring

If thorw 18 now e rise in the pricc at soms

WeosTnge . Tl

pint, them 4w purchase fund as alirealy accumdated at the oll vrice

prdts by Zefinition only a smaller urchase than earlier. This fails

!

& restore the Stock back to its previous level which meintainel the
mte of anle, lience there 38 o fall in the Tlewel'! of stopk, et which

It comea 2 be srdrbained gnder the npew prdee, lepdying & fR11 in the

mie of s2le oo well, This ie the problem.
Hovingr clarified the nature of the problem, we can now
mtrace the steprd and point out several ways it ean be got aroun’ by

the frader, Tirst, zs wo reinstate s reserve fund dnto the pdcture,

we nigc note that cne of 1ts primary uses woull be precisely to moot

o the Mgher ¢osu, a8 We kave just sesn., Whether or not this suflces

for steck veplacemert ds of course s matter of the relative mogmitales
fthe roserve fundl snd soaco rIse. We can Buy that o rise that is
vithin the 'exected orlur! is airesly proviied for In the reserve fund,
Yert, we nnint cut that even whnen this 1dmit is reached, the trader ey

eross it Ly not taking cut some current profit, i.e., by twrning back

/
¥ We are nere dimregarding the 8mall  reserve fun? he may possess,
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wtha whole of mle-proceets veslizel over the last Moerio® of
pmipse, Finnlly, as ke reaches the Timits of kis selfefinance, he
mytum to loans, Thua unless it i3 a vory 2lgvifizcant rise faken
giag all of a zudden, the treler Wl ? b capable of oxdntairing his
Wysical process® intact through the ohenge.

Let 18 now turn to tee Hig It ig elear that the

moblen Hacugas]l ahove 18 unleVine ! for nda, Hoither e he unler any
pesaure to "imwlistely' replace the ustock 5014 simply to maintedn his
mle of mle, ror ig the =ccumlate] purchase fund 2 birding conghreint
mon any particular purchases by him, He aimely withotands the rise in
grice fronm Within..g'}/ rinally, Wwo rentlon that nelther any changs in the
Bllng wrice of the trader, nor g fall in his buying price create g
poblen for Lo trader in ony meadrgf™Ml senge — the former o swelf
gfects his prefit from the process but not the £»0285 ad such, while

e Iatter by itself allows him an exrpsston of stoee? oy arguments

- [ - - -
yprellsl to those giwrrl.1g Ipia justifics cur rdtid narrowing down

Puf tha whatn protlom tooa conslleratlon oD juzh Pre affeet of risse in the

taying price of the trader upon the Yprooou™ rurriel out by hin,

“

}%’ It i3 iwcortant to remembor in this context that oncs the new prics
fa8 come into bedng, the ploughback too comes to he governmed by it, ao
that the trader is autometically emsbled to replace thue Tock from within
{he process,

L This i4 in abstraction from all the alleviating facters Hacpsseld
seove in respect of the rise in price. Cpoe these factors are kept in
prd, the fall in price bas 1lso to be aeen Symowtricn’ly as, a.g.,
mabling the traler to buill up/Teplace his ressrve fumd, to take sut
mre than the current profit from out of the procsas, to vopay or
geelerate the repayment of loans taken rrovioidly, ate,



e

etiop 4 ¢+ The Procece of Gpecwlintion

Oir Amdspente] objuctive here 48 to see the 'speculation' by
‘g treder az o rroeoss in time;  and our funinoentnl cethodology for the
fobjestive consignz sim;ly of this, that tho traoder mst heve been
aiready earryiw oul o process of trode as doscribed so for, without
geeylntion, befure he gets into thisprocess.  We gust simply see hie
procegs of gecylotion (or spoculative process} a. of this background
sl throughe  Stated explicitly, we must see the trader as salling at
g eertain rate, X, Y out of sn ordinary stock maintained through the
selling, SD asy, at the time of his 'gutting inte! the process of
geculation, B_ﬁ ~nl X are relatel through the turmover period of

S
stock underatood a8 a competitive nors, & say, by the relation:

{5} x, =8 /6 .,

et uws now Zeave off this barkground and turn to soms othor
egpocts of the methodology. In Szctdion & we deflined the speculative
gteek of the trader ag & etock hell under the exyectation of & ride in
rice in the fulare, to be 80l orly after the price riss so as to make
a ¥gpecudative ¢min®.  leaving out the precise defimdtion of '&peculativa
geind' for the time, we corn cleurdy say that the troder 18 engaged ina
speculatd ve pro}:ess so loty 28 he poSse8sea g grecounlstive atock. This
process then has 2 definite boydnming a5 well as snd in time — it

ernd ends when this

begins with the
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sotk 18 completely 501! cuh, Within this, we have a certsin tise-

gelet vhen the stuck beging to bo 9oL, which we onn a priori clos: aa

-;! * nl .=
e tis-point ot whick the price riscas’ The time beforc thia, we
gy call the galiing Clpe In the process, and the timo after, the

ey
A L

mlisabicn tive, o0 the Levler oerely 'walts! for the price %o

Uanmed Lo Treslise! his apoculative galn only ino

pthe first cheas, anl o

in the cassiog that the Mwaiting time® a3 just

ik
L

B zecons,  Ne ooho

pmelved Incluics the time taken in creating or buil ling wp the
gpeonfative stock.
We have fo czll attention to ainother aspeet of the aitustion

Wfore Beginning on the mubstzntive 4ask. The "rise in vrice! just

talked of ¢ o o ri=e olther in the buyving price of the traler, or in

dlg slling nrice.  This aleely dugoesto the Llea of dWwo Hatineh

proesssad of sreculaticon for the trsder, one in resgect of ench prico,

{9,y M9 copoctatioga about the fut e course of 16, The llea is

pwrauel below,

Houd now Dogin by polobing oub thwd there are eeadly fwo

~ =

;81

O 1.5

Hatiret wava in whicn o traler ey create a gpeculative gtock.

ety by Buring;  the other 18 by not salling, f.a.; by withirawing his

i

v It 13 fmplicitly aszume! hers that the price does uctually rise
within the 'future! taken into consiieration in the expectation
gerarating the whole apeculatdwve nrocess, wndech s mmply to say that
the sxpectation is in some sense fultdlled, If this is not the case,
the speculative process ia given up or abandoned somewhere halfway
theough,  We need not go into this any further,
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peerlsting ordinary stock op more correctly, some part of it from
grrert salo an? toerning it into a speculsiive stock.  The spoculative
#ock in the firsl case is an asiizion to ‘the pre-ead gting orlinary
gock, an! in the second a sulirseiion from it. Let us denote the
pecwlative stock by 5:‘-“* . After Sf 18 ereate!, We then hove (5;5*:’ Be
fe total etock of the trader inm the first csse ond 'I:SQ-S#} BE i
gary steck in the sscond ease.

Let us now follow through these twe dstinet Mheginedngd! of
e speculative proccess to ite Yeni™ ore by one. 43 just seen, in the
first caoe, the "berinning® lesves the ordirary elock of the trader an?
Barate of smle wmffected. So, Sc- end x contime to remain his
wdirery stock maintedined through the sales ant his rate of 8ale 1l we
bh to the beginning of his selling from 8 , i.e., the realimtion
giage of the process, At this podint, s iz perped inte the orinary
ok and bezcmcs one with it, end the sale is from ihis total {'sgans*-}.
Ve met however suppoBe hére that the rate of sale ie not increase
fereby, o.o,, it contimues to be X, - Thie is simly tc demarcate
oarly the process of speculetion from the process by which a trader
fxpenis his snle, which is a distinet process sitogethor.

Iet we now proceed on,  If cur trader is selling all through
ﬁt Tate x and has (SQ+S*} as the stock to ssll from at a certain point

&f time, then he con elwply suscend his whole replacegent of stoek €111

M 18 5012 out, and the stock is back to its orlinary level, SQ « In

-
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#art, this meana thot bhe frader 1243 not tuy snythisr wien hwo 32113

y over the time ncccessary. This 49 how the proceas comes o endy
Btua now repe bop thet it tegun in bhio owse oleoply owith the basdog
I * ~ . ..
#3 . Torocotivge up the two, woe 3o ab omoo it the g

wele tedla down here olaly Yo mnder oow dn orler moh Too by Tator,

Bl qualifios 18 % apeculative preesss in bie Dirst piiwee anly usicr

tpe traderts sxpuctotion of 4 Pubure

Al

£l

fike 28 me sten Purther in the Lles of twiy H=iinet
imlerts arecidation,

Let us now turn te the other Yoedmnin® of the secylative
pocess,  Wo begin here with a fu37 in the traderts rato of sale from
fe previsua wilue, X ary! thia new walue, x|y, contimeed till we
tae to trhe rozlisation time of the process. 43 before, the
geeglative Stock 14 now mergsd into the srfinnry stock at this point,

Wb this now meonsg sicply that the crlinary stock itoelf ias restored bask
to{ts orlidnal walue 3.3’ at this poirk, This, We will now supposc,
Gmply eabley wne traler to resume nis old rote of sale, X What

o then airyly haprened ig shat a certain quantity, g s 1l withilraen
frm sale &% 3 certain point, only to be acld lator. It is a case of
Mt selling now in order to all later™, Thds in turn qualifies as a

gperclative process in the firat place only under the trader's

tpectation of 2 Mture riese in his gelling price,

Thiz completes the ilea of two Hstinct processes of the tra ar's

gaulation, omd each under the wxpectation of a future rise in the twd
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jpites in which the trader is irvelved, oach having s ldebinet strcture

glts am.  In the absence of any Settor terns, we will rest content

gth denoting the twe procedsss b siaply the procews of type T and

we T 19Zectively, We howve to mention that thess arc the pure types

B! in igo2atlon in reference - sach of our two prices.  ALL thit

g wiil gsay culeide of thia is that when therw is an expectation of
ftre rise in both prices, the two procosses will generally pet
goarimposeld upon one another.  They do not cancel esch other,

Let us now turn to the comletions of the process idea itself.

Hrsby it is clear thet the realimtion tinme of the process in oither

. L
ta® 1 given simyly by dividing the speculative stock, B, by thoe mate

of mle begun with, X, - Denoting the realisstion wme by 4, » wo

hamw i
[ 3* ,«"

; - - ¥ ]
HI.E'I e K o

e hee an focortant conseguence regarding the ;rofitubility of
gecilation, Wo have % a® gmirply plven by the Tbockprouni'., Hence

[

virt (6) meanz 18 glmy iy that the Larmwr the regnitude of the speculative

siock, the leprer it takes the trader to reslise his speculaeilive padn
from it.,  Thds oust a priord rethwe the profitability of the whole
geewlation. In other words, we have the profitepiiity of gpeculaticn
a8 & decreaging function of the senle of speculation, Tt is thon
irtuitively obvicus that this defincs e purely enidopencus foreo condng

Irop within the process, setting a Timit to this scele. We will



2
— 14

geertiy give a formalisation of thig point after lefining tic reluvamt

frna,

Let us befin with the waiting *ime in the process.  Thias we

gt drply lenve in the open as dafined by the tralerts own cxgmctation
~ths later ae 2xpects the price 4o rise, the longsr, cbvlously, will
W the waltinr time, and hemce the smaller again the profitatility of
geculation,  Cbvicusly, there need not be any specwl nklon LY the
mibing tine iz too lung.  This, tom, 19 formdised in the Hsoussion

Selow,

Iet 58 now csome to the flpaneial endeulation of the tralsr in

mgard to nis speonlation.  The cogt of sreculation in our twa 23508

‘ . » -
are glven regectively by the pogh of purebise of 3 and the rewvegue of

. . # .
Bleprogeeds Corugone by withdrawins 8 frosm sale,  Iet us <ovote tae

Wying anl the =elling price of thc trader At the Yoesinning® -- when 3
Ase satedl — by q anl p regpectively.  The coat, &, is then given f

« the two caa:3d Ty 3

) 3 o= | W 0 e I
| S , hype II

let us denote the rise oxpected in the two prices by Iy and A\ Ty
Wo then have the expectod gpecylatdive wmin in the two cases lsfined by @
TS ., tye I
L 1 ? ¥pe
(s} @ = ©

. L]
LAPRS » wpell

wtere G standa for speculative gain,



We are now Bet for the caleulation of prefitability of

@uﬂatim. We consider first the case of a traler just golng in fur

wu}_&‘l‘i&n in the sense of g heing small, This is understood relative

g.ﬁn anl hence X, anl s: we have a srall value of © Let uy just

qguta thisz to zoro., We then have the total {ex;w&cted} duration of the

geulstive process s sinoply the Walting tise in the process, which we

et ue now 2define the rate of return from speculstion

feote by T, -
@ dmely the speculative pmin realised in the end per unit of the cost
of gpaculation at the beginning, Jivided by the time between the
kgloning anl end, i.e., the duration of the provcss,  For reascns
dready eTari e, the rate of retarn so defined will be a declimng

]
fetion of the speculative stock, 3 . 5o we will dencte it by the

*
wtation P{S ). 4t yresent we are congidering the liriting case of

] r‘*
thigy for = 'amall walue of & and hence T Iet ue donote this by

Pﬂ . We tken nave &

trt G/

Vi e -
W

T

_ i_éi;qez"twq ; type 1
Lﬁl?iﬁftwp ’ type 11 .

The fact thet the longer the walting time, T the
of gpetulation (which imithe sate ide:z_as the rate .of returs) is

thise jwe will jresently give the formaiiastiss of this reniering the Whi-Iso
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geculation Manprofitable? in the operationil sensu of the gpecilati n
Wdrg oot actuadly tnkoen up at all. Be fore this we just noto o
pmputkitcatacn oF formuda {9).

Az irevly ;oointod mok, T, ia nothing bubt the time 2fher
@ik the trice rise 13 amaoted by bhe trader, measured froo the
pproded "heginming” of the ocreculsative jrocess.  So, the twa right
wnd side cxpreszions in (9) are ncthing hut the expoeted £an.3 of ol

of the two prices, aa asen from the tice referred.,  The alpiifl

fhen 19 that we can write {9) aa:

-3 type 1

{16) o = r q
L& &+ type O
vhere g stenda for the expected rate of price rise, the particuls
prics under refercrce being shown by the suffix,
Let us now remenber agin that the whole process of
gpeculation begind, if a4t 211, from a background of the traler alrealy
earrylng out a proeess of trade 28 Zefingd by the pair {xﬂ , 33'3. He

ig slready enjoying a certein role f profif, aay r, from this procsss.

Sinee this 118 not beon defined previously, we take a rirmte off o puab
in the definition here, Avolding all unnecassary complications for the
purpods, we mlmply assume the process of trade to have the sama shructur
a3 the amall] trader process deacribed in the previsus scetion, W3 aldo
igaore the reserve fund in the trader's capital ongnged in the process

The capital is then glven by the value,at cost of the traler's stack
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gthe 'level' at which it 495 maintai=ed. 5S¢ it we denote the eqpital
by ks we hove !
{1 K

e trader's profit por undt time, F say, is siven by @

[ o
= a
q o

Il

@ F - Gadx,
§o, the rate of profit, r, 1 Sefined by
(p-q)x (r)
- ] P - [ _ - fﬂ‘
{13} r = K = qSD = q':_} f I \.e'.} .

Iet us now return to the mainline, We can clearly say tant
e trader will at =1l go in for speculation only if this imercaises s
e of profit,. This is equivelent to reguiring thoe rave of roturn fros
gatulation to be hdgher than the reic of profit slresly enjoyed froo the

frade procoss without speewdation.  Thia gives us the following

profitabdlity cr'iter-inﬁ of speruiation @
1) P> T

We ean now simply return to the punera defrnition of the Tate
of retarn from zpeculation glven earlier. Formaily, the definition

bells -wm to 3

1153 ps®) = et
. +T
W I

- Dalq

i: ] t:ﬁ._‘!e 1
T, + (S fxg)
t:l Pfr- t. II
LT+ (S*z’xn) ’ e "
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et 5" ) Ls a declining funct on 18 dgain obvicrs in thia.  Purely
M aralytical precedure, we can now turn the profitability criterlom
Jor geodazion arounn - Yifrecent magnitudes of g , and take 8" to
e doterzined by the condition that the rate of return froa speculatize
¥ oqual to the rete of profit aiready cermed, Formally, g 13 then

b by thoe conlitien
: *
f16) pa) = r .

Wig shows how the endogenond farce of ddmintahing returns to
weedlation sets a 1iwdt to the scale of the gpeculative process from
¥ithin,

Just to be in the complete, we should menticn that thers would
& be other forces from within the trede process of a more ghmctyral
mbure to set the limit to the scsle of the speculatlve process, Witheout
plag into the substance of {hesa forces, we will just say that they will
pdeally work to set a Limlt to the progortion of the so

. ghoch

goedtal of o trader bo hia total stock gr capital. So, we could have

wome glde-r=Jation af the form 3
- #*
{3 5 /({5 + SD) € w

¥iihin which the condition (16} may operate, whers o is a structural
wugtant definad a priori,

Let 13 end this section by making an scknowledgemant long
frerdue.  The direct reference for this is our type II of the procesa
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of gpenul ition, beglnnming with tha converalon of the ordinary etock of
g frader into a speculative stock. The analytieal essonce of the ldea

pet back to Ricardo's fumous chapter On Machinery in the third edition

of his ”Pz"i,miplas“,ly for what he did here was mimly to deseribe, in
pimplete Iogienl terms, the mechaniastion of & capiteldst process of

pofiztlon by egmveralon of the edpcwistdny eapdtal in it intc 5 fimd

gpital.  No notion of 'imvestment! just came into the pleturse, It is
prly wnen we undersgtood this that woe could properl), distinguish between
the o "beginningd® of the process of speculation dacuseed above,
Mff-hend ~ or comwentionally, for that metter — coe thinks of the
{ntroduction of machinery elamply as 'imvestment!; and sioilarly of the
wgloning of speculation &imply as 'speculative purchase! (= speculative
lavestmert}, Thie, we oan aay, is the fadditiord view of the things
soreerned. It is the gther method — comversion of 'eireulating! into
fixed' capital, or the 'ordimary'! imto 'speculative! stock, o8 the case
py b — thot takes ome to 'dymamies! in a more fundsmentsl senss, This
bag & far-rcachine sigmificance from the standpcimt of method per se,

¥ can novw point out that our own method of diwersion of funie within
pgriculture {n2 we may 621l it) in the analysls of dynamica of marketed
prplus sariler in the thegis, bolongs precisely to the same genre.

(See particuiarly Seetiorss,3, Chapter 2, and Section 3, Chapter 3). We

&r¢ hapry 4o record our debt to Riearls on all thia.

2/ I, Ricards, On the Principles of Poplitical Ecopony and Taxntion.
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Beetiom 5 ¢ "Foodersins Tradet

We hrore clready set ocut the aalisnt foaturea of focdgrains
irale that come within our purview in the thesla, O object bere is
to see then as comnected elementa »f the procesa of rade, therety
lringing the corcertual framework of this chapter to the naint of its
application for mar purpess,  Tria is the tyirg up o0 the chapter with
the minline of cur comcern in the theais nentinne? at the ouseh.

Ws Mave to begin by remesbering thc basic Umitation of this
framswork for the purpose just stated -—— we have no room for the
Hoepath of supply as a meaningful enitity in 1t; tralors are ainmply
left free to buy as they wanbt through time, The imitation is obvious
from the fact that the whole Wsupply" in cur case comes fron an anmucl
larvest of foodzraina, Traders are of course awars of thia; they ame
Als gererally aware ol the time-pattern of availability of the product
in the m.rket through a year. Tn o.r fraoewsrk we hove to siaply
Baregard this latter awareness for someeiving the trads - =999
sarried cut,  The tibs—puttern of ars1a0tlity; o Supply, will have
to make itself folt +keough other fastors, not Zrectly,  Tais ia the
totheelagy Followed.

Tot 43 now proceed in stepa.  Even though we have only ong
mrvest in a yenr, we bave a contlirucus market for the sale and
pirchase of the merketed surplus cut of the harvest, This 1s what

satablishes the basic poimt of comtact with o framewcrk for the
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trade p1.coss.  We cap still ac. the traeders as cinosing the precise
time and guentum of their purchese through !¢ year on their own — the
faat of the harvost itswai in time recedes into the background, This
£its in exmctly with the big trader process a8 we have corcelved it in
dection 3, with just this adaptation, that the "year" which they adopt
88 the plarning period is new seen to be the sams neg the Magricdtuml
pearl,  This is token for granted s priori, Let us now come to the
geil drazer. For him, the vhole "ysar? reforre: comes from
otslde, having no prior basis in the "process® carricd out.  Ite
ggnificance, therefore, has to oovme 1o through the bohaviour of some
gIgenous varisble through the year, The relevant variable 15 simply
the grice at which the product 18 8ld to traders throngh the yoar;
Loy, the sowcalled wholesale price of foodgrsins. The price, as we
know, 1s mubject to a sessonal varletion, the basic characturistics

of whick have alresdy been noted ( aew j4=F 21240, Tet us now =es

what shape the factor gives to the timepatn of varisablos constituting
fhe trade precses of cur traders throwgh the yoar.

A priori, the gquestion diwvides up intc two parts, Jefined
respectively by the price movement in "ex post" and "ex ante” torms,
Nesy the movement consists of o gradual rise In price beginming st the
end of the 8o-culled "huey season” of the wholesale market. We have
girealy Swer that a rise in the wholesSale price 48 such may create
Afficities for a amall trader to medntain the stock and hercu his

rate of sz, But it 45 elear from the diecuszion of tuis problem
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j%t- the rise through the seascn:] moverent — whish ia entirely
antledpated before-hind, and of a fairly liiited extent — is mogt
im]ikaly to have any actual effect on the physical procesa carried
th by & trader, BSo, we may slmply ddsregard this protiem bere and
furt t6 the questicn in ex ante terms. This brings us to the
Haeylative proce2a of the trader.

Tne word of ¢larification before we hegin, By the wry
regularity (self-repotition} of the phoncmensn of the seazoral
povexent in price, it is doubtful whether we con resily speak of any
Ygeculation by the trader in reference to it. Our use of the word
bors {s purely formal., What we want to point cut is elmply that
bacause the movesent 18 more or less fully anticipates, the traders
vill in gereral tend to antedate thelr purchase in e year, i.e.; buy
at the beglnning (when the price 18 1ow) some of whab they would
otherwis~ have bought only later in the year \when the price is high).
Tia 1s precisely the speculative process (type I} of the trader,
Haougosdl ot largth tn tha previous section. For the rost, we need
paly make the following pointe,

Firat, we have seen that the trader would at &Il g in fer
gperilative purcheses only 1f he expects a sufficient rise in his
tuylng price in the futurs, This "sufficiency™ we simply teke for
granted for the rise in price through its scasonel scvement,

Seconily, we have alsc seen that there are purely internal

forces within the process of trade limiting the "seale! of the
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glative process, sc that we can meaningfully telk of the magnitude
of speculative purch-.ge or stock-holling a8 & function of the expocted
mts of price rise. It followe from thie anl tho fact that the
padonal rise in price is of a falrly lirdted opder of wagnitude that
& iz the magnituie of speoulative purchi.se or stock-holiling induced
by 1%,

Let us now bring in, ope sfter ancther, the two bueic fucts
Bt go with the notion of Meeascns® unlerlying the sensonal movenent
of our price, what we referred to carlier as the gquaditetive and the
gantitative espocts of the notlon. We begin with the quantitative:
there i o Inrge concentration’of the anmial turnover of the wholesale
mrket vithin ita ghort inltia] Wusy season of the year, Obviouely the
termcver i to be aten from both the producer stanlpoint and the traler
ganipoint, i.e., in terms of their respective objuetives and
gonstrai~ts. It is from the troder standpoint thot we now look nt
ths fzet. This regquires us to see the fact, whieh is purely about
the purchzse of draderc. in conjurction with the facis reg.rding their
gtock=holiing and sale through the year; i.e., to sce a1l these as
8 comected foct.  As mentdoned op p. 26, Introdustory Chapter, the
amic feot here is that the large volume of purchase the truaders
undertake ot the beginning of o year rapidly builds up their stock
fron v low level at the beglming of a yesr {the stock ecarried owver

from the last yuer) to a gesk stock et the end of the busy seasan
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frop which it then grafually elimbs down, through the rest of the year,
to the stock cerried over to the next yoar; further, this is a very
ggnificant peak. Mothing directly is stated cbout the tize-pattern
of salo through the year in this. What the aetual fact regarding tnda
my be, we shall come to ornly in the naxt chapter. Here we will gzo by

the 3 priori benchmark mentionel at the cutset, which is aimply that

traders sell und formly throwsd the year. The whole of this is meoply

a geparation of isgyes. In thia chapter we concentraiv upon the

time-pattern of purehase and sbock-hol ing of cur traders on the bass
of & hypothotical tise-patiern of smle which revertheles2 haa a very
dople support in the vory meture of the demand for wur product as oxplaind
in toe Introductory Chapter. Having built up this background, we then
focud upon the actual time—pattern of asie as it may e in the next
thapter.

Iet us now procesd on ith the analyais., Ae begin by noting
thet the peak stock of our tralera in a yeur, just spoken of, is
indeed g very significa.u pusk. Wo camnot simply explain it as the

Bo of the ordinary eatock of tralers, and their Speeulative stock

‘dndnced by the sessopal price movoment. The orlimary stock here is

at & congtant level through the year (= the rate of sale tines the
tompetitive norm of 2 turnovsr poriad of stock). The spoculative
gock, 1t i3 true, ia built up to a pesk at the end of the husy season.

But thls, 13 already stated, is only a relatively moderate imount,
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fur point is simply that this fulls far short of the Hfference
Yetwoen the notund ponk an? the constant value of the ordinery stock.
¥s cennot explain the whole building uwp of the trading stock that
4akes place over tho busy scason in terus of tradur spoculation in
ﬁnﬁﬂp&ﬁmn of the scasonal rise in price. o other speculation
‘wlso entors the picture hoere, as we are concerned with a jurely
gtructural description of fuets, W are tius mecessarily led to
other feetors of the tr: » process for explaining the facts under
reference.

This brings us to the element of market control in the big
treder proceas. It is neceassary first to see this element in the
proper background of ocur troaders, taking the whole structure of the
wrket inte scoount, We are thus brought to the fiwvision on the
mpply or produccr side as well, It is from this that we will now
argue the big traders! strategy for werkot control, which, ae poinmted
ot st the begirming, 1s nothany 4 fferent frop their bargsining
strategy in tho comtexl -f the market as a whole (8ee p. 20).

We start from the proposition that, to the extent he can,
a big traler simply avoids enterdng into a dirvet relaticn with big

154
[roiucr s, L He awvcdda the confrontation. More fundasmontaldly,

k4 he point 18 alsc true on the other side! blg proturers
wonld also awoid the relation with blg traders, but thise is not cur
epreern here,
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Mg troders recognise that their position in the carket ia depondent
wltimtely upon the existencs of a clnfa of 8mall produccrs on the

gher glde, and it i8 therefore in tholr basic intercvat to sec to the
clsttera! aurvival in ths market, This they l» simgly by zasuring the
Ymrket? to them, i.0., by buying frem then, th pointa tims take us
to the same concjusion which we can atate anply w9 o dig proluesr-
gall $rader aligrwnt in the buying-selling senas, -

But amll produweers 2ell their whole marketod mirplus
{mrediately after tho harvest (in the busy sezacn). To the oxtent
that thia salisfies the reguirements of blg trulers, they alse by only
gt thia ‘bime.‘iy Next we remeaber that whatever a priorl ‘comtroi!
over the market the big prodycera may have resains uore sr leas
mgpended in the busy wammjy Sa, insofar a8 big traders have to
by at all from big producers, they would much rather buy from them at
thils ti- than later. Taken together with the earlier point, this

means simply that big traders would rather tuy only in the busy seagon

the year; sheic!l - Ifferently, their policy woinld be to buy more of
lesa for the year as a whole, at the very beginning, every year.
30 much 18 purely in terms of the qualitative relaticna of

the market. IL remeins to see the tuying strategy just cutlined in

4 Thia is Haregarding all other factors that operate on thelr
turlng strategy in a year. We will shortly coce to this.

1% See p. 162, Chapter 4.
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taros of the object ~of market control., It is tc be remembered that
wr traders are =21 ling undforsly through the year, 8o, the buying
gratogy 1o autematically sguivalent to a strategy of stock-holding
fafined by the "pock stock™ in a yoar ae alrealy desoribed, Our
shject mow 18 to see how precieely the tralers' objuctive of mevhket
fppptrol cocmes into the pattem-of stock-holling,

For this we start from a very =lmplo Jlogieal proposition.
The propositicn is that the msgrdtude of stock a irader needs to hold
st & given point ip time for & certain 'econtrel' over the market,
deperis upon the precise Jength Q.‘ £ rime ahosd that is kept in view for
the eantrol, The greater this length, the larger a priord is the
“ghook Tequired.  Iet us now yjut this within s scheme of anmmal self-
repetition,  Suppose that the trader beging the year with a glock

gppropriate for his desired contrel for the whole yoar ahaad.,  Our

point thn is simply that he peel not hold on to thls magmitude all
throngh, eloply becuuse, ap time pzeses by, he has a spaller and

maller acgmemt of Wi yuar for which to combrol the market., He can
therefore let the stock dwindle through the yesr, retaiming the ewme
pomirsl over thoe market for the remgaloing seriod, restoring it back 4o
the oricingd Jewed ot the end of the year, This comes to the mue a8
Eyins that he aetualdly sells from the stock all through, roplacing the
ftock sold crnly at the end, It is by this mannor of its rejlacement,
and henee tho length of time on the average for whieh it 1s held that

thy stock ddstinguishes 1teelf from the orlinary stock,
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In the timepath of awock describel above, wa ROV o LR
fight at the begirming of a year. The logie of the analysiz ziven 13
bowever not affectedl if we place the peak oometize laner in the e,
Tnder given circumatances, we will in fuort have the sane oegnitiode of

the peak, for it is lefined in respest o0 1 year's Jomghn of tiss nd

wt a 'yoar! in the sonse of swecesdiom of yuaras,  The meet lomation
of the peak in 3 year — in fact, the vory astion 0 a stooi Dur mer<ed
¢omtrol "for 2 year a8 a whole" depends yeon Tie total context of tae
tmders comcernoed, We can now si;;plg,r take the conbext of a4 foonlraing
wrket passlng throagh the "seascns", 13 deseribel, ua justilylng uoth
the moticg ita3elf, ne well as location of the poak atoek at the vnd of
the hugy sexacn. This completes aur +ddgmment of fhe buging sbratedy
of big treders begin with, with their strategy of merket comaol.

The above .8 argued exclusively in terms of Eﬂe trader's
shective of market contrel, which, we had argued carlier, ia not
sirictly subamed unlor the objective of profit., Let us aow tako a
Wre coemluensive viow ~f the trade procesa in teros of Zatn
ohjectivesd,  For this, let us sbatract for the socment from tho
sbjective of market cantrol and focus exclusively on profit. W will

iy and no Sm in the ;-ictum,iji‘th the otock sold

A
& Por stoplieity, we abgtract from the speculative stock here.
chis does not affect the argument.
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gelng s.ccessively replaced at .aort imtervals through the year,
motly 28 in the snall trader process. T is ig what giwes the trader
fis highast profit per wut of the ecapital mut into the procesa,  Iet
gs nov start from this benchmark, and introduce the objseiive of mariket
ptrol.  Wo can thik of thia enalyticslly as swecedlve doaps of
frensference of capital from the form E::;r ay to the forw Sm . Tlia
wiet, by definition, reduce the profit upos total capital.  Hw?  Let
e think of the capital transferred in its oripimal form of goney or
peehase~fund, speclfically the purchase~fund ot the beginning of the

par,  Whether deployed to build up S ay o EIDC, the money ie first

put to parchase, which converts it into = gtock of the produet. if
thie is the vrilinsry stock, then part of the meney flowing back to the
trader through sale — the part defined by the ploughback egquation ——

18 again used for purchase, i,¢., replaceoont of the stock sclid; within
g ghors intorval, and sc on. Tho total profit obizine? in tho year
tpon Loe capital engmged in this panmor depencs upon the totzl aade
pffected throush thic seheme of rejurchasc, wideh e omie sirly upon
bow many times over the original awount of moaey is spent dorough the
wheze,  1f, on the cther hand, the sbock bDudll wp at the besinning is
& stock for market comtrel, then 4t comes up for replacement only st the
gnd of the year, bLedng sold through the year, in lime sl through with
the objective of keeping the market under control for the remainder of

the yenr, The sale over the yuar in thie cnse is egual 4o the atock
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#the begmring, yielding a corresponding aszount of praofit.
Brimusly, this i3 a much smeller profit compare! to the first
dternative, This sets out the mechaniam by which succesasive doses
of transfarence of capital from Boray b0 8 . sucesmively reiuce the
ftal avral profit of the trader for a glven amcunt of capital
aggel in the process.

The relevarmce of this for the buying strategy of the
tmder ia obwiows., If we consider him onmly as of the objective of
et control, then we see him as buying for the whcole year ahead an
- the very begiming (in the Mgy season™). If, on the other hand, we
seongider him only a8 of the objective of profit, we see win buying
fortimously -- in fact uniformly — through the yoar, financing the
‘sreedsive purchasca cut of the sale proceeds already realised. Odvea
bbb objectives, his buying strategy has to be a compromise betwsen the
tue; which is to say that hia sale of the year as 4 whole comes in part
from & mizeable stock built up at the very boginnding te be replaced
mly at the en?, which i3 his Sm:: for the year a2 a whole, and in part
from a revolving atock contimously replaced through the year, which 13

Me 8 Quantitatively, wa can represent this buying strategy by

ordy
a elngle variable, viz., the proportion of his total annusl purchase

that the trader carrieg cut in the busy seazon., Let us denote this
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' The zrguvent then ia that the preater

r

groportdon By @, 0z {1 .
fe relative strength of the objoet of orket comtrol — relntive o
meit- - the larfper will be the vlue of 2.

Lowy we hawve already argsed in Section € that the relative
girenetns of the two objectives lo uldimat:ly corpelated with the tofod
gtock or capital of the trader, in the senge that the larger ihe vopital,
the greater 12 the relative strongth of the ohjective of market comrol,
and herce the greater alse is the ratio (Sm / 5:.‘;1' d;,)' S, in b

sesert context, we have z as an increasing function of capital,

Hated in symhols :
[ ]
(18) z = GK) G0 .

It may be helpful in this comtert to sact out explicitly tio

reiation betwoen z and S and 8 as they appear in the prosent
ordy LA i 4

framework,  Let us remember thet owr troder beging the year with o

sgrizin cpendne stogk of the protacd, aay So’ witlel he has carrieol owver

frop the rrevious yeer. This my contaln s specuwlative clesoni, wh
¥ Wil presently lodk intp. For the time, however, we 8laply ignore
this eloment, We may also ipmore any slouent of morket csntrol ir 5

inview of the arpqument already given. 3z, we hove Sg entirely in thc

7 .

4 Stated more eorrectly, the lowsr bound of 2 18 the fraction of &
year sccounted for by its busy sceson, say b= ¢ /T, where € den-tos the
length of the sy sessoh, and I 18 & yuar's length of tiew.
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Wbime of the ordinary stock of the trader concerned.  We in faet

¥e the emuztion 3

&

B S = 3

pr the orlirnry stock 18 now asgsumed to be a 'constant' through tre
gar \no change in tus mbte of sale through the YO . From thiis 1t
Illws tint the traler's stock for market control for the jour zg a

»

¥hole, Sm’ is given by the following equaticn @

{20) 8, = 8 ~8

#
were § i3 the trader's stock at the end of the busgy =casen, which i3

ks peak stock in the year,

Wi S*, by defimitlon, ia the sum of 5,;7] and the amgeag of
the trader's tuay senscn purchase over his sale within tho luration of
the gy season,  Bloce the 830 ilg distriduted uniformly over thoe

yEary we can write thisg as

fa:] 3" 3 ; Eq
o _::Q+z;b—u

where Eb ia the toial may senson purchase of ths trader concormad,
{is his anman) sale, and &, a8 alrealy stated, is the fraction of the
war accounted for by the busy season {(ave footoote 17). But X in

turn i9 the =me 2a the total animal purchase of the trader. 3o, wé
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s write (21) n3 @

¥

) 5 =8 +{z-8)X.

Finally, the ordinary stock of the traler is related to bis
mte of mele, and hence, the ammal asle, by itae turnover p@riol of
fock, 6 . We mey simply choose the umit of time in € a8 a year,

B, in particulsar, 8 too 18 now a small fraction,) Thi_ gives us i

@) bura‘i}r = eX .,
Covbiming all these relations above — eguation (19) to (23}

- w2 hnve the relation 3

3 3 -8 7 -8
m 3
ary ED &
LIy
(2) o= e (S /8, )¢

Sirnce the ratio fﬁm / 5-[_}1_ dy) ie already takon by us to be
an increasing function of the total ecapital of the trader — see
equaticn {4), Section 2 -= equation {(+8) automatically fullows from

this,
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Wa fnve now wcconglisked cur besic objective of thia

pete.n ~- te sve tie salient features of foodgrodns trade in our

g ral context of reference o5 et at the beginning o8 conmotad

gle mts of the procesa of trale.  The bagie featwrs hig boen oimp i

Mat of & peak stock  with traciers it the and of the busy seo3cn.

Ti3dsc

e is now seen s 1 conpletely inbtegreted olement in the 3

gocarried out by big trsders in our comtext.  Within tiis, the rabi

of the peak stock to the opening stock - equivalently the proporilan

of the anrae]l purchise made in the busy seanson — 19 aeen to ve

gugbrained ny the canital of these traders, for a larwer capltul is

*
Bw geen to lead nob only to a larger walue of Bath 5 oard 3.:' s bt

alio of the former pelatiwve to the latter for them., The gpecific
valug of the rotic iz in this vense held beck anly by the capital
eomsnded by the trodersa. Flmdly, at the back of all tihis, we havs

tradera in the aenos that, glven too

s relatively pessive role of ay

pentinuity o the —arioet, thoey are seen hasicadly bto uy and a01]

»

wifornly throngh the ywar.  The only leparture from thias is causeld bF

their apeculative ~riccas in response to the seasonal aovemernt of the
price, but this, by Jefinition, cannot aceount for any slynificant puart
of the phencmenon of the penk stock a8 we have it. It ia for thia
magon oney, if nothing elae, that the focua of atterntion haa Lo be
lald on big treders for explaining the structure of the process of

feodgraing trade in our gemsril context of reference.
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Wo are mw at the 1get point of cur diascuesion in this

ghpter. The referemce is to the stock carried over from ome yeor to
goe pexs by the trejers, appearing as their Mcloging stock” of the
firet year, and Mopening stock™ of the seccn?,  We had just referred

to the poasibility of m gpeculative elepent in this stock, leaving it

for future dlecus#ion. - This dissussicn hes in fact already taken
flace undsr a different nrme, viz,, that concerming the Mstock at the
end of & year" with producers {soe Section 3, Chapter 1}; a8 we e
it, all the arguments eomcerning the speculative sbock with producers
st the end of a yenr hold equally well for traders. To repoat, then,

ve Sge thy traders as earrying over s gpeculstive stock from ono year

to the pext only if the sgpeculation was generated by their wipectation
of B poor harvest some way through the first yesr, which is turne? into
& fact by the end of the year, i.s., thoere is actuslly a poor harvest
{for ctherviac, of course, the stock woul:d be liguidated by then). Tho
speeulative stock created in expuctation of future rise in priec on

scpant of future rise in demand 1e Mguidated withip the yuar of its

greation «- not carried thrcugk tho "oig event® of a harvest.

So mick for the speculsative stock with our traders at thoe

teginning or énd of a year. Iet us now turn briefly to their ordina-y
stock st this point, the existerce of which 1s parely definitionad,

let us consider the precise pagmitude of this stock. This hae just
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boen fommliaet 1bove in equations (19) and (23), which give us ¢

{#5) 3 = 8k

R S

[et ug now look 2 Httle carefidly intoc the meamng of o

sguation, ‘Whother we talk of SB aa the "eloaging or “opening st oi”

of 3 year, we mececaarily take s forward view of the stock in this

sqation. So; X is the total aele over the year begun, 13 projocts!l
st the begimning,  Let us now suppose that this 18 a "ygood yuar™, it
has depun with a good hervest.  So, X will alsg be high as conparel
vith a normel year, Does thia mean that traders would carry owver u
larger shock through a good harvest than threuph a "oormal one? The
anfveT i3 1 definmite no.  The very pgoodncss® of the harvest proviles
them with anplo cpportunities of tudlding up the stock ncceseury wur

and above 3 certsin minimum to sustedn tholr higher rate of sie

through the yuar, It is not mecessary .2 cnrry it forwar! frop ths

lagh yrar., They will therefore carry forward orly the glnimwn.
un the fuce of it, this mindwus stock mey appear ampyly a8

an artitrary datum at this polnt, However, we can still bring it

wder qur analytical exression-by substifuting ¥ in (25) Ly the anaush

#mle under norpal harvest eoniitions, which 1s to say that it is only

the ghock mocessary for this rate that s carried over from ong year 9
ths next 18 Mordinery stoek®, regardless of whother the harvest cosins

in betwesn 13 good, bad or mormal, It is impedlately granted that

e 8



tpla doed not then remain a micdmuys notion in the strict sense, for tho
cpete o anle in the yoear with a poor harvest woul.l be lower taan thot
Jtaken 18 the bawls of calewlation horc., Hoawever, it is precieely in
thit gear that we alan hawve the spoecuietive slock at the begdmming, an?
8 the criimry stock loses its gecific sipgndfieonece for exliaining
the myritude of the cpending stock.  We nuy, as o pure eomvention,
a1l define the orXoary stock as per the relation asugpoated, .l
wasure the speculative stock as "exceas" syver 1t, Ko essential
relaticns nre ddsturbed by shis.
Let ue en? the Hausaion by slmdy meodng the benchaark

esteblighed for the magmitude of ordirnery stoxck ecarried over from ore

jear &0 the rext. We 2all it the porn] stonk,



Chapter &

SCASCHAL MOV 1) ¢ TH® RVTATL PRICE

he Hon 1 ¢+ Mature of the Problem and Stratesy of Discusasien

It zppears impossible to approach the preblem of 2 3esdcrnal
prezent in the vetail price of foodgrains without raising two

ntal aralyticnd guestiona going to the wvery rocta of tne problem

ges,  Our whole stpategy of Jdiscusalon here 18 governed by theae tuwo
questions, and it is therefore necessary to set them oub clearly it bivs
wry cutect, Hernce thig rather lengthy introduction to the chapter.
Let ua hegin by remembering two elementury points mernticned
st the beginning,  One, by its vory regularity (4,o., self-repetition),
e so-called seascnal movement of price is to be explained on purely
gietural grounds. Two, we cannct speak of any regylar movemsnt in tas
tepind conditions of our product through a year: the demand is
Itringieally undiform in time. It follows from Yhese two peinta that
m fotion of change in demand Sioply enters thw wplsration of the price-
gvezent;  further, unlike the 'demand' iteelf (i.e,, the Jemand
fuwtion) the quantity demanded of the produet must be subject to a

replar wovement through the year, oppoalte to the movement in price, =h
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% muet be tho guantity bought and Ba-]-z:l-.j" Since we cnnnot uopriorl

edimo o priority of either ihe price movement over the quantity
m&mrﬁ; or vice veras, we mast define our problem arcn nfresh os
sentaining both, Wit is known s pricrd is only that the price risce
threugh bhe yoor through its secsonnl movezont; hence there mast bhioa
wegular fall in the guantity through the year inaofur as the purely
grgetural elementa sre ﬁ:ﬁm@l‘ﬂﬁﬂ.g“f But, to repeat, ve 2o nobt know,
4 priori, which causes which, Thie iz for the amalysis to establisi.
It iz a150 the first guestion referred sbove to goverm the strategy of
pur Siescusaion.

Stated in the abstract, the strategy ar a whole is sisply
that we presume at the beginning &‘Ql&-ﬁr and unacrbilguous andwer to the
“quastion, which we jugtify only at the end. The answer ir that it is

yogent (£a1l) in guantity that csuses the sovepent (rise) in price

pot the sther woy around. Seo, our problem beconsg bto expiain the

i/

¢  This is bescl cn the tacit assumption that the doosand ds fudly
mtisfie] Ltirough the year, or inm cther worle the merket is ¢learc!
all through. This is s just asmisption a8 our whole comceptual
framework hore is set by structurs]l fuctora, snd texcess’ or
nfulfilled demand! i8 certainly not s Structural elemont in the
werking: of our merket.

2/ o
% The only resson why this is not countel as prior knowledge is
that on viziting the merket ono knowa the price, not the total

quantity transacted,
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grement in quentity, of which the movement ip price ia lcft ae a siapl
gralfary.

et ugd be a 1ittic more cornerete,  The fquantity? uniler
mhrerce 19 the quictity bought amd 203t in the reladll wirkat of food-
plng, 1.5, the quantity bought by consumera ani sold by tewlers. Aoy
mrewnt in the quantity bought by consemwrs mugt be lependant apon the

graent in price by sthe very mewrndng of a lemand functicn. Henca,

st our protlem hocomes ia siaply to explain why tralers adupt g bdme-

gitern of sale through the year that causes the price movepong ugder

Sfererge;  that is, in the concrete agnin, why they on their gwp aell
s declining rate through the year, an! therefore omuse the price tolte

m It becomod » groblem in the process of hryte, belanging whally

‘init. The whole lengthy preparation of the last chapter {and more) i3
{6 como into this, and thia chapter itsclf becomcs in sose way o
toatimation of the last chaptoer.

Iet us return here for a momemt to the gquestion of priority
Wtween the price and gquantity meveoent.  Guppesw that one aell that
it is the price-movemont that 1s pricr, This can menn only ome thing,
s, the explanation of price movemert i3 =ouiht on the suppdy side
ipdependently of any movement in quantities, But tho supply =ide hore
{8 mmde up first of traders, and then of proiucers through them, 3o
oo 18 back to the commen demominator of the procsss of trade Lo argue
st the pricrity question under refurence, It is in this [rupo toat

v vill come to justify our own stand at the end {Section 7).
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Iet ue return to the mainline of arpument, To aay that our

ymlers 801l at = declining rate through a yuar 18 certainly to say that

m_do not acll uniformly through the year. Why not? —— this is the
mele question we put before cursclves in this chupter. This is not as
ghitrary a& it may appear at firet sight, for we have already argued at
e begirming of the thesis that wniform sale dves defline s Jomicss

Wk in cur case in @ purely a pricri sense. The difference is

I..l.

fhat vhereas earlier we looked into th' - purely in terme of the structur:
duracteristice of consumption and demand, now it 1s recessary for us to
Iock at it from the stendpoint of iraders themselves, i.e,, 28 a possiblc

Twliey! for the traders to follow, Our whole exercise therefors bogin:

by enguiring intc whatever lagic ar ratlonale thig policy may poosess

{Section 2 bolow ), Granting the very existence of a logie, the reat of
the analysis then consiste simply of argupents pulling it Jown. In storn,

vo procee’d through arpuronts and counter-argigents —— at two distinot

levelz.  One, at the level of priority betweon the price and gquantity
mvenents, and tweo, st the level of wlternetive frader policies in regar.
to the time pattorn of gele through 4 year.  This 1s the complete
gtrtegy.

Lot ug pow bring this first point governdng the strategy to a
eorclusion by establishing a comvenient pivce of terminology.  Our whalc
#aepasion thkes place in the background of a given hervest which has
plready taken place ot the beginning of the "year" we talk of, This sets

the marketed surplue for the year, which in turn sets the total salc of



imdera ovor ths _‘fﬂﬂr.y In short, we have a given tot:l aale by

beders through the ywar,  What ia left in the open i8 goply the way

gie total 18 Aiatribute! over the yuar, Let us aow take unifers 3als

w7 s
A

J

@ denchmark of refurenco for this, Conparc! with thia, tae
%lﬁu@ rata af 3lo hhipe TLl;‘h the year AU ik 3 S.t.,."'l l,“f Lo &lllﬂ.g toa

vl

fger rate ot the besinping than that dletatedl by wiform sale, wnd

& . .
Wa o cleerly call il

biwe ab a Jower rute than this at the ond,

the case of aocceleration of aale or accejrrated saje, and Liat i3

mecigely how we widdrcss the alternative of declining rate of sale, Win
tis, we con put the basic isawe of our wnalysis ag uniforw wa,
goelerated snle, in tho sense of thelr relative merits and legurits 3
imder policy,

Let ug now come to the 3ec.nd question govurning cur Jtratagy

of Heppsslon, The sbarting point herw 19 in 1 sense purely
pmerciatural:  woe know that the as—called 2easons of the oo Igrains

wrkst are lefine? purcly at the wl;alusale leye]l of the parket, but the

Cetaonal  prico-movessnt we are concerne ! with hero ia gt the getall

lepel,  further, the 4 prisri Zescyiption of this movemcent loes not in

U faet moke any reforernce Yo the notion of seasong o The question ariscs

w notion huave in expladning B8

genopenyy?

¥ Tt i8 asaimed that the traders carry over to the next year the sune
ftock of the product 28 they had begun the your unler reference with.
Thie 18 qempletely in 1ine with the very nature of cur problem.

V Wo tacitly grint here a momotonieity of the whole path.



- 1T -

d Jomiend approsch te the guestion would be simply to abstract

o the otlon iteelf in the first place, anl s8e if the movement still

jifains, ot least in sare "basio! or tcoret sense, Thise, in a way, 1is

@HE do, tnd that iz the secon? baaic poimt ubout the strategy of

Hangalon we follow.
However, the notion of sessons 18 not a Bimgle ohe, and 8

At {1 weans to Paboiract® frop it is not a priori very clear. We

well the two basic aspects of the notiom, callel the Mqualitative™ ani,

i "guartd tative® in the Introduction, What we do is slaply abstract

o the "qualitative®™, but this in turn only paspifies the "quantilativel

wpit instead of reducing it, Thus, in a sense, we abetract from ome

smect of the notion, only te blow up the cther.
Let us again be comcrste. We hawe two seasons of the
(iolessle) foodgraing market, the "busy" and the Palnek®.  Viewed in
pely qualitative terms, the "tusy" gete defined as the perlod following
the arvest over which the Brall producers have scold whatever marketed
arplus they commanied, ant this, s priori, is a short peried; 83, the

fdask i2 the long reredning stretch of the yoar over which only the hig

podwsre sell,  Dur jrdtial shetraction fros the notion of  ssasons

Wile down 3imply to asswding that there 1s no 3]0 by producers in the

gack sseson,  In other words, it is an 'empty'! sccson, which in turn

w1l fes the whole notion of Bessons itsqlf‘. Yt us be ¢loar that

thie 18 only o provislonal assumption omployed at the bepginning to

anwer the question raised., Tt is given up st the end when it has
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grred 1ts porrose, putting u® back to Alscussing the  aocasonal

wronont in our Trice with the propor rotion of  #erad . na  pe-colablisned

o e beckaroans,

Iet us vow proceel an. A8 juat stabtol, wo will be assuming

gt the beginning that produers gall off their whele sarkctel =
Ini:

fyerr vitodn & short tioe froam its bepinning, i.e., tne duvest,

-
(]

foplately suggeets 2 pure analytiesl simplification of the problen,

s, ¥o tan slnply absiract from the 'time' in the ruloase of markebol

arpius, and thus take the markoted surplus to be eold a1l 4t gnee,

{mediately after the harweat. Thus the cemplete strategy here iz to

g through thres distinct stasus in the analysis of our problumd

whare the whole merketel surplus is assumed to be soll immediately afteT

TN

the barvest, without takdng any time -- the case of 'polnt swle', 3 to
my (Joctions 2, 3 an? 4); two, where it is taken to bo distributel

prer & Short poricd of tine Lrom the harvest corrcaponding to che

fration of the so-called busy seuson of tho markst (Section 5); ad
fmjly, ooore it is detributed over the wheole year as per toe timepith

whally obeervial through the seasons (Soetlon 6). Since the timepath
swtually obagrve! immives a simificant concantration »f sale in the
gy season, tho three stepa clearly come in a string as sucenasive
ypprocimations to the ‘reality'. However, this 1s to look st the

miter in purvly quantitative terwms, There is 1lsp the significant

qelitative variition that in the first two sbepas of this acheme we have

My "emll pro-ducers® and "hig traders® in oypr sepso of thess terms,
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g the complote structure of bag an’ smtl traiers and proeducers 18
gt iate the pleture only at the fined step. P, dn o oZense our
wile pmalysis of the probler remalns st a purely formal level until we

mee to Section o, which we call the "eomplete problem", A4S adrealy

wtione?, this wisole formal apaiysie ccoocernd the logle or rationale of

@;celarﬁtm“‘. s an tr lor pelicy, viS-c-vis the alterncuive of

tgiforn w1, The analysis proceeds by bringing up sne substantive
mter in the trade proceas aft r ancther, starting cut from the

faplest specification within our hypothetical rarket setting. We nee
gt go over the factors at this point. e will enl the chapter by
lkng an integrated view of our scascmal price moverwente {retail snd
;ﬁm-leaala] a8 well a8 a number of guestions of theory, viewpcint,
gthoiolegy ete., that come ioto our analysis of these two movopemnts at
dfferent points (Scetion 7). This irelules our dfense of the Iogies
&

prim?ity that we assim to the gquantity movement over the price mover

in the redail mnrket in reference to ouwr problom ores pentioned at {ae

bgmine,

Saction 2 ¢ The Hantionale of Undform Sule ;. Bovenue and IProfit

Iet us begin Mrwtly by formedising the notion of yni forn asle

‘a8 relevant for our purposce. We constdor e piven yoar which we will

i ¥z note here in the passing that it woull be possible to corcedive
afresh a1l these groups in the bypothetical market setiing we begin with,
bt gince this dovs pot come dinbo cuwr Mrne of anclysis we do nod parsac

this patter ooy farther.
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ots by the pair (0, T), ¢ and T being the time-pointa at whish thw
mar tospectively beging an? emls, T then also Jemotes the Lime-longth
% the yaar, which of courade 18 a4 very liffersnt notion from the time-

wirt I, However, wo eanfusion shoul! arise out of this. Woe hove o

gmain harveszt which has taken place at the point O, and 4 certaln morkele:

grolus it of thia harvest, whiceh ig alas sold off in toto at tkis point.

%t us “enode the markebol surpins by 4. 48 already stated, itaias sets

s fatal gale of traders gwver the wyeay, (0, T}:E-’f Lot ua lonote haidg

E;I. We then have

{ X = Q.

fforg sale i8 now defined as the case where the tralera sell at the
o rate, say X » through the yuoar, Dbviously, x ia defined by |
{2) x, = XT .

et us pow dencte the domsnd fuwetion for foodgrains by RIS,

Were p 3 toe price; i.e., of course, tha geball price, of fholgrains.
e funfamental mothemstical proporty of A(p) i3 simply that its
?iﬂiv&ii'a’? p VY, is regatdve, enouring e oxistence of 1t inverse,
dhich we dencte by Flx), whoro x is the rats 1t which the guantity 14
dmntel. por unlt time, oquivalently, the rate of sile by tradurs, for

¥ To be in the eloar, we repeat that this 1s based on'tho assumpliond

3 = 3
@ L&)

there 5; ant 8 “ercte respectively the oponing amd closing stock of
fraiers in the yoear,
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“’xmﬁ that »11 deian? is sxtipfe! at the guing price. Cleariy, if

W 8] we formiy throush the year, the ;rice 18 & constant tnrough

ggaar.?f Ienoting: thds censtast price by P WO hnve s

Fle-nroces 2 gl ool

Tet ug now onste the fo0s] revenoe or

ra in the case of wdform asje by R

1o
b N
(]

w paryed In tho juar by toa

wd TTG rﬁ&'_pﬂtfti‘i'ﬁ].}’- Obwinusgly,
ﬁ} R = § )t'-." T = 1'_:.: ;l: .

i for TT, wo assure here that the only cogt dreurred by tealers in the

par Is their cpst of purchuse of the megpketo! surmlua, §. 0 Let g dencto

the price padl by thew in this purchaso, Ther tredr 042 cogt in the

ool .
poar; Uy 15 glven by

8o purk for the benchmark of unifor sale purcly on ite own,

ot us now 30e 1t in comparison with the sltornstive of zccelersted salae,

/ - + v . - - .
L To bu in the clear amin, this is based on the asmumrtion thet
femand ¢oniitions remein unchanged through the joar,
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kiike unifors 5012, accolerated sile defines o gencrad glags of foaler

=

lier having ira efiming charwhorianio slaply in 4 nloer imbinl roe

fals than x.  Let us eanditer a particular Spnelans of this, «ita tw

fmder asllinge At the initinl rate of sale Xg , over 4 period of tioe €.

wilowad 5y 1 They noboon lower rate of @lo cwver the Tecalnder of toe
wr, Lea, for £ 2 ¢ T . This i9 the aslxyplest case ol accoloratod

ale, defined by the ftwo parimcters, € and © , variations in which troo2
gt ffferent merbers of the olazsa, The rate of sale after bthe ate-
gy 1.6, aftor T, 18 given by acme walue (a-s'), £'> 0, whoere g

s foun? froi the ideptity:

) {mrede + {z-e') (T-T) = =x,

iy in ather worda,
) gt - ! {I-™) = 0.

s the whole timepath of aals throusk the juar is detormined, and we
g1 skerefore rooroaent any soxbor of the 0lass By oa padr £, 0 ) without
mplatly mentiondos et

Lot w8 now o on to eilowiate the roverws of dridera under 4

frogramme of sccolarated ssle. The tmepath, Py of thoe solling pricc

of traders aover a yuar is thon given fb,-,r Taylor'a series apr nx:w.t:.oﬂ)

rp terf(x) , ot
fa) ol
‘ N
Lp - ez} , wLtgT

iy
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b, if we dencte the tolal reverce of tralders over the yoar, uncor this
;

JEOTATI by RE s then wo hawve &

W &

1l
4+
Ly
b
Pt
™
L—
R——
~—
=
+
]
]

= Fo (x +e)r + (x-g') (T- 1) ]
+ ft(xg} [E {xo+a}t - E‘i:’:(,:._af_} (T- T) }
= px, ¢ O(x) —xa[et- ! (T-e)] + e+ 70 ©) |
— A
= X, * f1ix) :EE‘H g {T-t) j ;

ging the condition an &' derived ahove,

Te right hand side of the gguation sbhove 18 clenriy less than R_= X,
L Lo

“gnes £ (x) ¢ . Bo, we have:

3

A11) B<E .

o

In other worls, the reverme or mlo-yracceds is hivhest when € — (0, widch

{8 precisely the cose of uniforg sale (here obteirned a8 a lieiting ensc of
meelerated sile, by letting e - O). We thuia have the reaeit that the

glegrocesls under undfore sale s jreater than that under sccejeratod

gle in the form considered. Imlced, this arpears to be 8 gepora] remgi,




_1;51~

Wopenient of tids particular form, Iot wa aketch the arziment,
Tasty we approambe o tizwopath of aeccelorutel sade by a4 ghe) Munction

iy ooy < she;s.  Supoods there are ‘o' slera dofining "ot

[l

gEmertosy iotervils oF the gosr, o oroup topsther cacn aenesdion

il

X i
=74 .
wlr of intervila,~  How, over ewch of these pairs, w@e Gave o ostop

(#1]

bretlon of Just twn steps, gindlar to the olsss considered sbove,
B8 et alresdy eatablishoed, bhe sale-progoels swer e Ltervil
grored by tho pair under the timepath congidercd is Jeas than that
gder uni form anle ower the interval Jefined by the asme quantity of
le over the period. Me can now form larger intorvuls by grouping
bigether azein successive palrs of paira of the ariginal asteps, and
kmly repest ths argument. The proeoss ends up in establishiag wur
ot

Let us new proceed with the main argument.,  We have just Zecn
et the sale-mreceeds of bruders for the yuar as a whole are at o moc@

. ¥ . . s . e
pler wdform &3 . = and 80 -190 18 thelr ceafit for the year as o Wholés
R S S

y If 'n! is 27, this leaves ud with just one step or interval ob
$eend, Mo consisler, for the pressnt stage of the argument, only the
frgt (21} stera,  3e. the rext fostonte.

Y If at any atage of the argument, we are Jeft with an old mumber
#f staps, wo sizmply conatder the palr 2efined by a3l ut the laab atop
wd the laat stop, o8 a Ustinet slemimt in the calcwiatisna,

W We have to wid the quaiification Min the claes conaldere ™, 3im?
ils La the relevant class for our purpose, wo may teke the qualificatist
Exly for grarted and ropeat statements like the one just mads, Perkap?
Be qulification is urneceasary anyway, but we :lo not pursue thig paint.



fr the total cost for bbo sle—proeec s uncer our present oonditlons

gerde guly wjon Lhe Lotad woluaow of Bnle in the yuar (= +the 1

wh ot the bﬂgi:u_llng_f) znd net upon the way this slc is Hatributel cver

siticn coneerning the lode or

go wor,  This 1s our baale (ropo

gdae of uniforo 330c — toorepent, pdven bhe dotnd scle of trochors

sl oal sy Lhelr preflit, oo

frayeery 1t meodimides LLiir alo— rioece

; _‘Ew:‘:ﬂf +le timeedl ot bt

g 89 thedr copt for the eale o ink

gale, This i a purcly snelytical sbategert 1n the sense that whal

;&eciselsf the 'couta® are do not malter ac long as thuy antiafy thc

gonlition swated
It is clear thet we have now ast oub guits a2 slirong cose or

poment for the poliey of undforw sale. The only way a counter-

prent can b tedlt up, Tewslining within tie profit objective, and

didn the rresert sbreture of the protlem, 18 by introdocing other

tradirg gosts ints Lhe pleture, woota that dopon? sposd fenlly wpoom tic

cf Ly e in s wear e Webribotel o tho

iy the one initinal jurchase of

Pris sete gor problen Tor the nest sootion,

mar the ok mnln,

Lot us en? here by oitdng an oanelopy Troo jolce theory to the

Tight uroon the natare s the

eerlae curried cut shove, which may thoow
wprerd, Lrvlved,  We refer Lo the corwenti-nel theeTy of | mice

Herisination by o monopodiel, wnier given output, The analory mesls

a thinking of the two dntervals into which the Tyoar' is Uwvided up

bore — the irtervals (0,1 ) an? (o, T) — simply as twoe markets for the

sller. Assmudng no eogt of tranafercnce of the prohiet from one



gt to tho ~ther, wo have the gtaplard reacit thet prico-
mrbe sgecastil (roiac revonun end Loree profit

gmlition 28 some 21STer-nc> in the domnnl sonlitiong in bie two sorkets

Bis hypothosis 19 mdy lerded in our sase Ly the sesagdion that 2

tens romin unehenes? theowsh the pear, 3o, there is g price-

Hprimination, which in wor oafe tranalates 13 no varlations ia the o7oc

the imtervsd e, Thiag i3 ths sarmsr a3 noy variation in salo thewun

B imtermala. This i3 exnetly what 1s cstablisked abovo.

Bellon 3 ¢ The Ratiomale of dccelerated Sele I: Storase Logt

To hold a gbock of jgoods 18 nocessarily to ahope it, and so the
of storoce is necessarily an element of the traling cost, the preci®
meituls of whish Zependa upon how long the good or goods are kept in
pave or stock.,  Giwven owr presert assunption that the troders hawe to
Yoy Por the juar as « whole at the very besdnning, this furatiom is

pizely 3 wttor of what quantitiea are gold at what points of Hoe

L57]

firough the your, or the time Ustritution of the given anmal sald. ihi

wie 13 out on thoe route suggested at the end of the previocus
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Let ua ooe the stopage cost from the gtandjeint of an

Bllvitual tredor. Obvicusly, the shorier the time for which ho has to

Ewe the prohuct, the amllor the gtorge eost he incurs, and hence tho

Wiger the profit he mekes, for the selline jrice 18 aloply Veiven! Lo

Bn  Carricd Lo its locical corelualon, bthie anply cesns s Myeint

#le®, ®1ling off tho whole jurchnse right at thst polnt, avodding 211

#arage, ard howce, the storape coot, I cne went by the textibook

geetion of 'parfect come titiosnt, suwch s conclualon woeuld appear
maveddable, for an individual tracder wonld thon be seen to face an

plntted market, which in turn can pesn orly thet he carn acll any amount

# sy poirt of time he chocovs,  This whole frwwewaork has beon cschow

frus frow the very bogirming — traders at any tims are seen to aell o

gogrtain rate all throwgh whick they thesselves hove come to acguire

frough competition. It 1o within this fracceotk that we dlmouss their

1 : . et . N .
lf et as put in g owors of justificstiom of sur nosdent of this

defritionad 1:11, wnt of the trale prorcsa (i,¢., the Blorage cogb) in

o mr developnernt of the notion of t‘r*,u.. proccss in the last chaptor,

I wpole develojoerdt tock place under the conm¥tion that the troders

. &% g ly fres to choeoss the time of their porchase, whick is quite the

aﬂtlthﬁiﬁ of our present assugtion, While the present asaxgption
—wmitarn of &va,

" pikes the storagu cost turn entirely aroun? the timo—y
g proviond *g’;u*g*‘"‘i'ar; I iieditly made 1t twen around the timespailert
af purehsgz, which in tumn got seboergod wder the turpover portod of
gtk in our frocessord,  Thia was cur crities] warieble of reference
:i.ut‘ua provious charter, in the scnse of belny the wehicle cof oXpression
of a1 cnuwat itive factore in and arcund the trade process., As auch,
the storage cost was alresdy im*lh.(‘it];f present in the nmueﬂ.c&l velue
of this veriable, and 4 not have 4o be explicitly mentined, {3¢e

gp. 12829, Chazter §).
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fpoatiorn of s2le, The whole apperatas or toad of MecosZoratel vy,
Bive metins ooy Tunin

ghm 202" Ss onare ! b this, Do omell out;

ggfort out fres, undfoen gole a3 the v oprieri bo

Becoseqenras of oparting frow 16 by 8.l sb oy Righer ruvte wb Lo
tohjestat kipt lnoalsht by

bglnnirg [called sscoieraned &ﬁ;_e} Cor the

. = . . - v
Bwers, much a0 profli, coh, ote. (nwt neceasarily seen Tommiignoa 1T

Ehioargh we s

mmn*m “ru'aﬁw"“w\‘, aa wall an contrel over bthe markot,

whoome b0 this immediataly. There {3 no notlon of 'prollt maximizafs
finle, whatever that may roally mean,

A pationsie of acetlurated salo ia already implicitly argqued

ghewe oo the besia of storage cogt, Lot uwe oot this zul ia formed boro

I us sart from cquatlon (1) of the provisus sectlon, interpreting 143

- bought by an fedividusgl trsdor as

iy wan the balavee betwoen the apc
the beginning of a year {9}, am! tre ascunt seld by him through the year
i}, The year is though' af as (G, T} aad hefore. let xit) be toe

mourt seld at time polot £, GG H T . Tren the trader has oad ho ween

LT
A &

e ot in whore precisely fur hie fime~length, L= -G,

fmcte the Ftorame coat incurped per unid of the preduct, per urdt tise,

bye, then the storage cast correspomding to x{t) is cx{tlt 5o the

L

. < . .
forage codt for the yoar as a whole, my C 12/ ig giwven by 1

W ot to be confused with the puwrchase 2osgb, which we had
dencted by the same agy=bol in the laght section,



Rthematically, it ds thwe welghting of #{t} by ¢ in {(12Y that brings ocut
po gpocific devwndonme of =borupe ool upon Uhi timg—paltern of snio;
@, the lerger the volume of sale, the Ilater in the year — x{t} larce

for

fir t Jarge — the proster the cost incurred for the year 26 o whols fu

fte glven volume of aale, X,

lat X dencte re before the rele of sule vnder uniform sl
kmly ag a formelism, we now condider acceleratond adle in ite general

frp, which ia deflinsd byl

{3 x(t) = x + elt),

where El:tj 18 & paranctor satiofylng the conalitiona,

o}

B fewsn - o

o

rl 13 - ) -
|.Ji:' £{t) iz o Adeores oy function of 1

i here e
(32} E{t)% tus t S"l;_, for some %, 0€ w €T,

i)

!
p We are sholrecting here from the fixed elcient in sterape onat,
infependent of the time digtribution of adde in a yuoar, letl us jugt
Jeint out that this element 15 purely definition:l in cur framework, as
e do hive an opening stock of the product in s year with our traders,
¥hich, in magnitede, is slsply carried over to the pext jear,
rappenring as the cloding gtock of the year under reference. The whilc
eegt of storage of this amount can appear cnly ae & "fixed charge® in the
tileulation of trading coste in s year.
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Bisclear from this that the storago cost under aceolorated ale L

mller then that under wifors gale, I we dencte i Alfurones T

ﬁ‘%tt} , then wa have

2{tht 4t € 0 fron (1) and (iil)

]
[
v
Lt ]
o
ot
o
|
]

This esets cut the bagle ratiornsle of Aaccelopatoad aalo, wil

mElEIE;timj_ hig anlec, *he trader redyces his storas: eogb fprom it

3iree both, the tpaderts

grerpars e given by unifors sale.
ifal sale over the yesr aaz well as the selling price, sre pow takeon o

gven, and his purchase coat is the Bame dn the two cnoes fandform o

>
i-

pelersted 2alc), the reduction in &bterage nost appoars sinply s 2

Jeresse in zrofit, and sc sccclersted sale also gives our trader a

bpger profit for the jear us a whele. This glves ua 3 stavement of

the tationale of acoclerated sale in terms of profit, rather than coudt.

Btated in svmbola:

; N P .
i""‘TTeffs} - _"L*E:-:,{tjl > Y

whore AT'TE (+) denctes the differonce between the trader's profit in

the year umier weceleratod sale and uniform sale,

Let 13 new proceed on, Tre incroase in profit follewing

frew accelerwidon of sale has just been argued an the basis of no
changs ir tho aolling price of the trader through thia, lowawer,

faken 18 a general rolicy, accelerwstion of dale does not laave the
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gies = l.e., the whole timepath of price tirough 4 yuur - immariant,
wt produces an upwarnd moverent through the year, which is procisely
det consriintes cur explamtion of the 8o—c134¢d serscnal movement in
the price threu k the trade—qproccas 8 far,  We have already seen thot
ol povemernt in trice Leings abount o f211 4w the trwder's reverns JI'

gleprocesds w2 2 whole, Honeo, for the olass of troders a8 o wholy,

g have tuwe oroesite effects of accslomition of sade upon profit: a

-

plee or revemie ¢ffect, which reduces the prefit foxtion 2), and a

oot offact -- ﬂwmug‘n the spocific eloement of storage cogt —— whieh
imresses the profit (this Sccticn), The not offect ia therefors
ahimous ot & priori grounda,

“he question is, how dpss this benr upor s subject? At o
Hiret levsl, we oy Jispose off this quostion by saying that the prico
gifet 19 defined only in referonco to the action of traders as a whnle,
gl treders o nol set as o whole, i.e., coliectively. Ire ghiort, ke
;rﬁre effect oringsd in an ireclovnnt dosme, thore 18 no neod o o indo
gy not or Lolnd offect of accelernticon of salis,

The sirewyih of this wrpament 18 corteinly o be admitted
Bwever, proniing fuily that trader poliey by netere 18 the sun totel of
fofivi-un) troders! policies, and ne 'eollsctive! policy, therc ariacs
the mere funiwental guestion, shother traders indivihally are gware of

e price—effect, and if so, what migmificumce thia hns for their policy

tclgions. This tokes us into deep waters, whore we may only raise

queEtions without really resclving anything,



30 far 18 the first guesiion is concermed, onc hes to gent,
ghelieve, & goan il awirenoss on the part of toulora that acteleriti o
s als brirgsz Jown thelr totad sele-progecds in a yoar, Do nelhing
nf

wre than the olomontary knowledgqe A domand fanetiosn 19 Lmvsived in

#is. The ooper queation ia the 3sccnd ope ~— bow (oes BLRLIG wirne. o

gher tholr docigicra, if it o3 2o at al1l?  Let zs iry to.‘ T e
figa Iittlo,

let u3 zo back an! gtart frem the two «ffects of aecclerauicr
gt wls on profit, ore ‘efined through the selling pﬂce s an? the othor
Brough the starape epst, CGranting that a trader is aware of the firx
men though it i3 not the effect of his dndivilual poliey, wo miy &ay
gt the whole price effect constitutes ultimately 'acfh Lrforwadion’
Bn'.hi;za, coe that ia anly dmly perceived through the 'simd lue' acticrs
all, The storags cogt on the other hand i3 directly an clement of =
paactually borre by him, an? 18 reduetdon through the accolerstion a7
al has o tangitle, or 'anlilt cortent for him, Woe may call it Thard
Ifsration® ol ey Uheb oan astonl peiley decisiom is touen altimakely
gothe basia of thia hard Informtion, not the aoft one. Thig poeingbite?
fhe logie or raticrnle of acceleratel gale as we have worked it cut, ant
ththe smve time puts it under a gereral qualification that it is at
botton & compromiac between 'unequalal {scft anl hard}, not sozetning
gaclute,  Hal the acft informaticn beon more 3eflnite ind tangible fof

@ istvidual trader, it could have entersd tae caxlewlationa op 2 sors

fqul baaia,



Let us now leave off this purcly qualitative discussion, and
e b the quantitics imvolve?, implicitly granting the oguality just
giid, 1.0,, taking the two effects to be elrply compurable. We do
mit dply to form a more comploie ddes of the forces at work.

Let ue begin with o prolimioary chsemeitlon, To form any
s of the force thot smay bo gomumated by the consideraticn of
wiption of sborage cost, we have to first seo 1t as an element of ihs

gudlng cost 28 a whele, d.e,, a8 gart of it. There is ny' ing
girinsically 'costly! aboul storing a cormodty like foolgraing, and
x Its storage cost would a priori be orly a amall fraction of bie total
geding cogt. Herce we can argue im a purely gualitative sense that
o 111 force of seceleration Jdefined through thia fuctor is ordy o
mlatively woak g which We can express mathemsticsIly by saying that tho
prapeter g{t} in {13) 18 bounded within s awall magion around O .

et us digress for & wimte from this to the end-—point of ocur
gelyais, Since we have the relation botwesn the volume of sale and
fhe selling price of traders set simpgly by the demnd furction for
foodgrains, the cxtent of priez movement follewing from & given degrec
of apeeleration of sle depends sieply upon the slastipdiy of demand

! opegarding to the formila

(15} b el

vhere i3 the elasticity of Jemand., Since the elasticity of demand

for foodgreins is & priorl low; even a mild degree of acceleration of
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ol { -éf Al in abaclute valuc) sy cerevate quite a sbahirdind
pmegent in price,  Thus anallness of the storage cost 1o the totad
mad ot congtitute cny argusent invalidating an explanation of the
miamal moverent in our price, in termd of the force of 1%s redustizn,
To roturn to the zalnline oFf our argument, wo nay now aot out
@8 tofal sffeet of zoceleration of 8ale on profit, recogmisicg hoth the
e sffeet and the cost efMect by sioply writing out &rrE(t'z in »AZ.
Buenbering that we hwe cur timepath of price thrugh a yoar, pit),

# t{ I, set by the relaticn

p{t) = f£x(t}} £ p_+ e(t) £'{x) for e(t) smil,

dhare P, ard £{x} rave the sama meaning aa in the last section, wo can

wite AT (y) #8

T - .
%) ATy = L [ g )Y Gt ele)) - g 1 at
.
~a £ [t }tdt
L) L {
\ T2 LR
= £'(x ) i g “(t)dt - ¢ }; e (t)tct |

The first term gives us the price effect, vhich 18 negative, simce
1)< O, anl the second term gives the cogb effect, which ia poal tive

(ieluding the negutive sign before it) by the properties of the



;..‘}(3}5“

fumt-ionﬁ{’t.) . ®& con peke the cospariscn betwsen the iws teroe more
frmmparous in economle berms by working out £ {xg} in teroa of tho

sasticity of dewond, M, evaluatel at x ., This reduces {(46) 4o

I'T Fah r I:f.' ErT i _i &
iﬁ] [ﬁ';rr (ty 7~ DooElty —— + &t It .
- o L Yo ! _|

Iat us start back fros the poirt just tade that the starage
gogt in our ecase if a relatively small purt of the totsl treding cost,
e proper compariscn has to be in terms of the your as s whole, The
it stoTapgs cost for a whele ywar s ¢T , This by defirdticn hns to
be Jeys then Py for we have at the boek of our trade process o ceritain
otk of the protuct carried throuph from one yesr to the next,  Givon
thet the storage cost is only a relatively amall part of the total
fradlng coat; el would in fact be = 8m )l fraction of P, + It follows
that ot in (17) 18 & 2till sowller friction of p Mg, the aawller the
pller L i3, Thkis is se far as the corparisom of the jure esonomic
temee goes.  Going just by this, we csar aay that the pure eeonoric lerms
in the price effect dowinate in srme sunse over those in the ecost eltect,
The actual comparizon of the two, however, hes to be made in terms of the
fuetion, £ (1), '"meling® the two effects, so te smy, Remembering that
e(t) changes ite sign from pesitive to nogative in (0, T) at t, we con

st soe its effect on /ATT, () by eplitting the integral at T .
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8 glvea us !
= < —
; | ¥ 2t . 1
' v ve . 3 i
- ( 1
T T op, EBiG) :
«,j’s{u}! 2. +c+u1|'ti
- o, x
z L o A l

The first integr=1 on the right hand sids is poaitive; so is

gecond dntegral if

mr previous argumenta go in to show that this condition i3 in faet
mtisfied unlzss | e (t)/x o 1 12 a very sl mumber .ver its range. 12/
e L8 the confirmation of the pure =conowic argumont given above., I
Bowd that 17 the Jegree of asecleration of sale 1la at all "significant",
e total offect on profit is ureashd gunusly negative,  Cornversoly,

it sleg establishes that the total profit of traders in o yoar under

woelerated szle can be larger then that unler uniform sale gnly if the

W We conmlder the ratis e{t}/xr} rather than the fuxction £(t) because
iti2 a pure mumber, which, on 3 pricri grourds is bounded within a amall
band around O for 511 t ., Thia hawever dgea not establish in any way

Wt fe(td/x | is a "very apall number over its range” in the senso
b 18 ﬁquimd in the statement under referermce,
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.

fgee of accelemution is very am:1l. ALl this lies within the folls

moncmie arguments given oarlier,

Metiop &0 The Rotlonale of dccndeputer, Bale IT13  Leane ant Intoersst

Our a priord concepiual backeround on trading loans is already
gven st the end of Section 1 of the p~ovious chaptor, Let us now
daply grant the existence aof the loan and place it in our present
#eteup of the trode process contimed from the two praceiing sootions.
To recapitulate, the essonce of this set-up i that the traders have to
ke thelr whole purchass for the yoar et the very beginming of euwh
yaar when the whole mirketed surplus is dispescd off. To financo this
prehase, thuy have already built up 2 purchase funl by ploushback from
sle-proceede cver the last year. The eslistence of truling luoans in

this combext means mimply thet the purthase fini fullas short of the

paehass codgl, and the gup 18 met by the loan, Ohvioualy, the loon I

faken at the very begirming of every yoor. Let us fix our etbentizn on
some particular yeer, and denste the purchase fund at its beginning by
?u + Then the loan amowtt, L, say, ig given by the sguation:

. ) £ ~F
(9} L = o

where € stands for the total purchese cost of traders in a yoar, =z in

Beetion 2 {not to be confused with the storags cogt as in Sectisn 3}
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Lot 13 tuke off a little time at thie point to provide oo
ghael fications, though thesc lo not come ddrectly into our line of
walysia, Firsty tone purchizoe fund in the prosemt sebting is bailt up
Brough a whole year to be spent only at the =nd, Hather than lexve
fids {dle insile the procesa throazh the whole yeor, the traders may sam
peething in the mearwhile by pure shoprt-tern placements of the fund
miilde the process, We can simply toke the whole of this for granted,
!ﬁ #till gives us their purchase fun? a% the boginrirg of a year, being
gmo xow simply by the ploughback cver tho last yuar plng the earning
md by such placenents coming back within the jear,  Next, we may toke
e purchase fand, FD ; a8 well a8 the tralera' oponing stock of the
podect in the yoar, =zay SD, 18 completely 'owned! by them. Their sus
{ia mlue} therefore defines their "own capita)"® as existing at the
bglning of a year. L is then to be read simulbancously as their
Yht capitel® at this point., This defines the ddvision of ¢ ital in
the process as g whole from the ownership polnt of view.

Lot us now gt down to the specifie point of interest to us in
this sttuation, which 18 the intereot the traders have to pay on the loal
Tids dependa not only upon the lean amourt, L, and the rate of imtercst,
By i, but alen the leneth of time for which the loan 18 taken, or tie

s perdod, =y « N T denstee the total interest pavment

W Let us again rememberT that sﬁngﬁwar' beging at time 0, and that
is vhen the loan ia taken, T alse stands for the timepoint at whicn thé

- ™

leen 18 cloared, The loan perled, strictly, is repressnted by the po?
(Gt} and not ¢ alone,
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(1180 oalled the intereat eharge, intcrest cost, ete.), then it is

fiven by

fon) I=itL.
t 1o implicitly restricted here to the interwal ((}; T), for we do rot
have any "debt capital" in the process et oo ent of a year; in cther

wrds, the loan is cleared through the year.

Let us now procesd on. It is abvious that the shorter tne

lan period, t, tho aspaller is the interest comst, I, borne by troders
_ w. If we can now relate € to the tralers! time-pattern of
mle through the year inm & 'policy! sonse, we autorwmtically line up with
pr Brratery for the sesrch of & ratiomale of accelerated sale
establishe? in Section 2 (see p. 185 ). This gets the basic :iirection
of our erguiry here.

Now T iz nothing but the time taken by the trsdler to glear ofF
or Tepay the loan, L. {So it can alsc be called tiw Topaytsnt period

vhich in fact i3 the more oporatiomal notion.)  This whole repaymant
16/

cooe8 by definition out of ascle-procoeds reslised in the moanwhile.
ven the relation betwoen imterest cost and the Toan or repazrent
perlod just observed, we can at onee formilate a very elmple rule of
loan repuyment,  This is that the repayment of Joan takes

gror ail other Tuses' of sale-procesds or revere =8 it cpmes ing

recalsice

l?

1§/ Sec page 122, Chapter 5,
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g other words, it is only after the loan is fully clearcd that the
fder beping o robuild his purchase fund extausted at the begloning,
well a8 take out any profit for hj_maalf.12/ Till then; the whole of
mleprocecds 19 simply turnsd in fur the repaymernt of loan.  Tho
gquoert 19 simply thet this 18 what rdindnises the intereat cost over
Al 'mlea! ol losn repayuert.

It is clear that the rile just steted igplicitly determines
e loan or repayment pordod by the condtion that tho total sale-procze.s
wer thia perind equal preciaely the loan taken at the deginning, i.e.; L.

It one denctes the reverme over the period (0, ) by R{0, T}, then the

pobition ig ¢
by Ao, ) = L.

¥, R{0, ©) i the reovemis carmel over an ipitia® streteh of time in
the yusr. Tt follows at onco from this that the faster the Bale—procee!

begn to flow in in a year, the shorter the loan period: the rost of the

tme-stronm of rovome, after the Zcan 42 repald, dees not come into this

Af 0T,

p——J

14 For corpletencss, we mention that interest is deemed as paid out
of 'profit', and nobk Mrectly out of revonue.

14 The loen repayument heve loea not include the interest on loan, the
exact time of repayment of which is mimpliy left in the open (after *).
It would be possible to lnelude the payment of interest within the losd
repaymemt,, but since this neither adds to, nor detracts from the saguiry
here, {tut slightly complicates the squaticons), we lo not consider the
Eﬂ-ﬂﬁn
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g arely

It is mecessery to go ovor one moTe step from thi
glimtionl relation, glven cur ™ile of loun repayment., The step
potlsts zinply of switching ovor to toe vicwpoint of an inbyiduek
fuder viowing his own cugt, reverme and peofit., Ho tekes the ooliling

v

ol . .
2 el thiorefors pees the repayment period (and fong

- B . .
. I -

@e aB 'glven!,

W intorost cost) a8 sloply lependent voon T
frough the year: the higher the rate of mlo he begins with, the
krer he sess Lho aalé-pnwceeﬁs a8 beginning to flow in, entbling hin

;qﬁickar repaymert of the loan., 4galn, carried to its logical extri- |

s trings one to an instantaneous loan repsyment through o larpo
wough 'point sale! at the very bvoglmming, whataver this may rondiy ror-,

P oavoid this kind of "minimlpatdon' by arpuing juet in teroce of wil.
o, sceslorated 3ale in the aumse sxplaired cariler. Ve not: thet o
fndrcaloulation just set cut is siready in the frme of acccloloto?
gle in it mimplost form, dlscusssd ik Section B, To rucapit lats,

SR

this form was defiowd by two parmooters, € anl T, whoro the formor o

p8 the devintion in the trador's rate of asle frogm the urdfores rete!

[denated xn} initially in the yesr, and tne Istier the durnticn of hia

mlo at this rate {i.e., =t rmate x_+ €}, We 1Ay now simply toke tho

o AT . i TR e R - T i e ML T s <5 T

e e

L4 The reference here is to the whole timepath of price cvir the yunr,
Rowever, we may now simply take thise to be a constant for the sinple
resson that the preciase shape of the timopath does not enter the

srgument given belew. Hemco we may as well keep to the simplest shup

of 8 conotant price through the year.



pameter vio be one and the saoo as the time taken by the trader to
iy the loan, alrcady dencted by . It i3 thus endogenously
Masdoed from within the caleulations of interest cost and loan
pod. €, on the other hand, is simply left in the open. The
milng 1o straight-forwardt  the trader 15 now seen to consider the
siption of a certain 'high' rate of sale, x * &, to emable him to pay
ﬁ e loan within a 'short! time, anl herce the rate persishs till
fe Joan is cleared. After that the rate of sle 18 given elmply by
dh 18 left of the purchase male at the beglnning, and the remining
dwinthe year. This 18 precisely the timepath of accelerated ssle
sits simplest form,

let us now set out the argument in formal terms. We may
lply adopt the notation to the case of an individual trader, and

fte the squation setting the loan period {equation 21} as:
i p(x{;ﬁ gl = L

Were p 15 the selling price that ths trader fnkes as 'given' and
wngtant through the year (see footnots 19), We alsc have x_ant L
wiie a priori "givens' in this equaticn, It ie then clear that the
bigher the value of €, the smmller is the walue of <t and hence of I

Yy squation (20}, S0, the interest cogt, l.e., I, under accelarater

alo {e > 0) ie amaller than that under unifore mle & = 0), This

fste Ingle or ratiomale of accealerated salo in terme of trading loan®
loan repayment and the interest charge,



T necelorstod

03

Ag in the provices seetion, tho oaticpale
plv 13 worked oat here in terms of 4o livi- bl trealer onlewisntions, and

oo on the hasie of & tisepath of price inlepenlent of the time-

rmiing the deman! fornevion, This

gmm of &ala, i.a., dlarepas
plperdapce Covs pol of course hold dn the Lotnl, which brings back

Coar A e L

iy peletions o

B Mprice pfMactM Lt the
Pwes this sives rise to have already been liscussed in the previnue
geton, to which wo lave nothing mew to add here.  Hewewer, a

fndamente] enalyticsl difference betwesn the two casues 13 to be noted,

the case of storape cogh, the price effuct copes inte the dissuszaion
24 ¥ F

_oly &t the level of profit:; the relations at the level of cosl itsell

are the same, whother wiowsd from the standpoint of an inlivi hd trsdor

or traders 28 o whoie, The beele arpupent in terss of ccgt refaetion

Js therefore st umafllected by the mothodelogicel ismes, In the

pregant ease, this is not so. A3 that we hoowe o3tnblghsd

pdng by hia cwn calewiations, n trsder thinks ke tan redaco

st in a yer by neceleretion of ayls, and as in fuct jows in for diis

Wiother or not the cost 44 notus1l ¥ oo huredy jdwvern that this

policy,

is the guners] policy, depurds upon how the price reapon s, This is

sgily followod ugp,
What matters for the mpaymont of Jonn is the volune of silo-

Cproceeds, not of male, over a cortain puriod at the begsinning of a wear.
For any  sack pariod whether the volume of sale-—roneeds incresses ar

fecrenses with the volume of sale ig » mattor vrntirely of the moerics]
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ghm of the clasfioity of Jemmd, 7. In sur cos

br, mnd 35 hin v s of salpeprocsasnls iy
i I

gfals, 3o, weceleration of anle in fand

Thia Laowgtrens

wléprocecds 1t the begdrndng than urd Torm 8ale Wl

B reprymant pericd, dingtosl of dhorteniag 1t, =l

ceat in the yenr. Viewe! in the tebad,

gr, ot fmeller, lrtercat

gerefore, zocelorate’l anle beosmes o sclf-lefuabineg policy an ihs cwy

This is 2 mweh stronger result than that derive! in the last

pitlm, It also gocd on ita own to srode the refuetion in storasu
g the traders effect by acceleration of anle, not to speak of thele

gllt, However, there is still no coming cut of the logic of "har ™ va

Spftt Informeiion pointed out in the previous section, and ap tie MLosic

gl weelerated asle alao remeins,
Lot 98 agmin go over this in formsl terma. Firat we aub-ituté
jin (22} by the price corresponiing to the rate of sale I:x0+ £}, i.eos

ﬂt}*ﬂ}, wkere £{.) ia the imverse af the demard fMinction,  Wo cuan

-

fopiily tiis by writing x for iix‘_a+ £), Taia sdwea us ;
X f{}t:l T = L -

Niferentiating this with respect to x arcound x_, and substituting tho

-
LA

wression p_ for £(x } and M, for the elasticity of Zemend gvaluab

o X, ve have 1

1 4t
?QU'“;;:*}:: + Xp 4= 0.
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I
{tmerly,

TEO e Mg g0

shieh 18 the result elaimed.
Let 2 now end this swetion by turming our sttention from the

Ingle of sccelerated asale as such to the proeise time-pattern of sals by
gtmuiera. Qualitatively, thie patterr has conaisted simply of a switch
lp the rate of mle from e ‘high! value initdally, to & lowor walue at
kmE polnt, ©, in the year, This is obviously a very rigld pattern.
$at we now wigh to point out ia that even when we keep to this rigid
pttern at the Ievel of an jpdividysl trader, the pattern for traders us
pibcle would take the form of a gradyal decline in the rate of aale.

Me arpument conmists simply of bringlng out the implications of different
miuos of the mgwwﬁr M fferent tralers, which — the
dfference per se — 1o Elmply axlomatic. To glve & proper shape to

le, ve begin with the gereral ides of & Lisrarchy of traders by the

Jmn inriderce, armanging them in a decressing order.  This hierarchy
a1l would be related to unlerlying hierearchies in terms of more

Bnderental factors, but we o not get imto this here. Our pencral

e

W By ®incidence of loan™, we mean gimly the ratia, L/F¥. . Tihs is
mlated to, but not the eame as the ratio of the debt capltal to the
soed tapital of traders,



it 19 that the greater the incllerce of loan, i.e., the greator the
fpldamee of interest dn the total troling cost, the stronger woull b
B urge to redxes the interest chargs and herce the gtronger the
Wolercy, in scme senae, towards acceleration of sala, Lot us 9o
iut this peans in terma of the two paramsters, £ and T, lefining the
b of aceslerated sels ccnsidered hepro.

To start with ve note that for any individual trader with a
fven loan and a given total @le in the year, we are iaft with one
Ngres of freadonm between €& and € by equation (82). IF we now consiler
witer trader with a largzer Ioan but the same vilume of sale, we woull
bpriord find thet he takes a larger time to Tepay the loan, l.e., we
hve a larger value of t for him, 8o, we relate © positively to the

b dmeiderse, Within this, a stronger tenlency towarls accsleratico

[

gt mle 18 revealed almly by a larger walue of £ . Thus, both & and
wild {n gereral be increaasing in mlue with the ir. idenes of loan.
letorning to our hiorarchy of traders, we would then have a seriss of
plwise decrensming valuws of toe two parameters =8 wa go gvor the whol?
wt, defining a corresponding seriss of time—patterns of sale, If we
woaggregate owver this ssries, wo necessarily obtain a timorath of

nluhamcterised by 2 seriea of demending steps. This ia the

gadual decline in rate of galo claimed abote.,
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fection & ¢ Tho Ratiomsle of docolersted Sals I7T @ Turooves
of Cagital

This section introdures a methodelogical break in our
aelysiz of the problem of this chapter, i.e., the problem, as stated
at the boginning, of the timopath of &sle of pur tradere over a yoar,
We have 50 far discuseed this problem under the assumption of a Mpoint
#le" of their marketed mirplus by the wroducers. We now come out of
this framework by supposlng that the sale takes place over a dhort
imerval at the beginning of the year, not at the beginning poimt
itwlif. It ie not possible to attath any substantive mignificarce
to this step. It is a purely mwethodelogicenl etep, whoae whole
dgnificance has to lie mmply in making room for some force dopised
& room in the earlier fraework. This force itself has to come from
alsswtore, in fect from within the body of discussion ao far, This
1s vhy the ssction itself becomes a methndologicsdl break in the whole
#lzeussion.

we now identify the force in ite “amurce® sense in the
bagle condtion underlying our whole analysis of the previoua section,

which we may call the condition (or cese) of capital congtraimt, So,

our force here is m foree gerorated by this constraint. To explain,
by "eapital constraint™® we mean elmply the condition that the traders
are unable to finance their whole purchase in & year out of the funds

imermally generated through thelr trade process that ysar or
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geriously, The gnp or deficit is then met by loana congtituling
Be debt capital of the tradera, We have already analyssd in detail
B foree generated by this upon the time-pattern of sals of our
fadars through the element of interest charge upon the loans. The
Be, 1o be precise; wag that of redweing the burden of interest
targe in comparison with that under the a priocri benchmark of
piform aele.  Our problesm now becomes to see what gther forge mey
be gererated by the sams ocondition having a bearing upon our probles
oee we have extended the f{ramework asg at.atad.gl/ Implicitly, there
{amo rocm for this foree in the previcus framework., It may be
pelnted out here that in dlsouesing this posaible force we aimply
wtain the bit of methodology expressed by the benchmark of unifarw
#le, 1.e., the methodology of uniform va, acceleratad ale. Many
der mthodologlienal conmtimiities alse exist through the tws frapeworXs
The Mireak® i2 comtained within these contimdtias,

Lot us now begin by giving a formal expression t the
sopdition of capital constraint, We astart from its expression in

the previcus section which was siaply

@  F,<C=q =qr &

a—r

W We my express this equivalently by saying that it is soms otheT
Lig of expression of the mme basle force of capltal constraint that
w loak for in thie ssction,

&/ 1be constraint was not explicitly stated in this form in the
wevicus section, but was imlicit in ite first aquation, 1.s.,
squation (19},
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e tation romnine the saoe as befure.  To repeat, F{:I Jenotes the
pehass N earriod over frem the previcus yonr by our traders (we
Wil now ¢ad2 thise their Winitial" purchase fund), C their total
piehase eost in the yeer, Q@ tho volume of purchass, i.e., the volume
gld by producers, g the price charpged, i.e., the buying price of vur
badere, and I thouir t-tol volume of sde in the yosr., In this
famevcrk, it was asmumad that § passeld from prodwers to tralers at
point 0, repregenting the boginning of 1e yoar, 48 stated at the
boglnning, we now suppose that thie paesage is spresd out over an
imarval {0, v), wiich is n "ahort” stretch of the year {0, T}, It
is asmumed that this leaves q, and herncs C, wxhanged., We nay call

{0,¢) the poricd of purchase.

The firet point to note as we try to adapt or gereralise
the statemont of capitel constraint to our presvat framework is that

par tralers now hove & secon? source of financing the purchaso gcat,

€, from within the procuss, bealdes the Mindtisl" purchast fund, F‘(\:l

This sourte is defined eimply by thedir jdouthbeck from sle-orocoods

grer the period of purchase {0, t) insofar a6 this can be spent within

the perind itself _23/' let ue ¢nll this thely fimanee from within the

period of purchese and denote 1t by F‘i . With thig, we can broadly

W Having given this qualification, we will carry out tho rest of
our argumerts as if the wholo of the ploughback coudd be spent within
ths purchase period. This d008 not materlally affect the argument.
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Bfine the cunlition of capital constraint in the preaont contoxt to

wan simrtifgg
() F +F <C ,

{,8,, the total irternal finsnce of traders falla short of the

purchass cosgt,

[nl

Let ua stop for a fow clarifications at this point.  F

and F1 ars thought of bere in term? of an ammsl processd of trade
repeating itoelf over through the years, Simce FT ig already defired
18 the total ploughlback over a certain initial period in the year,

fo, <}, Fﬂ bocomaa the ploughbmek over the romaining period {¢, T} an!
their um is therefors the total ploughback over the jyoar .aa a whrla,
Mithin this, there is the aignificanmt difference that F, is spert
completely within the period of its crwatlon while F is carricd
forward in toto as "fund" to the next year. ince the capital
lmvested in the process is properly defined only at the beglnning of
sach awcaesgive yoar, we have only Fﬂ1 y 2nd not F a1 a8 velonging to
this capital, In fhact, we do not have any Jdefinite relation begtween
?1 and the capital in tho process at any pednt of time in the year,

for we only know that 1"‘1 is creatod as well as annihilated within the

%/ Wo say "broadly® because it is possible to state the conditict
in & more precise form, which we will come to in the due course, %
footnote 28 below; aleo equation {29),



pricd (0, £} — nothing 1is stetod sbovet woat part of it cxista as

So, to ropoat, F-:.: ant F, are adlitive

M at what peint of time. .

iy a8 ploughback, not na.purchass fund. There is nmothing
fwongi stent about the schome of calewlatinn,

Let us now proceed on with our madn objective.  Foo1s
fearly & nev elerunt in cur framework, untefined earider, We tims
tiresdy know that the ¥force” we lock for is exressed through Fy .
delyticaily, this requires us Yo acs F,] ina 8 ¥wariable magmitude
prerned by this force. Simce it 18 obviouely in the intorest of our
traders to make do within thelr own capitnl as far sa possiltle — which
{p orily to restate our bagle condidion that traders go in for Jcans orly
after they have in some senoe reached the 1imlts of their wlf—finamea-"—/
= the geroral direction of thia force would be elowrly to producc

relatively larpe walues of F.I . This of couree is to be ssen within

mee definite frome of referunce for possitle wwlues of F‘ljl il we 8aal11

gregently pursue this in terms of Jdefinite henchrark valucs for F'I that

ean be argued g prinri.  Befure this, we point out that buecause T iz

poly & relatively swll fraction of & year, FT gt a priori remain

gall relative to Fa o It ig within this gemeral gquastitative

configurstion that we explore the vardability of F1 . Statoed in slightly

EHfferent larngunge, we have FO as a piyen fund for meoting the purehsac

2/ See Chapter 5, Section 1, pe 123,
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poet at the begimning of a year and that, by Zefinition, is a2lso the

mior or dommant sburce of finmance. We grant here a certain

gasticity in the other scurce of finance, ut this does not have =

$an a relatively margim] significance in the total scheme oF Nramsa,
Iet us now twrn to the gquestion of benchpark walues for 7, .

U first objective 1s to define 4 benchmark free of the "forcal sroon

ofy 30 that we can spesk of "large walues of Fj' a3 implied by the

furca relative ko it, Such a bogchmerk {8 defined by two underiving

pghearis, one sach for the traders' time-pattorn of sale over the

Jear and the proporiion of thelr ploughback from emle-~proceeds. For
e former, we almply bave our old benchmerk of uniform sale. For the
Jmtter, we have the rule that, over the perlod of purchase, traders
flosghback only thelr purchase cost for what they sl over this pericd
In ether words, the bernchmari is obtained simply by applying the so-
slled plowshback equation of the procoss to the perlod £ purchast.
Bew two benchmerka together define ocur berchmerk valus of FT which

* »
W dencte by F"E « Cbviously, F‘l is given by the eguatdon
*
(#5) F_I ®qx T
Where

xﬁ:IXT -

Clearly, there are fwg different ways by which the value of

_ »
fi “an be increased beyond F, . The first is by ircreasing the



- 213 -

preportion of ploughback over the perdod of purchase. There is
elearly a logical ldmit to this, which is glven aimily by the

- ploughback of the entire sale proceeda of thie periad. Let us fix
" thie ae the pew rmule under our force, Betaining the rule or policy

- of uniform sale, we then have a second bemchmerk value of F, which we

Lol

denote by F, Thig is defined by
_ 2 =
{26] F.] = D’C > F‘|s
where p is the pelline price of éur traders, sssumed constent over the

#*
year. The second way in which F1 pan be invroased bayond F1 ia by

augmenting the saje-orocesds iteelf over the purchaso perioed beyond
that plwven by the policy of uniform aale, This is what bringa us to
our owr; polmt of interest in this section. Let ua mark the steps a
little carefully.

The first an! foremost poimt to elarify 1o that, a8 in the -
previous sectioms, we mast go over at this polat to the standpoimt of -
individugl traders. The imcrease in the ssle-proceeds is then seen
a8 squivnient to increase in the volume of mle, which, in the preasm
context, sloply belle down to gecelerstion of smle in cur sense of ti
term. Indeed, our present case fita in at once with the amle form
of mecelerated mle defined at the beginnming., To reeapltulate, the
form was defined by the two parameters € and , reproasnting r-aspec-

tively the margin over x {i.e.; the rate of sale under ths polic
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of wiforn sale) in the ipdtdal rate of sale in the yuar, and the
fpetion of this initial jhase of hipgh rate of mie., Wo can now cquaw
tds v simdy with our v in this scction, i.e,, the uraticn of the
mrohase perind, which is aisgly given a priori.  Boace tha whola
pliey i3 ropresonted by the alngle parameter, =, which we Jeave in &
gen, The affect of thia on the wvaiue of F,.I, a8 cajoulated or

1
gfiimated by tho traders concerned ls then glven by the funetion, 1"1{€}

iy, defined by the following relation 3
il
{7 F{e) = pix +E)ud>F
1 o] 1
A3 just stated, tae irportant point to note about this
wlation 18 that it givea only tho egtimete:! and not the actual wnlua
02F1 .  There 13 no room for the whole prige sffect of accelorsted
mls in these caleulntions, tho incluslon of which obvioudly negates
the squivalence of incrcass in the volume of sale and in sale-proceeds

mwhich the whole policy is based, It ie in fact scen at omee that

boquss the elagticity of demnnd in our esse 13 less than unity,

meeleration of sale in fmet reduceg and does not increase the total
elsprocenda of the purchase period.  Thus the whole pollcy turns cub

to e glf-defeating when viewed in the total, exactlv as in the

e
previous ®ction. The paximam wmius of F‘1 in ahort 19 glwen by 5'1

Haring rointed this out, we however eannmot but fall back wpon the
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wtholology of trader policy ab based ypon inddvidual trader
glwlations for our problew here. This hes airesdy bLeen discussed
o lensth.

Going parely by (27), it ie clesr that the legree of

wesleration, €, eun alwaya be choson so ab o peymte the whnle eg-itnd

gmitraint. Thie aguin is reminiscent of poinmts already dlscussed:
mfficient acceleration of mle {if that iz the term) will always reuce
the morage cost and interest cost to mero, We cannot almply let the
quantitative policy ~— as dletlnct from the gqualltative -~ have a free
-t over its whels domsin, whstever thie may really mm.a@’ at n
prely concaptuel level. we will anly eay that there are slways
sontimdty considerati in the minds of traders that work agsinst
wbltrary degreos of acceleration of ssle, &t a somewhat more

soerete level, we can alsec take the trader to have an impliedit
recogition of the price effect all through, which again works in the
am direction. Theee are mll genaral methodologleal points relsting

to the vory nature of our preblem in this chepter, which we already

%/ This is axactly parallel to the structure of relationa assumed
in the provicus section. The "guantitative policy” refers in either
sasd to the dogree of acceleratlon of eale. The "guallitative policy"
miors to the rule, In the present case, that the entire ssle-procosds
are ploughst back over tho period of purchase, and, in the previous
ease, the repayment of loans tekes pricrity ovar all cther uses of the
mle~qrocoeda,  Both of these sre logical extremes, moant aimly to
tlarify the mature of the problem.  Sach logleal oxtremes cannot
however be granted to the guantitative policy per se,
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bahod upon earlisr, and have Just earried forwar! a little furtrer, Y
Ik up leave thia pemsral ranpe of 1ssues here and return to our
peeific context.

The peperal point we want 4o make in thla sontext is vary
fple, For particwlar traders for whom the ecapital constraint i3 not
apilopl very aignd i‘icant,zgf wo can grant a complots overceoming of the
mdraint by the policies discussed (rule of ploughback of the ontire
ale-proceeds of the period of purchass, and acceleratimm af sale),

Be degree of acceleration in this case is then by definition smll,
wd that 13 quite conalstent with the obgervations abeve., For the
tlers a3 s whole, however, we must retain the caplial constraint in
Ha gerera), form definel in {24), i.e., allowing for the policies
mizrred.  In other words, the policies in the total only modify or
fleviate the capital conetraint, do not overcoze 1t, The very fact

of existence of trading Joans is proof ¢ this propoaltion.  To he mor@
The

aplicit, we bring back the notlon of "lHmltas of self-finence®.
Unlt in cur case is set toguther by the rule of ploughback (which we
kld fNxed) and a cortain maxlmum degree of accoleration of sale, and
this dogroe ip such that we still have a shortfall in the traders’

4 Ses pp. 187-88 and pp. 19C~92.

& The qualification "a priord® here meane that F, 18 taken at its
-
bewhmark value, F. , in equation (24), =o that the equation imvolves 2

iura comparison of "lowwnd*. This is what was meant earlier by a
wre precise® gtatement of the cepital conetraint.
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Yam mecount®, wideh is made uwp Ly lnans taken. Stated formally,
tip o8 us the relsticn

#*
{28) FO+F1{E}+L=G
vhere &" is the moimar, degroe of accelierstion of asle just sgpoken of
ad L oia the morrdtudo of losn ealeulated as a msifha.l.ay Let us
ropest that the equation represente trader caleulations of the valuo
-of F.} and hence also implicitly of L (for Fo swni € are glwe  a priori),
wt their actual values,

We are now at the last stage of the sectiosn,  Iet us begin
¥ith a generel clarification of the precise "force® wo have brought
ity the discussion here. For this we sbart back frow the capital
eongtraint in its o priori form suggested in footnote (28) abowu. Let

ue write this downm explicitly :

¥ow, ""*“C exigte at the bepinning of the year as part of the
trader's cupital at this paimt. Lot us notionally abstract here from
the other yort and saeak of F::-‘ glmply as eguivalent o capdtal.  Let

us now 9se thia eapital in potdop. First the capdtal is spent; noxt

Y aiternatively, we con take L as given a priori in the eguation
and intersret the value of & mtisfying the aguation, i.e., e* s a5
the imrlieitly defined maxirmm degree of accoleration.
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the goods 80 acquired are g0l and amidtanecudty a part of the sde-
peocesds 18 returned to capital. {ploughback); finally, thias new
gapltal ag it comes to be formod itwelf mets opent inscfar ns the
formation takes placo within the jorisd of pwehase,  In this, the
ariginal capdtel almply turns itself over, and we sce the whole scurecs

of fiparce from within the pericd of purchase asg sirply turnower of

e origival capital. The fipancing of purchase, in short, is dons

by the prisinal earital itself (F-D) a3 well =29 its turnover within the

griod gopcerned (F.).  We now bring in a benchmark value for the

latter, and see the sum tobal of the two as falling short of tha
rqulred finance (C). This is the capital constraint in its g prisri
form stated akhove. The traders' response to thia i3 then acen norse

84, in some F=mSe, a sreqter; or wore intengive, turncover of eaprpital

1n both the form of greator ploughback from glven sale-progecds, s
Mgher volums of sale It JIf initially (8o 418 to increase ﬂalu-im'ucaaﬂﬂ
Thie is the whelo force YWwrought into play by the framework of this
wmetion,  Wo note that within this, the first form is purely internal
Yo the process, having no cutgide significange. Honee we hawe only

one outward expreasion of the force, which 1 simply the acceleration
of mle, MNotiommlly, we can simply subsume the first form under it

anl gpeak of the whole force aa specd fleally a foree upon the time-
pattern of anle, criydnating in the capital eonstraint. It is in

fizt the force of this constraint itself, for this 1s what infuces the
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fwdirs to seeelerete thelr enle dn the firgt place. Nothing comes
Iy betwers tuo two.  Turnover of eapltald is simply the form o wehicle
gl epression of this force.,

This ia guite Hetinet from the matwre of the force
imwussed in the previoua section.  Thet too originated in the capited
gmatraint, but then the force iteelfl pot 0Pl ordy by the elessnt

of imterest charge upon the loane. Something cerme in betwesn,  Wo

gan there .ore any that the force discusssd here 18 the dipect force of
$he capital constraimt, while that of the previcua section is the

{pdiract force, via the interest upon loans.

let us now pasa an to on explicit discussion of what we are

already inplizitly trought to, wiz,, the inter-relotdon betwosn the two

Drees, or rather the channels of their goerytion. Wo csn ooee this

imer-relation at two succesoive levele.  Let us aymin start from the

eapital constrnint in its & priord form, i.e,, egquaciom (89). 4t the

first Jevel, we oee the tokine of a loan an! the zore intensive turpower
] = - *'\ - - - .
of pardital (irn refercnee to the herchmari F‘I Joslrply as pitermative

pesponses to the Bame condition., The second responve already inclules
aeslarstion of sale, while the firgt is seen to lead 12 4t far

redicing the interest charpu, This is the mme s the lirect-indirect
detinction just made.

Iet ue now come to the second level., This gbarts from tho

point that leoan ia taken orly sfter the truder hae resche? the limits
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o sl i~ e, Sirco the fmet of leoan is tadoon Cor granbe:l, we

oA cos the two foreed togethor a8 a ogmplete ghrusturs, Lot aa

Bllow tnis .
Tuo Lmpordtant anadlybioal pointa enter right b the -uboet,

oy
wi 2

Hrgt, the ‘oimee of aceoleratizn unier the Hrect foros o

gpital congtraint fa by lefindticn the hichest rersdomibie. S,

Bgree of wealuration unerated by the Inllrcet force, the relucti-s
of intarest chargs, i3 seller than this,  Secondly, the whola of
mle-proceeds ia now ploushel back over the periad of purchase. 3o,
e repayment of loan begins after thia, o therefore have a

ggence of "periods®:  first the period of purchase, then the pericd
of loan repayrent and finally the roest of the yuar, By the [irst
goposition, there ia already a stop—lown in the mta of gale as we

83 from the firat to *ae second perdold, Let us now rumenher that
de second period itself is marked by successive step-dswna in tho rateé
¢f mle through the faetor of a hiemreny =f tralers witk Hfferont
feldences of lozn, enling in a mte of sle for the remsinder of the
par defined msi!ﬁ:all?.j o/ We now sie the two forceas under refererce
s gmineaised into a gemoral gracdually declining timepath of sale ovef

e yoar as 3 whols,

dee end of the ;revioua sooticn, pp. 205-06 .



Let ue now eni the section. At the very beginming we

plla? the section a methodolscden] brenk in our 3iscupsaion. This

le its roots fur back in the Jdiscuesion.  Let ue remember cur bagic
gpproach of Yarsurents and cmuter-arumenta®. At the besinning we
sgtablished & clear logic or retionnle of traler-polley of umdiform sale,
an poistel oul that o ccounter arpuwent could be deweioped only by

bringing in cther traling cogts neglected there, so far as the Murcamnt

firucture of the problez ie comerned," (Section 2). Hetaining this
Ygirusture', wo then successiwvely intro'wred the elements of gtorasme
gegt and igtercest cost and beilt up the counter-arguesent {(Suwotiong 3
and 4},  The arjument in each enge was esmentdally in terms of

Cginnising the cost, though in a heavily gqualifiel sepmse,  One can

818 ed) tris “optimisation® in a4 vogoe sense, In this swction, we

eome out of the WatruetureW reforre? to, By the sume giroke we =lao

+r

peze cut of the fromovork of trading cogte anl the nssoeiated
Ppticdantion®,. The erpamsmt kos been csacntislly din terme of the
Tevenne s of cayitel lea;ital songtreint ! and its stractural
IrHeations, One oecs this goot clearly by abelruacting from loans,

Ire is ther back to a certaln degree of acceloraticn 2f side as the

rly foogible pollesy, it is uwrmecosoary to gbresa the oethodological

bresk this inrlies in regpect of the analvais so far.
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ktion 51 Ihe O:xmplete Problen

Lih g begin with o brief recapiualation of cur approach to

W defiring pronien of this zhopter, i.e., the explaratinn of o oesacral

ey

STaind in our general contecs of

L]
i
il

preent L0 the metadil price of foo
pitrercs.  The whole approach wag aobivated by two loglenl guestiond.
@ osch resmrding the pricrity betwoen the movements In price and

matity (zolume 3011} in this case, and the signifieance of the nction
f fseasens! -~ as defined in the wholesile market of foodgraiing -- for
B pheromenon. The approack itself waa then :lefined by two

porlgional ansWera to these gquestions, left to be opened up omly at Lng
ml, The first simply asserted the priority of the quastiity movemint
gl thus reduced our problem to an explanation of a particular tipepsto
if ®mls in a year by tralers, which we have oalled by the name of
Wreederated anleol, Pwontly, we implicitly saw the whole gignificaics
' the notion of seqdons for our purpose in the so-called quintitative
$pect of the notion andl olsw it up to ita logdenl extoors:; Wlhiloh Fmpa¥
fmed tho so-called alack season of the market to an Yempty" season

fi trarsacticna), We have Since carriad cut A wnore or less extenalvd
mury into the logic of accelerated sale -- vis-a-vis the alternative
f wifore smle -- within thia framework., This 19 what congtitutea oW
iole ground-work for the original problem, in a way the whole

mbgtantive analysia of it,  Our object now is to frae the analysid of

8 provisiorn} suppositiona and in the process clarify our anmwers 1o
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e questions raised, This comes in twe steps. In this section we
gily go0 cur problem in the background of a wholesile market meeting
portiroously throuph the ywear in the way define! by ite two ssaaona.
Thie is called the "eomplete problec®. The guestion of pricrity
Jetween tho price and the guantity movement in our context ie token up
oy in the next scetion. The twe secticngs thws come in a string snd
are gpsentially methodologieal in nature.

Lot ug now outlines the Bsction, Viewed in analyticnl terms,
wp provlen here iz essentially to extend the snalysis of time-paliern
of mle of traders given 8o 