¥r., ¥ilton Friedman
Hoover Tnetitution
stanford California

TNear r, Frliedman:

Thank you for your candid response.

You are in the right. I am not persuaded by your comments.

Tn my opinion, the fundamental defect in your reaeoning, and
in reasoning the traditionel economics in whole, ieg the failure
to recognize that the surplues of utility in no way cen be derived
from costs. A distinction between the sum of costs and the sum of
utilitiee (you say the sum of value!?) I do not make nBomehow or
other"” but in thermodynamic menner. The thermodynamic approech is
the fundament of modern ecientific research.

mhermodynamicly observed, the coet (as an economicly relevant
energy epent in production of a commodity) and utility (ae the
economicly relevant energy absorbed from consumption of same com-
modity), incorporated in commodity, are equivalent only in case
of thermodynamic eouilibrium, i.e, in a etatic economic ryeter of
seneral equilibrium with maximal entropy. Thermodynamicly defined
- each global equilibrium is the system with maximal entropy.
Unfortunately, such are all analvtic models of traditional econo-
mice, and your analytic model too. In reallity, puch a syetem-model
corresponds to stagratiorn in the growth of economic rationalit:.

mhe analytic model of my economic paradipgm is & system of
diseipated etructure (inspired by I.Prigogine, the winner of Tobel
prize for chemietry, 1977.), i.e. a non-equilibrium svetem dbut
with diminished entropy.In such a syetem,organized and orderecd,
the utility is greater than the cost, per definitionev. /4 progresc
in economic rationality (i.e. & diminution of entropy) leade to
diminighinr the coets and to augmenting the utilitiea. How the
cost and utility can be equivalent in a dynamic economy with in-
creasing economic rationality? The people permanently attempte to
diminieh the coste and to augment the utilities. “herefrom the
progress of mankind, if these attempts are not rucessful?

A money in peneral originally ie a measure of utility, and
monetary income aleo ie derived from it. As the plotal utility ie
greater than the global coste, the total quantity of money must
be greater than the total quantum of credit money (which original-
1y ie derived from coste) and the total monetsry income muet be
rreater than the monetary income derived from cosis. ™hie surplus
of money, af & monetary e¥preession of the global surplue cf utili-
ty, coneeouently, muet be emitted as & noncredit money, and, &s
an income derived from the global eurplus of utility, —uet he
distributed to nonproductive individuals.

"he growth rate of global economic rationality (which coneti-
tutes the globdal surplus of utility and, accordinsly, 1ls ~ messure
of ouantitative difference between the plobal rum of costes and the
#lobal su~ of utilities) 1e maybe 2-5% per annum, and 1s being
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compoeed by the progress both in lebour productivity(which, by un-
varied costs, results in rugmenting the production and eupi'ly) and
in consumption rationality (which, by unvaried monetary income,
reeulte in diminighing Furcheeinges, 1.e, in retarding the monetary
velocity, all as a rerult of prolonging the commodity utilizrtien
reriod, i,e, of creating the surplue of utility).

Roth for realizing the inereased production and for compen-
seting the retarded monetary velocity, an additional oumntum of
incredit money 1= necerEary sure enough,

You are elec ccnetated a secular trend of retsrding the mone-
tary veloeity. This rate of reterding, in fact the rate of defla-
tion, can be compensated only by identicel rate of inflation, 1.e,
by identicel rate of noncredit money emiesion. This money must be
dietributed to nonproductive individuale becsuse just productive,
although produce, insufficiently purchase.

Coneequently, if the growth in globsl economic rationality
emounts 5% per annum (e.gz. 3% in labour productivity end 27 in
consumption rationality), the newly-created (emitted) quantum of
noneredit money muet amount alse 5% per annum snd in no way can
fenerate inflation, Tt only compensates deflation, i.e. enrures
normal realization of nationsal production. In fact, I am inepired
by your pregram for monetary atability. I plead also for conetant
modest annual growth in the quantity of money, but T think that
this quantity must be emitted as a noncredit money. In your mental
experimentrs a helicopter launchese money from sky. Thie money, ae
well as pold, ie aleo 8 noncredit money. Today, in realitv, all
paper-money 1s emitted ae & kind of credit. liowever, the laws of
noncredit and credit money eannot be identieal,

Ag the incredit money is the only original money, in stated
example, the 57 -emisegion of incredit money per annum muet be suf-
ficiently for normal reproduction without inflation, while the 5% -
emiseion of credit money in the same period cannot be sufficiently,

Why? If the credit money is emitted in the form of credite to
producere, theese credite cannot be paid off (returned) in whole,
becauge the monetary velocity is retarded (i.e. a demande of con-
sumers whose incomes reeult from coste in which the credite are in-
corporated ie dimimwmiix diminished). If the credit money ies emit-
ted in the form of credit to state (i.e. as an income of nonproe
ductive consumers), the pricee muet automaticly incremsse for equi-
velent amount of taxes. It ie the taxes then which automaticly
augment the pricer, no money in itself. If the problem of deflation
already exiets it cannot be solved, the volume of reel transactions
cannot be mugmented because ae much ae incomes of consurmers are
augmented so much also the prices are done, .

Thence appeare the need for always new and new emiepion of
credit money. Therefrom modern inflation. Therefrom the budret de-
fieclt. However, in terme of inflation nobody pavs off ite real debt
in whole -~ i1t is the net emiesion of noneredit money, and by budget
deficit, the state expenditures (as consumers incomes) are Freater
than the state takings (1.e, tares as producers coste) - it is also
the net emiesion of noncredit money. For what reaeon nobody can
elimrinate ~odern infletion aend budret deficit? T think that with
organized evimsion of nonecredit money both deflation and inflatian
~ust disnppesr. “leare, rend repentealy rmy article.

fincerely yours
Steian Yenndovid
dipl. jfuriet



