SSET 29 — “GENERAL?” theory of the interest

— Hayek beat Keynes, but... —

In this work we summarize the theory of the interest of the Subjective and Solidarity
Economic theory (SSET), and the Theory of Economic Relativity (TER), while adopting uniform

terminology and more in line with the known one. All of which we do based on our theory of
economic time and its relationship with the economic variables of a single world, currency and
real, in permanent imbalance.

IMPORTANT PRIOR OBSERVATION: at this stage of the constant advancement
and improvement of the subjective economic theory (foundational), a better
explanation of our theory of economic time is required, which implies its indirect
materialization in wealth, time implies changes, and in economy we refer to changes
in the wealth.

The discovery of relative values which arises from the law of decreasing marginal
utility of wealth that, together with interest, imply the behavior-variations of
wealth over time, shows us the equality or equivalence between relative values and

interest (v =/=1), and indirectly between interest and price. This arises from having
discovered that, not only v # P, but values determine prices v —P, discoveries that
we have completed with the positive correlation between the two: v < 1P, then: 1y
=/=i 1P

Although from the Subjective and Solidarity Economic Theory (SSET) all the above
is clear, it is appropriate to show its evolution. It will be one of the central themes in
“Subjective and Solidarity Economic Theory (TESS) - 2nd. Edition.”

Interest theory

The Subjective and Solidarity Economic Theory (SSET) states that:

Interest (i) is the variation over wealth over time. *

Wealth (W) is the subjective value of economic goods.

Subjective value dimension is utility.

Utility has a decreasing marginal behavior (U) over time.

Relative values determine the behavior, in time, of the marginal utility of each
manifestation of wealth with respect to another vy = Uy /Uy.

Relative values determine the exchange.

Exchanges determine prices (coefficients of quantities exchanged).

! Materialization of time in wealth —traditionally it was said that there are was an interest for each type of wealth.
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It follows that interest is already represented by the behavior of wealth over time, which is
marginally decreasing, and relative to another manifestation of wealth that officiates as its
reference, then we have this equality by axiom:

Ix) = Vxy) = Ux /Uy

From this deductive logical chain we can understand the temporal correlations of the different
manifestations of wealth. Task that would be impossible if we refer to its infinity and constant
variation, so we refer to the currency interest (i of the currency wealth, relative to the wealth
exchanged w;), 2 and the interest wealth (i, of the currency wealth, relative to the total wealth): 3

Is = Us / Uy
iW:U$/UW

Since the world of exchanges (W;) is inferior (and belongs) to the world of wealth (W), * it
follows that:

Wi <W

Given the law of decreasing marginal utility of wealth we have

Uuwi > Uy
That makes it clear that °
is > i °
With the foregoing we can understand how the variables in play are linked.
Correlation wealth (W) with currency interest (is) and wealth interest (iy)
We already know the correlations of both manifestations of interest regarding wealth: ’

Currency interest (is): while the currency (good of exchange) is wealth is included in the
positive cross-correlation of the exchange (currency):

2 Where officiates as a relative value in the world of exchanges, and unit of measure of economic calculations in it.

® The scope of total wealth (W by passing the subscript of total), where officiates as a relative value of all wealth, and unit f
economic measure of all economic calculations.

* We ignore the use of $ as a subscript of W since we always refer to currency wealth W, that is, we consider a single real
currency world (W).

® Without “complicated mechanisms of indirect transmission”, with the simple file of considering the currency as wealth, which
exempts from any “special study” (Mises) to demonstrate that the law of decreasing marginal utility of wealth — task is applicable
that could only arise from having thought it was not wealth.

® The set W; belongs to the set W: W; = W, which corroborates W; < W, which in terms of the law of decreasing marginal utility of
wealth implies ig > i,, — perhaps mathematicians are right when the say that economics must be explained in terms of set theory.

" Both developments already present in SSET 16 — Quantitative Theory of Wealth.

8 1t refers to the classical Quantitative theory of currency, circumscribed to the currency exchange market — developed in Chap
15 of the Theory of Economic Relativity TER).

® Currency interest is defined in the liquidity market (of currency exchanges).
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Vs =/ = Tis = 1qi & TW
Then we complete with the exchange correlations (1q; <»1 W) and total wealth (g: <> W):
e =/ = Mg & 1¢i & 1qe oW

Where the correlation between currency interest (ig) and wealth (W) arises:

1ig > W

Interest Wealth (iw)): As we refer to the relationship between currency and total wealth, we
are in the field of economic calculation, which refers us to our (SSET 16) Quantitative
Theory of Wealth (W), specifically t the Quantitative Equation of Wealth:

Vu$(Wt) =iy = $t W

The we have this correlation between interest wealth (i) and wealth (W): ** 2

TW < liw

Then we conclude the correlations between wealth and the two manifestations of interest:

is = TW < |iw

In turn, knowing the positive correlations between values and prices, we deduce:

TPs & TW & | Py

10 Thus, the Subjective and Solidarity Economic Theory (SSET) has ratified Hayek: “Currency is the only thing that competition
would not reduce, since its appeal since its appeal is based on retaining its «famine»,” which gives ground with “ancient relic” of
Keynes, arising precisely from its famine —the incentive to work to generate wealth for a currency of greater value (development)
versus the disincentive to do so for one of lower value (Argentine underdevelopment), in tune with the decreasing cardinal order of
the marginal utility that guides the human action of generation wealth — it is clear that nobody works or exchanges for something
that is not wealth (see SSET 28 — Currency is Present Wealth.

1 Interest wealth is what shows us that in rich countries interest is less than in poor countries, that the rich’s time has less value
relative to his wealth than that of the poor relative to his own — as is the case with all wealth.

2 As long as iy fulfills the function of unit of measurement of that variation of wealth over time, it does not refer to an economic
good, it is not subject t the law of decreasing marginal utility of wealth, but to the inverse causality of the unit of economic
measure, which implies: 1W < i,
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Correlation between wealth, interest and debt (D) **

Credit-debt (D) is an exchange of economic time, ** whose behavior we study, as we refer to
currency interest or wealth:

Correlation between wealth, currency interest, and credit-debt (D): debt correlates
negatively with wealth and currency interest, > *°

W e tig—|D
IWe ligeo1tD

Correlation between wealth, wealth interest, and credit-debt (D): debt correlates positively
with wealth, *” and negatively with wealth interest

W o iy 1D
W o tig <D
The Subjective and Solidarity Economic Theory (SSET) shows us an implacable way how the

currency market and the wealth are inversely correlates with respect to debt, which gives ground
to the “currency policies” tat drive the manipulation of is.

W o tis o liw 1D
Once again the limitation W; <W < ig > iy.
Correlation between wealth, interest and investment 8

It arises as we refer to one another manifestation of interest:

Correlation between wealth, currency interest and investment (I): the investment has a
negative correlation with wealth and currency interest

W e tige |1
IWe g1

Correlation between wealth, wealth interest and investment (I): the investment correlates
positively with wealth and negative with interest wealth

13 part of the total wealth (W) that is given on loan: D <W — there is no credit without present wealth.

 That implies interpersonal exchange of value of present economic goods for present value of future economic goods.

15 Due to the positive correlation between wealth and value of currency (shortage of the medium of exchange), which is equal or
equivalent to the currency interest (vs =/= ig), and by the rise in it contracts the credit-debt (| D).

4w < 1ig implies the “famine” of the currency (or “ancient relic”). This implies the challenge about the destiny of credit, while
explaining the interest of the financial sector to profit from the manipulation of ig below vg, supported by theories of “cheap
currency” that “enable” collusion between the State (currency authority) and the financial sector.

1" An increase in wealth drives debt, ceteris paribus.

18 part of the wealth (W) is for investment (1).
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W | iy 1l
IWeo Tiwe |l
Thus we conclude
W e Tig o [yl

Once again the limitation W; <W < ig > iy,

The Subjective and Solidarity Economic Theory (SSET) shows us in as simple way how the
currency “world” ($) and the wealth “world” (W) are inversely correlated, and their consequences
on credit-debt, investment (k), employment, exchange, prices, etc., which gives ground with the
“currency policies” that drive the manipulation of ig. Situation that Keynes did not notice, and

tried to achieve the impossible: is = iy, or even worse: is < iw. *°
With all that we have seen, we can present the “general” theory of the interest.

“GENERAL” theory of the interest
Incorporating the variable of labor (L), and investment or capital (k), we deduct the

Correlations of interest (currency and wealth) in a real and currency world

INTEREST
Wealth Currency Real Real world
W Tis Liw 10i < 1qiTL < 1k D L
W Lis Tiw Igi— lqr— L < |k D U

In the preceding table we have summarized the “GENERAL” theory of interest that arises
from our: Theory of Economic Relativity and Subjective and Solidarity Economic Theory.

The law of decreasing marginal utility of wealth determines that ig > iy, for the simple reason
that W > $ — Greater wealth requires more liquidity ($), which implies greater value of currency
time (1is) %° relative to the value of time wealth (iy). *

SYNTHESIS: Since the liquid currency wealth is lower than total wealth id lower than total
wealth ($ <W), it is clear that its relative value will always be higher, which corroborates:

I > iy

19 This is a “theoretical” support (objective value) of currency institutions that seek to regulate interest.

20 It is the shortage of the currency detected by Hayek and Keynes (implicit in the “ancient relic”).

21 Once warned by the Subjective and Solidarity Economic Theory (SSET), which did not see Hayek or Keynes because economic
theory sought the solution within the theory of currency, and not of total wealth — the difference between the world economic
good currency (correlation cross positive exchange) and the currency unit of economic measure to the economic calculation
(inverted causality).
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Hayek could not scientifically express his intuition, as we doing here, nor Keynes warn this
mistake, because his theories of the unit of economic measure (scope of economic calculation of
W) were dependent on the theory of currency (reduce scope of $). %

We have seen how the Subjective and Solidarity Economic Theory (SSET) deals with a single
world that is currency and real, without appealing to “indirect transmission mechanisms,” ** or
special theories of currency. The correlations between all the variables are explained in as single
real and currency world, with the simple file to resort to the law of decreasing marginal utility of
wealth, relative to the exchange, and the positive cross-correlation of the exchange, all derived
from the theory of subjective value.

Thus, Subjective and Solidarity Economic Theory (SSET) has allowed us to appreciate that:

e Use the currency as a means of exchange for common use subject to the positive cross-
correlation of the exchange.

e Use the currency as a unit of measure of all wealth, subject to the inverse causality of the
unit of economic measure.

e The wealth includes currency wealth (liquidity wealth).

e The unit of measure theory (scope of economic wealth calculation) is independent of the
currency theory (“reduced” scope of wealth subject to economic calculation).

e The unit of economic measure is economically neutral (SSET 06 — NEUTRALITY of the
economic unit of measure), for belonging to the world of dimension.

e Currency, because it is wealth, is not economically neutral.

e The variations of wealth are equivalent to variations in economic time, then we have the

interest of currency wealth (is) and the interest of wealth (iy).

The economic good currency has a positive correlation with wealth: tvg <> TW.

The unit of economic measure has a negative correlation with wealth: vy, < TW. 2

Since W; < W, the law of decreasing marginal utility of wealth indicates that ig > iy.

What economy theory presents as an “indirect transmission mechanism” between variables,

we have presented as correlations, with the simple record of a;zoplying the law of decreasing

marginal utility of wealth to a single currency and real world. °

e The currency shortage is a requirement for the increase of wealth, which leads to an increase
in credit-debt, employment, and investment (k).

e The logical-natural causality, where relative values determine prices (v — P) should not be
altered by the factual “institutional” causality (P — V), present in the currency policies of
“cheap currency”, which subvert the necessary “shortage” of the currency.

Hayek, Keynes an the “General” theory of interest

Contrary to what is usually thought, bot Hayek and Keynes assigned a positive correlation
between wealth and the value-price of the currency. Hayek said that the currency does not lose its

22 The different liquidity that each type of wealth presents ((currency, credits, exchange goods, investment, etc.), involve financial
mathematics for the calculation of its current values based on its future values (income) and reduces the theory of the cycles to the
theory of price control by means of factual causality (P — v).

2% It is between currency, prices, interest, wealth, unemployment, credit, investment, etc.

241t is originated in its inverse causality: wealth determines the value of the unit of economic measure.

%% We discard any theory that implies economic equilibrium (IS/LM; S = I, etc.), while the existence of time implies change,
imbalance, evolution (S # I, Savings = Present wealth = Total credit to the future;...).
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shortage in free competition, and Keynes through his expression the “ancient relic” (“what had to
be overcome”).

KEYNES thought that “there should” be a wealth that satisfies liquidity while having the least
marginal utility among all wealth, without which humanity was doomed to unemployment and
economic decline due to the increase in its shortage — unsuccessful search by: ig > iy,

HAYEK conceived otherwise, the increase in wealth necessarily leads to the high shortage of
currency, which demonstrates the Subjective and Solidarity Economic Theory.

It is often said that: Keynes believed that currency prices should increase in order for profit to
arise, Hayek no. Our theory exempts us from these conditions for solving the issue at a higher
level of economic theory: that of currency and the unit economic measure. The prevailing
economic theory did not know to demarcate of the unit of economic measure from the theory of
currency —with its inverse causality, indispensable for economic calculation —, so they did no
notice the inverse correlation between them and wealth because: ig > iy,.

This i show Hayek beat Keynes but... in a weak and incomplete theoretical framework. °

Carlos A. Bondone

%6 My posture of respect (and criticism) to both economists is in the Charts 16 and 17 of Theory of Economic Relativity (TER).
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