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Abstract

The aim of this paper is pointing out the causes of persistent budget deficits, and the emergence of deflation. As a result of the theo-
retical analysis of capital and labor tandem the phenomenon of labor self-financing is revealed. Discerning the money-goods econo-
my in the form of the two parallel streams of products, and money lead to the alternative equation of exchange, which indicates an
acceptable credit size? The main outcome of this study is clarify that deflation is related to funding of work in the public sector by
taxes. It results in imbalance between the value of the product and the money streams. If inflation is under control then deflation re-
veals itself. Additionally it is concluded that economics without deficit, inflation and deflation may exist. It is further claimed that in
the present economics there is a correspondence between the amount of necessary issuance of money and the amount of salaries in

the public sector.
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1. Introduction

The threat of deflation occurs mainly in economically developed
countries. Deflation occurs from two decades in Japan, a few years
threaten the US, and now it appears in the economies of Western
Europe. It is a phenomenon that is associated with a decrease in
the aggregate demand. Thus, also the compensations and taxes on
compensations. The main hypothesis considered in this article is a
need to change the method of financing labor of the public sector
in order to maintain a stability of the monetary unit. By nature of
capital and labor work is financing on its own. In contrast, the
charging of fair remuneration by direct tax excessively reduces
demand, which causes the deflationary results and others bad ef-
fects.

Natural question arises why the demand is insufficient in the cur-
rent system? After all, investments, production and sales should,
in accordance with the Say's law, generate sufficient demand. Do
not employees care about their own business now and do not they
demand their wage rising? One of the suggestions make in this
paper holds that the direct taxes apply to fair remuneration amend
it in the unfair one, that is to say too low. The increasing efficien-
cy of developed economies means that wages are adequate for the
value of work, which in turn is a function of employee’s human
capital.

As commonly known, J.M. Keynes held that the Say's law does
not work. This assertion is not natural ; because this law is a basic
and even fundamental, so it does not require any evidence but a
regard and respect. It is Keynes’ theory that does not work correct-
ly, not the Says’ law. In other words , incorrect theories disturb a
smooth working of the natural Says’ law. W. J. Baumol’s (1999)

analysis indicates that this law is the work of many scholars start-
ing with A. Smith, who is the main initiator. The essence of fun-
damental laws in the context of economics is discussed in more
detail in (Kurek, Dobija, 2013). In the context of physical scienc-
es, if a construction of building meets a disaster, nobody say that
the law of universal gravitation is erroneous and constant G is
inadequate, but the professionals are looking for an error in the
design, calculations and construction. They come to clear conclu-
sion. The economics are far from a similar approach, theories are
weak, which makes the money-goods economy reveals various
shortcomings associated with incomplete understanding of the
basic categories, such as: capital, labor and wages, as well as the
nature of money.

Many scholars have not shared the opinion of J.M. Keynes, as
presented in their serious analysis. For example, S. Kates (1998),
who in the subtitle of his work puts the issue; "How Macroeco-
nomic Theory lost its Way". W. H. Hutt (1974) wrote a significant
book, "Rehabilitation of Say's Law ". It is natural that if economic
difficulties arise, for example, reveals a lack of demand, then we
should ask whether wages are fair or excessive tax burden earn-
ings or maybe earnings of the rich people create a demand mainly
outside the country. We can even ask for a lot of other issues relat-
ing to the deflation. In this study the subject of analysis and con-
siderations are the issues why there are persistent budget deficits
and why currently appear tendencies to an increase of deflation.
Therefore, on the threshold, an agenda of the fair compensation
should be theoretically examined.
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2. A disclosure of economic constant of poten-
tial growth

Even in the days of Republican Rome, we found proofs of dis-
putes between creditors and debtors and the relevant legal deci-
sion. According to A. Pikulska-Robaszkiewicz (1999, p. 41) in
Republican Rome legal rate of interest, taking into account the
interest of the parties and the physical environment was defined as
1/12 of the initial capital, i.e. at the level of 8.3%. In economics,
particularly finance there is known a number that was called the
"market risk premium™ or "premium from the capital.” Still appear
publications like (Goetzmann&Ilbbotson, 2014) and many others,
in which the authors seek to estimate the size of this premium,
perceived as an appropriate rate of return on invested capital. In
fact, the authors examine the percentage rate of return over risk-
free. The latter usually defines short-term government bonds. Not
everyone, however, accepts that there is a risk free rate, and then it
is simply the rate of return. Significant historical study and inves-
tigation of the size of the risk premium achieved by investing in
shares are presented by (Goetzmann&lbbotson 2005). These esti-
mates are used in this study. However, adding my own interpreta-
tion, as shown in the Table 1.

Table 1: Average Rates O Return in the USA. Years 1926-2004.

. Avrithmetic aver- Geometric aver- Standard devia-
Variable

age age tion
1 Stocks 12,39% 10,43% 20,31%
2 T-Bills 3,76% 3,72% 3,14%
3 Inflation 3,12% 3,04% 4,32%
Computations
4 (1)-) 9271% 7,39% Average 8,33%
5 (1)-(2) 8,63% 6,71% Average 7,67%

The row 4 shows the average real rate of return on the shares
computed from data belonging to years 1926-2004. The row 5
presents the differences between the real returns on stocks and
government bonds T-Bills. We see that the real value of the T-
Bills is close to zero. Assuming that there is no real opportunity to
invest without any risk we interpret the size of 8.33%, which is a
simple arithmetic average, since 9.27% and 7.39% are credited
with equal probability. Let us note that if we say that there exists a
priori potential rate of return p, and p = 8%, or 0.08 [1l/year],
which expresses the rate of accumulating initial capital, the value
of investments in the amount of one dollar should be multiplied up
to 1.0 x [e0,08 - 1] = 0.083287 =~ 0, 0833 and therefore estimated
p should be equal to 8.33%. Now we can discern compliance to
two decimal places with the average value in line 4. This high
consistency is probably coincidental, but calculations show how
significant is the estimate obtained.

Another study of the size of the rate of return has been made in the
field of entrepreneurship by B. Kurek (2011, p. 122-125 ) and the
accomplished estimations to a large extent refers to the previous
one. The author studied adequately defined the ratio ROA. The
ratio of profit (capital increase) to total capital included in the
assets of a firm. Field studies were the balance sheets and the in-
come statements of companies belonging to the Standard & Poor's
1500. The author had access to the reports of 1500 companies in
the time period of 20 years. However, the actual number of reports
in the Compustat database was 22 952 statement. The author con-
ducted a statistical survey of putting the hypothesis that the aver-
age risk premium calculated with the ex post data is equal to
8.33%. The survey results did not lead to rejection of the hypothe-
sis. The confidence interval at confidence level 0, 99 is 8.25% -
8.89%, while the mean is 8.57% with a standard deviation of
14.81%. An assessment of the relative error does not exceed 5.0,
since the relative precision of estimation equals to 3.75%, which
indicates that the statistical forecasting is safe (Kurek 2011, p.
122-125). This author also examined reports for smaller collec-
tions, such as Standard & Poor's 600 (small businesses) and
Standard & Poor's 400 (average), which yield similar results, the

average respectively 7.41% and 8.85% but with a greater error
evaluation, not excluding the statistical forecasting.

The estimation results lead to some questions about the source of
profits. It is clearly, that profits on the shares have a source in
corporate profits; this correlation is clear. Enterprises calculate
depreciation of fixed assets, and usually they pay fairly for work
of human capital, which in both cases does not allow the deprecia-
tion of capital. Companies pay for supplies and they also pay taxes
to the external environment. We may find that reasonable man-
agement leads to a state in which all contractors of companies
obtain appropriate part in the created surplus. If we do not admit
any mistreatment, so what is the source of profits? Of course it's
not like risk, which is the source of unforeseen costs and losses.
The answer is natural; this potential lies in the Nature, which al-
lows for the reproduction of capital and the creation of surplus
value, as Physiocrats already knew. It is the Nature where the
phenomenon of photosynthesis manifests itself, which uses of the
solar energy and to produce carbohydrates. Thanks to photosyn-
thesis the plants can develop as well the animal kingdom. There-
fore human resources maintain their existence. The human capital,
which is doing the work i.e. transferring the capital to work ob-
jects (products), and giving them an economic value is embodied
in these resources. That is why the economy (Wright 2000, p. 30-
32) is seen as a game with Nature, which is a positive non-zero
game where all participants can take part in the win. The size of
the win estimates the constant of potential growth at the rate 0.08
[1/year]. This means that the capital which is embodied in the
resources of various kinds can multiply at a yearly average rate of
8%. It is a constant characterizing of the human existential space,
called the economic constant of potential growth (ECPG).

A question arises , is that how to calculate a capital contained in
the human resources? Let us examine a calculation of the mini-
mum wage for the US using ECPG. It is assumed that in the US
the legal minimum hourly wage is determined at an honest level,
which allows the protection against the depreciation of human
capital. Currently, this wage is US $ 7.25 and together with the
pension contribution it gives 7.25 x 1.062 = $ 7.70, since the em-
ployer pays a pension payment of 6.2%. It is assumed that a teen-
ager (17 years old) grew up in a family of four person’s type 2 +
2. According to the survey an estimated value of monthly costs of
living belongs to the interval [450$, 500$]. The amount of $ 475
per person per month is chosen for our computations. Number of
years of capitalization is 17. The calculations are placed in Table
2. These computations provide also a simple test whether the val-
ue of ECPG is 8% provided that US minimum wage is fair. The
potential value of teenager human capital joining the work at 17
teen is calculated by capitalizing the costs of living (while ignor-
ing the baby, who is a natural good so is not a subject to economic
calculation). The estimated human capital is 206 354 $.
Compensation is for the entrepreneur the cost of a use the human
capital. Since capital as an abstract and potential category relies a
natural dispersion, thus maintaining the value of human capital
requires compensation equal to the expected diffusion with ratio s.
Scattering of capital is spontaneous and random. Its average value
does not exceed p = 0.08 [1/year] otherwise destruction would
overcome creating. Therefore yearly compensation W = s x H (p)
~p x H (p) =16 598 §, where s determines the rate of random
dispersion of capital, and H (p) denotes human capital. As a result,
the calculations show almost 100% of consistency between the
remuneration arising from the theory and practice of the real min-
imum wages. A change of the ECPG on plus or minus about 0.005
leads to excessive deviations. Assuming as the fair value the min-
imum wage in the US, it is concluded that the value of the con-
stant p appearing in the formula W = p x H (p) should be p = 0.08
[1/year].

The second part of Table 2 , confirms that the constant pay deter-
mined by the formula W =p x H (p) as well as the real mandatory
minimum pay are fair, that is to say this wage prevents an em-
ployee human capital depreciation. This opinion is confirmed by
various studies, such as W. Koziot (2009), W. Koziot (2011, p 47-
80), J. Renkas (2012) and others. The essence of the research
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shows the calculations in the lower part of Table 2. If the mini-
mum wage is 1376 $ per month, the two parents earn at least 2752
$. After paying pension contributions of 20% and 10% of the
health monthly fee remains 1926 $. So for the four person’s family
(2 + 2) the cost of living is at least 481.6 $ per person. It is more
than the initial value $ 475, so that the conditions of life are not
worsening even at the absolute minimum wage. Pension contribu-
tion of 0.2 x 1376 $ or $ 275.2 capitalized at the real rate of 3% to
65 years of age or over 47 years will provide the pension found
331 549 $, which gives monthly pension at the minimum wage
level for the next 20 years.

Table 2: Computations of Human Capital and Introductory Test That
ECPG =0, 08 [1/Year].

Computed value Computation formula Issue
. g H(p) =

o g ira®  Lorstermots. 20
' 1]/0.08

Yearly cost of labor of teenager W = sxH(p) = pxH(p) 16 598 $

Monthly cost of labor MCL =W/12 1376 %

Hourly cost of labor (HCL) HCL = MCL/176 781%

HCL determined by minimum 795 x 1.062 770

wage legal act

Family (2 + 2) revenues

Doubled minimum wage 2 x MCL 2752%

Minus contribution for pension

fund (20%) and health care 0.3x2.752% 1926 $

(10%)

Cost of living per person 1926%/4 4816 $

Detriment fund for 1 person after 12 x 275.2 x 331 549%

43 years capitalized at rate 3% [(1+0.03)47-1] / 0.03

Source: Computation at current data as presented in paper M. Dobija [12]

At this point, we should ask why these findings are not consistent
with the real state of affairs ?. Why pension fund is often too
small, or not survived until retirement? Many causes explain the
differences between theory and reality. Apart from the negative
random events that cause that savings are inadequate and need
social assistance is the lack of a reasonable personal health care is
one of the important causes of higher spending. There are, howev-
er, independent economic reasons. Table 1 shows that the multi-
plication of capital invested in shares may reach an average of 8%,
so the assumption that pension contributions are capitalized at a
rate of 3% is deemed as moderate. It is known. However, that
crises depreciate the value of pension funds invested in stocks.
Why the crises and the sudden declines in the value of the most
stocks and investment funds occur? There is only one answer, if
theory of money allows, and the practice accepts the creation of
capital out of nothing by the issuance of cash and money emission
without any connection with work that is neither theory nor prac-
tice does not respect the fundamental laws of reality. In this situa-
tion, the nominal values generated over a certain level, will not be
absorbed by the economy and must be annihilated. When a con-
tinuous process of inflation is not quite efficient crisis occurs,
during which the market through the stock exchanges eliminates
excess of the nominal value. The opposite phenomenon (increase
of money unit value) can appear when the fair compensations are
decreased by direct taxes.

What value of printed money can be absorbed by the economy?
This is a value corresponding to the work done for the economy
not yet paid (remaining without payment), in particular the work
in the family sector of the economy. What is more, the value of
work done in the public sector determines the amount that could
be absorbed by the economy. Financing this work with taxes is
theoretically incorrect, like charging wage by direct tax. Economy
is after all the sum of capital flows, i.e. of the abstract capacity of
doing a work (Dobija&Kurek, 2013). Measuring and examining
these flows is the essence of accounting and economics. The fi-
nancial policy, fiscal policy and monetary policy are often the
manifestations of the arrogance of authority and they usually win
with the desires of the pursuit of scientific economics as deter-
mined by (Kurek&Dobija, 2013).

Three areas of research and presented the historical reference
point to the existence of a natural potential quantitatively express-
es the ECPG. This kind of value called constant does not have a
theory, but only numeric values. They are well known to science,
such as mathematics, physics, chemistry, where they fulfill the
important and indispensable role. It is worth recalling that the first
discovered was constant G, called the galactic constant, helped to
determine the gravitational acceleration g = 9.81 m / sec2. Scien-
tists create different interpretations of the phenomenon of con-
stants; some believe that these figures will disappear when the
theory develops accordingly. J. Barrow (2003, p. 290-291), who
wrote a book about the role of constants in explaining reality,
wrote in the conclusion:

“...Our discovering of the patterns by which Nature works and the
rules by which it changes led us to the mysterious numbers that
define the fabric of all that is. The constants of Nature give our
Universe its feel and its existence. ... The constants of Nature are
the ultimate bulwark against unbridled relativism. They define the
fabric of the Universe in a way that can side-step the prejudices of
a human centered view of things. If we were to make contact with
intelligence elsewhere in the Universe we would look first to the
constants of Nature for common ground. ...”

This is extremely important explanation. The constants exclude
any rampant relativism. Adversaries in the social sciences are
generally not able to agree on their conflicting views and present
their own narratives. In the different type of science researchers
come to the recognized theory and the resulting computational
methods, which ensure the effective implementation of projects
and the progress of civilization. ECPG enables the measurement
of human capital and the creation of the theory of fair remunera-
tion and it indicates reasonable size of the rates of profit, as well
as the interest rates and discount rates. This constant is also an
important component of the general capital model. The ECPG
works against unbridled relativism.

3. Category of capital and a human capital
measurement model

The long history of research on the category of capital shows the
enormous difficulty with understanding this abstract concept. R.
M. Solow (1963 p. 10) wrote "... that it is a very significant that if
the issue remains a theoretical discussion and unresolved after 80
years, the suspicion arises that it is badly posed or very deep in-
deed ... ,, Recall also that Ch. Bliss, A.J. Cohen and G.C. Harcourt
(2005) in their three volumes book under the title: "Capital Theo-
ry" collected 71 scientific articles, chapters, monographs, letters
from the nineteenth, twentieth and twenty-first century, where the
authors presented their own views on the theory of capital. The
differences of opinions were so large that they have authorized the
authors to formulate their opinion, that the theory of capital is
infamous subject since still are the notoriously recurrent contro-
versy around it. Ch. Bliss (1975 p. 7) even wrote:

“When economists reach agreement on the theory of capital they
will shortly reach agreement on everything. Happily, for those
who enjoy a diversity of views and beliefs, there is very little dan-
ger of this outcome. Indeed, there is at present not even agreement
as to what the subject is about”.

Why such a long-lasting difficulties exists, despite already in 1494
year L. Pacioli (1494) published his book in which appears an
abstract category of capital and the basic double-entry equation.
The purpose of this accounting system was, and still is, a periodic
measuring of increase of the initial capital invested in the econom-
ic processes, i.e. income. Moreover, the use of the double-entry
accounting soon became the norm, and economic history re-
searchers (Rosenberg&Birdzell 1994, p. 186-189) wrote very
positive opinions about the contribution of this system for the
development of capitalism. The essence of double-entry account-
ing is the duality of assets and capital. A full interpretation of the
fundamental accounting identity includes the article (Dobi-
ja&Kurek 2013). According to it, if a driver starts a business on
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his own account and buys a car for, say, 90 000 €, his assets (his
car) have a value of 90 000 €. The balance sheet also include the
value of the initial capital of 90 000 €. This car is firm, concrete
and tangible; these are the characteristics of the assets. Capital
embodied in this car is, however abstract and demonstrates the
ability of this car to work, i.e. to drive. Generally speaking capital
is the ability of doing work. When the car would lose the ability to
riding, it becomes scrap, when the company will not be able to
perform the work, which is to generate profits, becomes bankrupt,
when a person does not have the ability to perform any work; it
means that he is dead. Therefore, the category of capital is the
most important economic category, and the economics is the study
about capital, profits and sharing.

Deliberation leads to conclusion that capital is an abstract, homo-
geneous and potential category; so capital contained in the car,
cash, human resources did not distinguish anything. Capital sub-
jects to the fundamental principles (Dobija 2007), and two of
which: capital cannot be created and capital relies to spontaneous
random dispersion, involve thermodynamic perception of reality.
Capital is a measurable category, as opposed to the resources that
are only countable. The content of the capital in the assets deter-
mines its value. As a potential ability to perform the work, deter-
mines the nature of the work as a transfer of capital to the prod-
ucts. Thus, the potential capital and the dynamic labor are in tan-
dem.

Understanding that the capital represents an abstract ability to do
the job, and then formulate a model of changes of capital required
to appeal to the fundamental principles of thermodynamics, which
P. Atkins (2007, p. 3-78) defines as determinants of the develop-
ment of the reality (that drive the Universe). It is easy to note that
the capital is subject to the general principles. The potential is
vanishing, namely: money kept in the form of banknotes lose their
purchasing power, the car's value decreases every year, a bath-
room after twenty years of use requires a major repair, etc. On the
other hand, capital cannot be created out of nothing. And so, to do
the work, one must have the ability to do the job, i.e. human capi-
tal. To open a deposit in a bank and expect percentages we must
have initial capital. In order to receive a high salary a relatively
large human and intellectual capital (for example, recognized
surgeon) is needed. It was never seen that useful things were cre-
ated out of nothing, on the contrary, are the result of the work, and
i.e. transfers of capital.

A simplified model of changes in initial capital is the compound
interest formula with a specific interest rate structure, as shown in
(Dobija, 2007 p. 780-787), (Dobija&Kurek, 2013). This formula
determines the growth of start-up capital (CO) as a function of
elapsing time (t) and interest rate (r). The formula comes in two
varieties: the periodic capitalization and the continuous capitaliza-
tion, i.e. respectively Ct = CO (1 + r) t and Ct = COQert. Taking into
account the current state of knowledge we identify three factors
affecting the initial capital:

Ci=Coe" = Coe P5*™tand E (s) =p =0, 08 [1/year] (1a)

Where: p - is ECPG a constant of potential growth; s - indicates
the rate of random, spontaneous diffusion of capital, and m - de-
termines the increase in capital as a result of its supply by work.
Interpretation of the factors affecting the growth rate of capital is
as follows:

e ¢ - the factor that determines the natural potential of capital
growth, in line with ECPG = p = 0.08 [1/year];

e ™ - random factor determining the spontaneous diffusion of
capital (the impact of thermodynamic arrow of time), t — flow
of time;

e ™. indicates and enhances the growth, thanks to the transfers
of capital through various kind of labor accomplished by capi-
tal embodied in employees and assets.

This does not mean that the structure of the rate of growth is ulti-

mately explained, however, identification of the factors is justified

by knowledge about the fundamental laws. One can only consider
two opposite influences on the initial capital. The first is the de-

clining diffusion (-s) of initial capital, and the second is increasing
of the concentration of the capital by work transfers. Then con-
stant p is then an argument of labor function. Then:

C=Coe" = Coe MP~sItand E (s) = p = 0.08 [1/year] (1b)

From the model (1a and 1b) a formula of measuring human capital
is derived, by understanding that work of parents and other profes-
sionals eliminates dispersing factor affecting infants and children,
so that the ECPG is an alone factor of influence. Therefore ECPG
serves as the capitalization rate of living costs, as it is shown in the
presented earlier calculations (Table 1).

Model of human capital measurement is as follows:

H(T=K+E+D(T)+R )

Where:

e H(T) — denotes measure of employee’s human capital (EHC)
with T years of professional work;

e K - capitalized cost of living at rate p = 0.08 by n years, up to
attain a capability of doing professional work;

e E — capitalized cost of professional educations at rate p = 0,08
by m years, until to attain to capability of doing professional
work;

e D(T) experience capital, D(T) = (K + E) x [1 + Q(T)], where
Q(T) is adjusted learning curve as discussed in (Dobija 2000);

e R - Creativity capital determined eventually utilizing market
values.

Testing the EHC measurement model is carried out via wage de-

termined on the basis of the model (2). The basis of the empirical

tests is the real constant wages of employees’ or information ob-

tained in the centers for people looking for jobs (Cieslak 2008 p.

289-303), (Renkas 2012).

4. The fair permanent compensation. An ac-
ceptable size of the bonus fund

The equation of the internal rate of return (IRR) written for EHC
for one year allows for determination the total remuneration W as
a function of EHC. The IRR equation is as follows:

HTM@A+nN=W+H(T+1) 3)

Where W denotes the yearly earnings and the r is a rate of return.
From the equation (3) we get formula of W:

W=HM@+r)-H((T+1) (4)
Hence we get formula:
W=rxH(T)-[D(T+1)-D(M]=rxH(T)-AD(T) (5)

This means that the remuneration is determined by the percentage
of EHC, and it reduces the growth of work experience in the cur-
rent year. For a fixed salary the percentage r is well known; on the
basis of knowledge that determines the fair wage r = p = ECPG =
0.08 [1/year]. Reducing wages by AD (T) is natural and universal,
because an employee gains experience as a side effect of the work,
and this work provides an organization. This reduction is greatest
at the beginning of employee's career, when the experience grows
fastest.

Many economies, including the Polish economy, are too low work
productivity in order to reach the level of the fair minimum wage.
This is an empirical statement introduced by M. Dobija (2011)
that the obedience of fair and legal minimum wage exists in coun-
tries with labor productivity Q = GDP/W greater than 2.8. The
approximate analytical formula estimates the percentage of the
minimum pay compliance CON as a function of labor productivity
Q by formula:
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CON =56.24 + 85.30 x 1g14(Q) (6)
Therefore, the first and constant economic task for many coun-
tries, as for instance Poland, is to ensure the growth of the labor
productivity. At present for Poland, the Q does not exceed 2.0;
therefore, consistency of the legal pay and the fair pay does not
exceed 85%. One can also work towards increasing the minimum
wage by using knowledge of the wage Gina index, which in Po-
land reaches too high level in relation to Western Europe.

Topics of human capital measurement and relevant constant pays
are seriously tested by numerous studies conducted by various
authors. Besides the cited authors there are papers by: 1. Cieslak
(2008, p. 289-303), O. Koshulko (2012), D. Dobija (2003, p. 117-
163), W. Koziot (2009), and J. Renkas (2012). The amount of the
constant pay is a part of a job agreement. It is worth to note that
assigning to an employee a pay determines virtually his/her poten-
tial power. It is consistent with general knowledge that labor L is
measured as product of power and time; L = power x time. Here
the coefficient of power is the quotient H(T)/Hmax, where Hmax
is a human capital of the employee with the greatest human capi-
tal.

An important part of the employee's earnings is a performance
bonus. Research made by W. Koziot (2011, p. 47-80) has shown
that if the fair constant wage specifies the 8% of the capital, the
average salary of an employee in a normally prosperous company
reaches 10% of EHC. Thus, the premium of 25% of basic salary is
a significant addition of welfare for families with two working
parents. Knowledge about human capital measurement allows also
specifying the bonus fund in a size adequate to the economic per-
formance of the organization. For this purpose, a natural cost func-
tion of production is the starting point. The essence of this func-
tion and its macroeconomic application are contained in the article
(Dobija 2012). It is represented by the formula:

P=K1+1=...=W(l+1) ([1+ (AH) x(z/u)) =W x Q

Where: P — value of yearly production in market prices, K — total
costs of production and management, W — total remunerations, r —
cost profitability, A — an average value of assets, H — total value of
EHC, z — ratio of turnover of assets, u — percentage of pay in re-
spect to EHC.

On the basis of production function (7) is formed the production
model by utilizing formulas e* = 1 + a. Then substituting for set of
variables (r, z, and u) a one synthetic variable M (called manage-
ment) we get model of production. This variable synthesizes im-
pacts defined as: profitability of cost, asset turnover, and the per-
centage of pay for work in respect to EHC of all employees. These
variables are subject to the current managerial decisions as op-
posed to long-term variables such as: assets A and H. We get a
model:

P =W x exp[=]] (8)

Utilizing formula L = p x H, where L — value of constant compen-
sations, and p = ECPG, we eliminate the variable H by easier ac-
cessible variable L. Then we get formula:

P=Wx exp[?] )

Model (9) is capable to determine the fund for bonus wage. As-
suming a natural condition that the variable M ought not to de-
crease, which means that the profitability of the cost and speed of
rotation of assets are maintained, despite a possible increase in
wages, we get equation (9) with one unknown variable. Thus, the
formula for determining the total amount of remuneration is:

W =P x exp[— 7] (10)

Formula (10) allows determining the remuneration budget as a
function of the planned economic performance. If a budged of
production and sale will be accomplished by the unabated variable

management M, the amount of W - L determines the size of the
bonus fund. Therefore the size of variable M calculated for the
first year is the starting point. For planning purposes, it is assumed
that M in the next year cannot be reduced what makes it as a given
parameter. Of course a management may adopt a policy of sys-
tematic increase in that variable. This will mean that the profitabil-
ity of costs and the turnover ratio will not decline, and the fixed
pays increases will be adequate to the financial results of organiza-
tion.

5. Natural economics driven by labor. money
as a work receivable

The essence of money — goods economy is a continuous market
confrontation of two streams, which are activated by the potential
of human capital and its work, as it is shown in diagram 1. The
first stream (left side) forms value of final products generated by
composition of current labor of employees (W) and past work
embodied in different sort of assets. The second is a stream of
compensations (W), i.e. receivables due for work. The source of
these two streams is the same human capital of employees, and
their edge is the market exchange of money (work receivables) to
products and vice verse. This exchange can be described mathe-
matically in the form of the equation of exchange. The streams run
constantly, but to capture the quantitative relations, we use varia-
bles in the annual scale, in particular of the GDP category.

The final production exchanged on market for a given year is the
value of GDP in current prices. GDP is also the product of labor
costs W and work productivity Q, i.e. GDP = WxQ. The Q is a
factor of the cost production function, presented, among others, in
(Dobija, 2011). The right stream determines the remuneration with
all additional components, which in the annual perspective, deter-
mines the value of W. Fart of remuneration aW, where 0<a<l
passes directly to market exchange. The second part of compensa-
tion stream (1 — a) W flows firstly to the system of commercial
banks. These are savings and pension funds. In the commercial
banks this stream can be increased by multiplier k to the volume
of (1 — a)WKk, due to the conducted lending and payment of pen-
sions. Part of this inflow remains on bank accounts due to the
requirements to maintain liquidity and other provisions.

Source: A modification of the diagram presented in the article M.
Dobija, (2011)

The market confrontation of these two streams (value of products
and total money) finally determines the purchasing power of mon-
ey and the final market value of products. Quantitative perspective
of exchange of products for money (and vice versa) written in the
form of the wage equation of exchange leads to indication of a
relation between the introduced values. The wage equation of
exchange is introduced under condition that work finances itself
and generates money (work receivables), as well pension funds are
a kind of savings.

Let us notice that diagram 1 encompasses the work of every em-
ployee: farmer, worker, teacher or police officer. It is easier to
understand when perceiving GDP mainly as the sum of current
labor and the past labor embodied in the assets measured by de-
preciation as discussed by M. Dobija (2014). The formula for this
method of calculating GDP is as follows:

GDP = Total pays + Depreciation + Taxes + Gross profits +
Change in Bb

Here the Bb denotes initial balances of products. This also means
that summing up the indicated economic variables in the entire
economy, we calculated the contribution of each economic unit
regarding value added; both from the market and the public sector.
The diagram 1 helps also to see how the past work serves for fu-
ture time. If some employees working in their profession were
building bridges, they would receive money (their work receiva-
bles on their bank account) as remuneration, and the costs of their
work would become a part of the bridge value. Now, having al-
ready retired, they receive payments from capitalized retirement
funds, but in the stream of products there is an amount of depreci-
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ation of the existing bridges used by the inhabitants. Similarly, a
teacher and a policeman who worked for safe development of
human resources increased their embodied human capital. Now a
work of this human capital currently increases GDP.

Market Ex- M -Total
GDP-M=0
GDP = aW + (1-

Production
function
P=WQ

Q - labor

wodiictivity

Creation Function
(1-a)Wk

Saving Level

S

(1-a)W

Human capital
of employees H.
W — Total pays

J

Diagram 1: Market as a Mechanism Leveling the Value of Product and Money Streams

The wage equation of exchange balances the value of GDP with
the sum of money M. According to the diagram 1, this equation is
as follows:

GDP = GDPR(1 + i) = axW + (1 - a)xWxk + cxS (11)
Or
GDP = GDPR(1 +i) = axW + (1 - a)xWxk + dxW (12)

Symbols of values are as follows: GDP — nominal GDP, GDPR —
real GDP, W — labor costs, Q = GDP/W — work productivity in-
dex, Q; = GDPR/W — real work productivity index, i — inflation
rate, k — coefficient increasing the value of stream (1 - a) W as a

result of credit action conducted by the banking system, d =
cxS/W.

On the basis of the equation (12) the multiplier (k) is determined.
With the assumption i = 0, that is the zero inflation and deflation
condition, we obtain:

GDP = GDPR =axW + (1- a)xWxk + dxW (13)
The equation (1b) divided by variable W gives:
Q=Q=a+(l-a)xk+d (14)

Hence the formula determining the multiplier k is as follows:
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k=(Q—a-d)/(1-a) (15)
Therefore, the maximum of the credit stream is presented as:

Credit=(1-a)W (Q;—a-d)/(1-a)=Wx (Q,—a-d). (16)

The above formula indicates only main macroeconomic variables,
which have impact on the possibility of generating credit by com-
mercial banks. Apart from these values there is a set of con-
straints, in particular the need for providing safety of a commer-
cial bank, which seriously limits lending. Formula (16) explains
that the credit value depends on: remuneration stream W, real
work productivity Q,, and the wealth level (a) as well changes in
savings and detriment funds. The greater is the productivity of
work (depending strongly on the value of assets) the greater are
the possibilities of crediting.

In this system, the central bank does not generate the cash money
from nothing and has not tools to help the commercial banks. For
this reason, requirements of maintaining liquidity must be strict
and rigorously observed. In addition, the banking system as a
guard of citizens' money must operate under permanent supervi-
sion of the state institutions. In its new role, the central bank is
among others, a guard of the work productivity Q, and of the ade-
quate size of the public sector.

The diagram 1 shows also that it is work (human capital transfer),
which drives the economy. Application of the economic constant p
= 0.08 protects wages against uncontrolled relativism mentioned
by J. Barrow (2003, p. 290-29) in his work on the role of constants
in scientific description of the world. It is demonstrated that wages
resulting from the human capital measurement are fair in the sense
that they prevent depreciation of the employee human capital. As
commonly known, already Plato indicated that the range of wages
should not exceed 5 times. According to calculations of human
capital the range of fixed wages (but without considering a crea-
tivity capital) should adhere to the same proportion. It is not a case
for example in Poland where the number resulting from dividing
average earnings in groups of 10% with the highest and the lowest
earnings is 10 times. This consideration does not involve an crea-
tivity capital. An identifiable creativity capital of an individual can
be a reason of his/her extremely high earning and such a case is
theoretically consistent.

In practice, it can be noticed, that often the weaker a country is
economically and organizationally (with the exception of the
USA, China), the greater its Gini wage index is. Using the data
provided by M. Wojcik-Zotadek (2013) and other research we
may indicate a group of countries with the moderate volume of the
Gini index. Nordic countries: Denmark, Sweden, Finland, Norway
and apart from them, Austria and Slovenia have the index below
0.27. It is also a case of many developed Western countries. Hu-
man capital measurement enables rough assessment of the proper
volume of the GINI index in respect to wage income. It was done
by W. Koziot (2009) who examined an estimated diversity the
population of employees in terms of education and experience.
The result of his rough estimation was 0.24. Poland, with the real
index estimated significantly above 0.3 has excessive wage ine-
qualities.

6. A hypothesis. The present economic system
requires a money issuance corresponding to
the amount of the fair compensation in the
public sector

The diagram 1 shows the natural exchange and balance, reached
by the money-goods economy, when money is discerned correctly
as the work receivables. Then, preventing a decrease in the work
productivity measured by the ratio Q, and keeping consistency
with the designated credit volume ensures maintaining the value
of money that is balance: lack of inflation or deflation. Some small
inflation may appear, due to the fact that the systems for meas-
urement and management of work processes are never perfect. On

the other hand, in the present state of affairs, financing work in the
public sector from taxes results in the fact, that the value of market
products and services (GDP) is not a fully balanced by value of
total money (M). Because of the direct taxation of remunerations
the M is mostly less in the well controlled and developed econo-
mies. In other words the value flowing by the stream of products
is significantly greater than the value flowing by the stream of
money and credit.

The correct and natural economics requires that remunerations in
the public sector, for example for a teacher performing his/her
work should not come from any taxes, otherwise deflation may
appear. Moreover his/her fair salary should not be charged by a
direct tax making the pay unfair. Therefore in the correctly orga-
nized economy the salaries for the considered teacher should be
generated by the institutional payer of remuneration in the public
sector. This institution is endowed with the authority of issuing
money for payment of the work accomplished in the public sector.
In fact this institution has a power to make a double-entry record
of the work receivable for the teacher. The record made by men-
tioned institution sets off work liabilities of a school that employs
the teacher and moves the value of salary to the teacher account in
a commercial bank. This institution is the reformed central bank.
Labor is the transfer of human capital so labor is self-financing.
To count out this fact means constant obstacles with a budget
deficit and too high taxations. In such a framework the phenome-
non of deflation is normal. The fact that currently deflation is not a
common condition, although it does occur (Japan, USA, EU), and
it affects mainly economically developed and well-governed coun-
tries, results from those extensive issuances performed by the
central banks. This way, the government partially acquires money
for financing work in the budget sector. In the poorly governed
countries, the public sector is usually too big and often remunera-
tions exceed the value of work, so inflation prevents deflation.

The above considerations show that in the present economic sys-
tem the central bank has to constantly issue new money. The
amount of necessary issuance of money can be roughly estimated
using an example of the USA economy. Assuming GDP in the
USA, at the level of 16 000 billions $ in 2014 and using estima-
tion of the index Q = 3.60 (Dobija 2013) we obtain the volume of
compensation W = GDP/Q = 4 444 billion $. From this, we calcu-
late a part attributable to compensation in the public sector. To
compute is used a Polish division rate of 0.23 that is very rough
estimation. This percentage is likely less so let us assume 0, 20 for
the USA. Therefore, 4 444 x 0.20 = 888 billion $ as roughly esti-
mated yearly compensations of the US public sector. Hence, the
approximate amount per month is 74 billion $.

This is roughly estimated value, that flows by the stream of prod-
ucts as shown on diagram 1, but it is partly excluded from the
stream of money by direct tax. As commonly known the public
sector pays are financed from taxes. This is a reason of constant
excess of values in the stream of products (at least at times of
peace and lack of inflation). Quantitative easing, applied by FED
is thus justified, just like the statement that without money print-
ing economy will collapse since money unit would quickly change
its value in plus. Similar calculation for Poland, at Q = 2.0 and
GDP ~ 1600 billions of PLN makes it possible to estimate a simi-
lar amount at 11 billion PLN per month. Calculations are to some
degree consistent with practice.

In December Forbes (2014) informed that additional printing of
dollars by FED will be limited:

“... American FED decided to reduce the scale of purchase of
assets (treasury bonds) to the level of 75 billion USD a month.
(...) Reduction in the quantitative easing programme by 10 billion
dollars a month is the first step towards withdrawal from addition-
al money printing, which so far has fostered the USA economy

Does quantitative easing lead to stable value of money? This is not
clear but it is a remedy. A right solution is known. The correct,
natural and simple solution assumes that the reformed FED is a
payer of compensation for work in the public sector, and conse-
quently does not purchases treasury securities. Then economy has
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no increase of indebtedness, nor a budget deficit. The reformed
central bank no longer prints money from nothing. In the new
order, FED gains the function of an independent controller of
work productivity, and thereby, of the size of the public sector. In
addition, in normal economic conditions, the deficit will not arise,
so the USA will be able to repay their international liabilities fast-
er.

It is not possible to state with unquestionable certainty that these
rough calculations clearly indicate an economic pattern, but its
real nature is supported by the cybernetics analysis (diagram 1) of
capital flows. What is more, the FED focusing on an inflationary
target, determines the amount close to 75 billion USD a month as
a necessary constant issuance. The quantitative easing raises this
amount and is necessary from time to time. Computation made in
case of the USA is in some way realistic since a consistency of
compensation to the value of work is a significant feature of this
economy.

The introduced explanation indicates significant flaws of the mon-
ey-goods economy in the scope of the most important issue that is
money. Persistent building of the theory without proper considera-
tion to the triad of capital, labor, and money resulted in the defec-
tive equation of exchange, with a bizarre category of "money
amount”. Money does not circulate nor is material. Diagram 1 and
the wage equation of exchange correctly present the main rela-
tions, showing the inalienable role of the work productivity index
Q in solving the issues of inflation, credit and remuneration. An
important role is also played by the theory of measurement human
capital and the knowledge about the fair wages.

The presented thoughts are to some extent convergent with an idea
known as ‘“helicopter money” (Bossone et al. 2014). Simply
speaking this is the idea of overt financing the budget deficit by
central bank. One can say that the overt money financing is the
policy with the highest effect in raising demand and GDP without
increasing the public debt. Of course it is better to do so instead of
feeding commercial banks with empty money with hope that the
banks will change them to the firm valuable money. It is however
a significant step forward together with a small step aside. Money

has to arise as result of an effective labor is the firm theoretical
statement. Therefore the central bank should not produce money
for all government spending as for instance purchasing of assets or
a war preparation.

7. Concluding remarks

The deflation comes from reducing the fair remunerations with
direct taxes, in order to finance work in the public sector. The
presented considerations lead to an important opinion that defla-
tion may appear and gain momentum in the present state of econ-
omy and knowledge, which does not make use a natural phenom-
enon of self-financing of work. In the present economics payment
for work in the public sector from taxes reduces the stream of
money confronting the stream of products which, however, con-
tains the value of indispensable effective work performed in the
public and family sectors of the economy. This is a reason why the
central bank must still issue new money with hope that demand
and output will rise. This is also a reason of the budget deficits.

To achieve the natural self-regulation in economy, the traditional
functions of central banks are incorrectly established, so there is a
need for a reform as is showed on the scheme 1. The main task of
the reshaped central bank is its role of the payer of remuneration
for the public sector. In addition the central bank serves as an
independent agency controlling the productivity of work in the
economy as well the size of the public sector. The reformed cen-
tral bank does not issue money from nothing in contradiction to
the fundamental laws of our reality but this institution pays for
accomplished work. It is the essence of a new economic order,
that is to say the economics driven by labor. This is also the econ-
omy where Say’s law is not disturbed so that the value of produc-
tion is consistent with the value of remuneration making sufficient
demand and maintaining a stable value of money unit. It does not
mean that an exchange rate will be stable since it depends from
labor productivity parity.
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Scheme 1: Position of the Central Bank in the Reshaped Economy

Source: Dobija M (2011) Abstract Nature of Money and the Mod-
ern Equation of Exchange, Modern Economy, Vol. 2, No. 2, 142-
152. (DOI: 10.4236/me.2011.22019)

An essential part of new theories is the phenomenon of labor self-
financing. It liberates an economy from a significant part of tax
burdens and leads to a deficit-less economy as well. There is only
one requirement. Namely, bringing to the end the cash money and
recognizing the indispensable fact that money arises exclusively
by labor. The money-goods economy is a great human achieve-
ment under condition that the triad: capital-labor-money is com-
pletely recognized and respected. Then human capital becomes a
means of increasing value; that is to say, for creating well-being.
Since human capital develops in a family unit, that’s where the
economics starts. Therefore, the family sector is an essential part
of the economy and has serious responsibilities, comparable to
that assigned to other sectors. Nonetheless, a correct valuation of

human capital and an attention to fairness of compensation is the
responsibility of country authorities.
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