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Production and Circulation Lags and Capital Coefficient

THE capital coeficlent, or what Is
sometimes called the capital-
output® ratlo, Is generally ased as a
criterion for classifylng the tech.
nological alternatives in manufac-
turing Indusiry. Im a so-called
capital scarce economy, that par-
ticular technology would be chosen
which, ceterls paribus, has the
loweat capital coefclent. Our aim
is to make It clear that the ‘effec-
tive’ pumerator in the ecapital co-
efficlent {8 very  significantly
dependent on the time lags in the
processes of production and circu-
Jation, understood [n the Mardan
sense of these terms. The {mpli-
cation here ig that during the
entlre tme s8pan Dbetween the
producer's foput and hls realisation
of the sale proceeds, different por-
Uons of the invested capital remain
In the production process (l e, time
of actual functloning) for different
lengths of time. The part whose
operation Is interrupted for a longer
time takes, therefore, R  longer
time to produce use-value; and the
longer it takes to produce use-
value the more delayed It i3
entering the sphere of circulation
from where (ts value is fully re.
turned to the producer lo enable
him to advance It anew for the
following round of production.
Now, though all capital {8 clr-
culating capital In the gense that
all capital-val is In
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main locked up in the spheres of
production and circulation at all.

The process of production also
often necessitates the temporary
locking up of productlve capital
{we mean the working part of
productive capital only). But how-
ever lnssparable these interruptlons
might be, there [8 mo expansion of
the value of productive capital so
long as It remains ‘fallow’. It is
clear, therefore, that the more the
production tme (which Is pre-

{ by the

planning at the beginning of each
period and remains unaltered until
the beginnmg of the next period)
and the time of functioning cover
each other, the greater ls the pro-
ductivity and self-expansion of &
given productive capital In a given
space of time.

But apart from this production
Jag there i3 glso the circulation lag.
and together they copstitute the
total lag in the turnover Lime of
capital.  Analytically, the time of
productlon and the time of cireu-
lation mutually exclude each other.
for in the latter period capital
does not perform the functlons of
productive capital, 1 e, produces
neither commodities mor surplus
value. But it must not be lost
sight of that the circulation time
of capital in any glven turnover
period does Umit its time of pro-
duction, and hence Its process of

circulation, we atill find It worth-
while to distinguish between the
fixed and working parts of the
capltal advanced In the process of
production, This distinction I
useful because, in contrast to
working capital, Axed capltal usual-
Iy takes a much longer time to be
used up. Its value ls productivity
consumed, so (o say, In inverse
proportion to Its durability.  The
looger the life span of the fixed
part of capital, the smaller (s
the amount of lts own value which
It will transfer to the product.
The producer will, on the other
haod, find it much more worth-
while to concentrale on reelisiog
back the full value of working
capital as quickly as he can. He
witl, In other words, be happlest if
the working capital does not re-

*Qutput here means the net valus
added per unit of time,

surplus value, in the
succeeding perlodt. There Is no

1If we study the circuit in its sim-
plest form, es when the entire
capital-value passes in ome bulk
from one phase to another, it be-
comes palpably evident that the
process of production and, there-
fore, also the self-expansion of the
capital-value are Interrupted so long
as Its tlme of circulation lasts,
and that the renewal of the process
of productlon will proceed at a
fgster or a slower pace depending
on the length of the clrculation
time.... The expansion and con-
traction ot the time of circulation
operate therefore ga negative limits
to the contraction or expanslon of
the time of production or of ths
extent to which a capital of &
glven size functions as productive
capital” K Marx—Capltal, Vol I,
P 124-8 (Moacow edition) 1957,

ki

doubt that a certain amount of
time must be spent In the prouvses
of circulation (viz, lime of trans-
portation), but this virtually involves
an additlonal Investment of capital
which creates peither product nor
value, It | from this angle that
Quesnay’s remarks that 'the cost
of commerce, although necessary,
must be regarded 8s an onerous
outlay” may make some meaning.
The producer's attempt will thus
be to make the turnover lag tend
to zero 'so that the owners of the
inputs cab be pmid out of thelr
own product’, In the limiting case
of & zero tlme lag the producer's
‘effective’ [ovestment will be just
the amount of fixed capltal. Na-
turally then. capital coefficient
wil have only this fixed capltal In
the pumerator. If. however, the
lag i3 falrly long (the term ‘fairly
long* is a relative one and depends
on the capital position of the pro-
ducer in question) the capital
advanced for meeting wages and
other recurring costs ( i ¢, working
capital) also throws the same
pature of problem o the producer
as does the fxed capital. In bet-
ween these (wo eads dlferent
amounts of working caplta) will
function for different lengths of
time in sccordance with the vary-
Ing magnitudes of the correspond-
Ing lags. Let T be the total time
of turnover of capital, F the fixed
capital, and W the working capital
Also, production lgg = time of
preduction minus Ulme of actual
functioning = lp (say)
and circulation iag = I (say),
The ‘effective’ working capital will

lp 13
then be equal tow, —— + W——
T T

1
=— (Jp+k). W and, accordingly, the
T
nwmerator [n the producer’s capital
1
coeficlent Wil Do F+- (lp+k), W,
T

This throws ‘some lHght on the
problem of technological cholces
o g capllal-poor manufacturing
sector. The producer should try
to minimiss the production lag as
also the circulation lag s0 as to
get back hls advanced capltal o
the least possible time, Mr Fran-
kel haa rightly observed that the
problem in such & sector is precise~
ly one of investing capital and nat
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of spending It. (8 H Frankel: ‘Eco~
nomlc Impact on Underdeveloped
Countries’, p. T7). The production
lag can be shortened by resorting
to technologies which do not have
a very fadbricated production sche-
dule. It s in this connection that
technologies Involving & ‘short
frultion lag’ may be seriously
considered. The minimleation of
the circulstion 18§, on the other
hand, may be éffected through
sales promotlon devices  which
increase the tempo of consumption,
Transportation time may also be
shortened as far 88 possible, Again,
the Merita of wholesalers and
retaflers in placing regular orders
to producers Is anotber factor that
may be tackled

In short, our discussion alms at
making it clear that in a capital
short economy the real problem
before the producer is not so much
the absolute amount of working
capital as the Uime lag between the
application of current inputs apd
the reallsation of the value of
resulting output. If the lag (s short
the realsation of the value be-
comes quicker and hence the
‘tffective’ amount of investment in
a given time also becomes smaller
though, of course, the absolute
iworking) capital expenditure may
remain the same. This suggests
that by choosing an  appropriate
technology (with shorter production
Jag) along with the adoption of
sultable policies (which help shor-
ten the circulation leg) oOne may
lower the capltal coeficient even
without belng able to Improve one's
absolute capital position.
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