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Onur TUTULMAZ Hitit University, Department of Economics

Abstract: 1  ECONOMIC OUTPUT IS PLACED AT THE HEART OF THE

MACROECONOMICS. TO CALCULATE THE OUTPUT ONE NEEDS TO

ACHIEVE SIMPLIFYING A HIGH LEVEL COMPLEXITY OF ECONOMIC

RELATIONSHIPS TO FORM A SYSTEM. ON THE FLIP SIDE, THE

MODEL SHOULD BE ENOUGH ELABORATED TO BE ABLE TO

REFLECT THE IMPORTANT RELATIONSHIPS. IN THIS MANNER,

THE CLASSICAL MACROECONOMIC IDENTITY AS KEYNES

SUGGESTED IS SIMPLE ENOUGH TO UNDERSTAND THE MAIN

ELEMENTS BUT IT DOES NOT SHOW THE FINANCIAL PARTS OF

TRANSACTIONS. NOT HAVING THE MONETARY PART OF THE

ECONOMY IT LACKS THE COHERENCE. WITH THE FINANCIAL AND

ECONOMIC CRISES GETTING MORE FREQUENT, MORE

ENDEAVOUR TO BUILD A MORE INCLUSIVE AND COHERENT

MACROECONOMIC SYSTEM HAS BEEN OBSERVED. HOWEVER,

THERE ARE LARGE VARIETY IN DIFFERENT OPTIONS OF

SIMPLIFYING AND SIMULATING COMPLEX RELATIONSHIPS

AMONG THE REAL AND MONETARY PART OF THE MODERN

ECONOMIES. OUR PAPER TRIES TO SET AN ANALYSIS COMPARING

SOME OF THE RECENT PROMINENT IDEAS IN BUILDING BALANCE

SHEET AND TRANSACTION FLOW MATRIX IN REGARD TO

MACROECONOMIC ACCOUNTING SYSTEM. WE CAN CONCLUDE

THE NEW ACHIEVEMENT OF INCLUDING THE MONETARY

TRANSACTIONS IN THE FRAME CAUSES A COMPROMISE FROM THE

SIMPLICITY FOR A COHERENT AND MORE COMPLETE PICTURE OF

MACRO ECONOMY.

Keywords: Macroeconomic accounting; 1  TRANSACTION FLOW MATRIX;

Output; Monetary economy; Macroeconomics.

JEL classification: 1  E10, E42 1. INTRODUCTION THE DEVELOPMENT

SPEED OF THE HUMAN ECONOMY HAS BEEN FASCINATING IN THE
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LAST TWO CENTURIES. MANY TIMES, THE ESTABLISHING THE

NECESSARY INSTITUTIONS TO EVALUATE AND MANAGE IT

FOLLOW BEHIND OF THE DEVELOPING ECONOMY AND ITS

CHANGING STRUCTURES[FOOTNOTEREF:2]. [2: aThe first version of

this paper has been presented at ICESBA 2014 and published among the

proceedings of the conference. 1  FOR EXAMPLE, THE FED (FEDERAL

RESERVES) IN US WAS NOT ESTABLISHED UNTIL 1913. ITS

INDEPENDENCE HAS NOT BEEN COMPLETED UNTIL 1951 (MOSS,

2007, P.70; MOSS AND BRENNAN, 2002)]

MONEY AND THE MONETARY INSTITUTIONS ARE ONE OF THE

IMPORTANT PARTS OF A MODERN ECONOMY. HOWEVER, IT HAS

BEEN LONG DISCUSSED THAT THE MONETARY MODEL WE ARE

APPLYING TO REPRESENT OUR ECONOMIES AND THEREFORE ITS

MONETARY THEORY IS INSUFFICIENT HAVING IMPORTANT

SHORTCOMINGS IN SIMULATING THE MODERN ECONOMIES.

WRAY (2012)`S SUGGESTION, ONE OF ITS SEVERAL RECENT

SIMILAR ONES, OF A “MODERN MONETARY THEORY” WHICH

COMBINES THE STOCK-FLOW CONSISTENT 3-SECTOR BALANCE

APPROACH OF GODLEY (1996) AND THE MODERN MONEY

APPROACH OF MINSKY (1986) AND USE IT AS A BASE FOR HIS

MONETARY THEORY OR, IN BETTER TERMS, MODERN

INTERPRETATION OF THE MACROECONOMIC MODELLING.

JACKSON AND DYSON`S (2013) AND RYAN-COLLINS ET AL. (2011)

DISCUSS ALSO THE ISSUE WITHIN THE SAME PERSPECTIVE.

GODLEY AND LAVOIE`S (2007) DISCUSSION ON THE ISSUE THAT A

BETTER AND MORE THOROUGH METHOD OF MACROECONOMIC

ACCOUNTING IS POSSIBLE AND EVEN NECESSARY CAN BE SEEN

WITHIN THE PARALLEL DIRECTION.

NATIONAL OR MACRO LEVEL ACCOUNTING OF THE ECONOMIES

ARE ACTUALLY CRITICALLY IMPORTANT TO UNDERSTAND THE

STRUCTURE OF THE ECONOMIES AND TO BETTER MANAGE THEM.
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GODLEY AND LAVOIE INTRODUCE A MORE COMPLETE WAY OF

MACRO ACCOUNTING AND DISCUSS HOW IT BETTER REPRESENTS

THE ECONOMY.

IN THIS PAPER WE AIM TO ELABORATE THIS DISCUSSION

ANALYSING THE MENTIONED APPROACH OF GODLEY AND LAVOIE.

COMPARING THE RECENT DEVELOPED METHODS WITH

CONVENTIONAL MACROECONOMIC METHODS AND TRYING TO

UNDERLINE IMPORTANT POINTS THAT DIFFER ITSELF, THE PAPER

SET A FIRST LOOK ON THE POSSIBLE PROMISES OF SUCH A MORE

ELABORATE MACRO ACCOUNTING SYSTEM. SECOND CHAPTER

FOCUSES ON THE MACRO ACCOUNTING SUBJECT CLOSER. THIRD

CHAPTER CONDUCTS A COMPARISON BETWEEN THE

APPROACHES. FOURTH CHAPTER CONCLUDES THE STUDY.

2. 1  CONVENTIONAL MACRO ACCOUNTS THE HISTORY OF MACRO

ACCOUNTING IS MUCH YOUNGER THAN THE DEVELOPMENT OF

THE ECONOMY ITSELF. IN MANY ASPECTS, HOWEVER, IT CAN BE

SAID THAT MACRO ACCOUNTING OF NATIONAL INCOME HELPED

TO IMPROVE ECONOMIC MODELLING AND TO UNDERSTAND HOW

IT WORKS.

KEYNES DEFINED THE ECONOMIC ACTIVITY WITH THE

EXPENDITURE SPENT ON THE FINAL ACTIVITY. EQUATION 1 GIVES

THEREFORE THE VOLUME OF AN ECONOMY, IN TERMS GROSS

DOMESTIC PRODUCTS (GDP).

C+I+G+ NEX=Y (1) EQUATION 1 HAS LED TO FORM A BASIC LOGIC

FOR A MACRO ACCOUNTING SYSTEM. STARTING FROM 1930S THE

NIPA ACCOUNTS[FOOTNOTEREF:3] ARE STARTED TO BE

MEASURED ACCORDING TO THE BASIC LOGIC OF OVERALL

EXPENDITURE. [3: 1  SIMON KUZNETS FROM NBER (NATIONAL

BUREAU OF ECONOMIC RESEARCH) WAS APPOINTED TO BUILD
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MACRO ACCOUNTING SYSTEM AND THE FIRST ESTIMATES ON

NATIONAL INCOME WAS CONDUCTED IN 1934 (BEA, 2006).]

EXPENDITURES MADE ON THE TOTAL NATIONAL PRODUCT

CONSTITUTE, AT THE OTHER END, THE FACTOR INCOMES, I.E.

THE DISPOSABLE INCOME PLUS NET TAX AND TRANSFERS.

EQUATION 2 GIVES THIS RELATIONSHIP AS WF REPRESENTS

WAGES AND FACTOR INCOMES AND F REPRESENTS THE PROFITS.

TAKING ACCOUNT THE DISPOSABLE INCOME DEFINITION, YD=Y-

T, EQUATION 2 GIVES US THE EXPENDITURE-INCOME IDENTITY IN

A SIMPLEST MANNER (EQUATION 2 CONSTITUTES A BASE FOR

TRANSFORMATION FROM EXPENDITURE MATRIX IN TABLE 1 TO

INCOME-EXPENDITURE MATRIX IN TABLE 2):

C+I+G+ NEX=Y(=YD+T)=WF+F+T (2) KEYNESIAN TEXTBOOK

EXPENDITURE IDENTITY GIVEN IN EQUATION 1 AND THE FIRST

PART OF EQUATION 2 CAN BE GIVEN IN A MATRIX NOTATION AS IN

TABLE 1 BELOW. IN TABLE 1 WE EMBARK THE DOUBLE ENTRY

SYSTEM WHICH IS USED EXTENSIVELY BY GODLEY AND LAVOIE

(2007) FOR THEIR BALANCE SHEET AND TRANSACTION FLOW

MATRIX ANALYSES. THE DOUBLE ENTRY SYSTEM SHOWS THE

DIRECTION OF THE TRANSACTION FLOWS SO THAT WE CAN SHOW

TRANSACTIONS OF THE ELEMENTS OF BASIC MACROECONOMIC

IDENTITY. HERE, THE CONSUMPTION EXPENDITURES MADE BY

THE HOUSEHOLDS ARE RECEIVED BY THE FIRMS FOR END

PRODUCTS AND SERVICES PRODUCED BY THE BUSINESS.

GOVERNMENT MAKES ALSO SPENDING THE BUSINESS

PRODUCTION AND SERVICES. THE INVESTMENT THAT THE

BUSINESS ACHIEVES IS FINANCED BY THE PRIVATE SECTOR

ITSELF. THE PRIVATE SECTOR HERE REPRESENTS THE FINANCIAL

PRIVATE SECTOR SUCH AS BANKS AND OTHER FINANCIAL

INSTITUTIONS.
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Table 1. 1  MATRIX FORM OF MACROECONOMIC ACCOUNTING ON

EXPENDITURES (CLOSED ECONOMY FROM EQ. 1)

1  HOUSEHOLDS PRIVATE SECTOR PRIVATE SECTOR

GOVERNMENT

CONSUMPTION -C +C

Investment

+I If

Government

+G

-G

[Y]

1  SETTING DOUBLE ENTRY SYSTEM WE CAN SEE THE FLOW

DIRECTIONS IN MACROECONOMIC EXPENDITURE IDENTITY.

HOWEVER, THE MATRIX FORM OF THE MACROECONOMIC

IDENTITY IN TABLE 1 IS NOT COHERENT. AT THIS POINT WE CAN

TRY TO INTRODUCE THE INCOME PART OF THE IDENTITY IN

EQUATION 2. THE WAGES AND FACTOR INCOMES ARE

INTRODUCED A SIMPLISTIC METHOD IN TABLE 2. PROFITS ARE

CLASSIFIED AS DISTRIBUTED (FD) AND UNDISTRIBUTED (FU).

DISTRIBUTED PROFITS ARE CHANNELED TO THE HOUSEHOLDS

AND UNDISTRIBUTED PROFITS ARE CAPITALIZED BY THE FIRMS.

FACTOR INCOMES OTHER THAN THE PROFITS ARE INCLUDED IN

W AND IT IS ASSUMED THAT ALL THE FACTOR INCOMES ARE FROM

THE BUSINESS TO HOUSEHOLDS. TAX (T) IS AN INCOME-

DECREASING FACTOR FOR BOTH BUSINESS AND HOUSEHOLDS,

FORMING THE SOURCE OF GOVERNMENT EXPENDITURES. TAX IS
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ASSUMED HERE AS NET TAX AFTER SUBSTITUTING GOVERNMENT

TRANSFERS.

Table 2. 1  CONVENTIONAL INCOME AND EXPENDITURE MATRIX

(CLOSED ECONOMY FROM EQ. 2)

1  HOUSEHOLDS FIRMS-CURRENT FIRMS-CAPITAL GOVERNMENT

CONSUMPTION -C +C

Investment

+I -If

Government

+G

-G

[Y]

1  WAGES-FACTOR INC.

+W -W

1  NET PROFITS +FD -F +FU

TAX AND TRANSFERS -TH -TF

+T

1  THE EXPENDITURE MATRIX OF TABLE 2 SEEMS MORE

INCLUSIVE IN TERMS OF THE INCLUSION OF FACTOR INCOME

SIDE OF THE INCOME-EXPENDITURE IDENTITY. THEREFORE, WE

CAN SEE THE IDENTITY COHERENCE THROUGHOUT THE FIRMS-

CURRENT TRANSACTIONS: THE SUMMATIONS OF THE

EXPENDITURE ELEMENTS DETERMINING THE OUTPUT IS FULLY
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DISTRIBUTED TO INCOME ITEMS. CONSEQUENTLY, TOTAL

EXPENDITURE IS EQUALED TO THE TOTAL INCOME THROUGHOUT

THE BUSINESS SECTOR WHERE THE PRODUCTION OF THE END

PRODUCTS AND SERVICES TAKE PLACE. HOWEVER, IT LACKS

STILL THE TRANSACTION COHERENCE FOR ALL SECTORS. FOR

EXAMPLE, THE NET SAVINGS OF THE SECTORS CAN BE

CALCULATED HERE BUT WHERE THEY ARE HOLD AND BY WHICH

FINANCIAL TOOLS ARE NOT KNOWN IN TABLE 2. FOR THAT

PURPOSE, THOUGH, WE NEED TO BUILD MORE INCLUSIVE

SYSTEM. WE WILL SEE AN ATTEMPT IN THIS DIRECTION BY

GODLEY AND LAVOIE IN THE NEXT SECTION.

3. 1  INCOME-EXPENDITURE MATRIX VS. TRANSACTION FLOW

MATRIX 3.1. TRANSACTION FLOW MATRIX TABLE 1.2 IN THE

PREVIOUS SECTION, DESPITE BEING USEFUL TO REFLECT THE

BASIC LOGIC OF MEASURING GROSS PRODUCT OF EQUATION 1

AND EQUATION 2, CANNOT PREVENT SOME IMPORTANT

QUESTIONS TO BE RAISED. FOR EXAMPLE, WE DON`T KNOW

ABOUT PERSONAL SAVINGS HOLDINGS; NEITHER MUCH ABOUT

SAVINGS OR DEFICITS ABOUT BUSINESS AND GOVERNMENT. IN

OTHER WORDS, WHICH FORMS THE SAVINGS FALLS IN OR

DEFICITS ARE FINANCED FROM? A MORE COMPLETE

ACCOUNTING SYSTEM TAKES THE COUNTERPART OF THE

EXPENDITURES OR THE SAVINGS AND CONFIGURES THE

FINANCIAL TOOLS UTILIZED. FOR EXAMPLE, THE ACCOUNTING

SYSTEM OF THE BALANCE OF BUDGET DOES TAKE IN ACCOUNT

THE CAPITAL AND THE FINANCIAL COUNTERPART OF THE

EXCHANGE OF GOODS AND SERVICES THROUGH THE BORDER.

WE KNOW THAT THE FUND OF TRANSACTION IN THIS MANNER,

TABLE 3 GIVES MORE COMPLETE PICTURE GIVING THE FLOWS OF

FUNDS UNDER THE ALREADY KNOWN TRANSACTIONS FROM THE

NIPA SYSTEM. ACCORDING TO DIFFERENT LEVEL OF SIMPLIFYING



05.12.2014 SafeAssign Originality Report

https://safeassign.blackboard.com/B2Http/originalityReport?paperId=83288477 9/16

ASSUMPTIONS IT IS POSSIBLE TO BUILD VARIOUS DIFFERENT

TRANSACTION FLOW MATRIXES. FOLLOWING GODLEY AND

LAVOIE (2007) WE ARE GIVING DETAILED 5 SECTOR TRANSACTION

MATRIX. IN TABLE 3, BANKS ARE PLACED SEPARATELY TO BETTER

COVER ESPECIALLY FINANCIAL AND MONETARY TRANSACTIONS.

CENTRAL BANK IS PLACED SEPARATELY FROM GOVERNMENT IN A

SIMILAR MANNER.

Table 3. 1  TRANSACTIONS FLOW MATRIX

HOUSE- HOLDS PRODUCTION FIRMS BANKS GOVERNMENT

CENTRAL BANK Σ

CURRENT CAPITAL CURRENT CAPITAL

CURRENT CAPITAL 0

CONSUMPTION -C +C

0

1  INVESTMENT -IH +I -IF

0

Government

+G

-G

0

1  WAGES +WB -WB

0

1  PROFITS, FIRMS +FDF -FT +FUF
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0

1  PROFITS, BANKS +FDB

-Fb +FUb

0

Profits, Cent. B

+Fcb -Fcb

0

1  LOAN INTEREST -RL(-1)∙LH(-1) -RL(-1)∙LF(-1)

+RL(-1)∙L(-1)

0

1  DEPOSIT INTEREST +RM(-1)∙MH(-1)

-RM(-1)∙M(-1)

0

1  BILL INTEREST +RB(-1)∙BH(-1)

+RB(-1)∙BB(-1)

-RB(-1)∙B(-1) +RB(-1)∙BCB(-1)

0

1  TAXES-TRANSFERS -TH -TF

-Tb

+T
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0

1  SUB -Σ SAVH 0 SAVB=FU-I 0 SAVB=FUB SAVG=-DEF 0 0

CHANGE IN LOANS +�LH

+�Lf

-�L

0

1  CHANGE IN CASH -�HH

-�Hb

+�H 0

1  CHANGE, DEPOSITS -�MH

+�Mb

0

1  CHANGE IN BILLS -�BH

-�Bb +�B

-�Bcb 0

1  CHANGE, EQUITIES -(�EF∙PEF +�EB∙PEB)

+�ef∙ pef

+�eb ∙ peb

0

1  Σ 0 0 0 0 0 0 0 0 0
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(Source: 1  GODLEY AND LAVOIE, 2007, P.39; MINOR CHANGES

BELONG AUTHOR) THE FIRST PART OF THE TRANSACTION FLOW

MATRIX IN TABLE 3, WE CAN SEE THE CONVENTIONAL NIPA

ACCOUNTS WITH THE EXPENDITURES AND THE FACTOR INCOMES

OF THE SECTORS. HERE THE FINANCIAL SECTORS ARE ADDED TO

MAKE IT CLEAR THAT WHERE THE FUNDS ARE COMING AND

WHERE THEY ARE GOING. THE CENTRAL BANK IS ALSO SET

SEPARATELY. IN TABLE 3 WE CAN SEE THE INTEREST FLOWS ARE

GIVEN IN DETAILED SO WE DON`T HAVE TO PUT THE ASSET AND

LIABILITY INTERESTS TOGETHER. PROFITS ARE DIVIDED INTO 2

GROUPS; THEREFORE, THEY ARE NOT JUST DISTRIBUTED TO THE

HOUSEHOLDS, SOME PART OF THEM STAYS UNDISTRIBUTED AND

ADDS TO THE CAPITAL STOCK. WE CAN SEE HERE INVESTMENT

EXPENDITURES TAKE PLACE IN A MORE ELABORATE MANNER.

3.2. System Evaluation: NIPA vs. 1  TRANSACTIONAL FLOW MATRIX THE

MACRO ACCOUNTING SYSTEM TRIES TO MEASURE ECONOMIC

ACTIVITY. AN ECONOMIC ACTIVITY IN A MODERN ECONOMY

CONTAINS, AT ONE SIDE, THE PRODUCTION OF GOODS AND

SERVICES AND EXCHANGE OF THEM, OFTEN CALLED REAL

ECONOMY; IT ALSO CONTAINS, AT THE OTHER SIDE, ALSO THE

MONETARY ECONOMY WHICH DOES NOT JUST INCLUDE THE

FINANCIAL REFLECTION OF THE REAL ACTIVITY BUT ALSO

CAPSULATE THE PURE MONETARY TRANSACTIONS CONSISTING

FROM THE TRANSACTIONS AMONG THE FINANCIAL TOOLS.

THEREFORE, A MACRO ACCOUNTING SYSTEM AIMING TO

MEASURE THE ECONOMIC ACTIVITY SHOULD FIRST BE ABLE TO

REFLECT THE ECONOMY INTO A MACRO ACCOUNTING MODEL. AS

WE KNOW, A MAJOR MODELLING GOAL IS TO FIND THE SIMPLEST

MODEL TO REPRESENT THE BEHAVIOUR OF THE PART OF THE

UNIVERSE THAT WE INTERESTED, WHICH IS THE ECONOMIC

ACTIVITY HERE, IN THIS MANNER, BOTH CONVENTIONAL INCOME-
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EXPENDITURE MATRIXES AND THE TRANSACTION FLOW

MATRIXES HAVE ADVANTAGES AND DISADVANTAGES.

FIRST OF ALL, A CONVENTIONAL INCOME-EXPENDITURE MATRIX

SUCH AS NIPA MATRIX HELPS TO TRACK THE LOGIC OF GDP

CALCULATION. EXPRESSING CLEARLY THE MACROECONOMIC

DUALITY OF THE EXPENDITURE-INCOME, IT IS ALSO VERY

HELPFUL FOR PEDAGOGICAL PURPOSES. IN OTHER WORDS, IT IS

SIMPLE ENOUGH TO REPRESENT THE “REAL” PART OF THE

ECONOMY; SO DEFINED, IT IS USEFUL TO UNDERSTAND THE REAL

ECONOMY. HOWEVER, IT IS UNCERTAIN THAT WHICH FINANCIAL

TOOLS ARE BEING USED TO FINANCE THESE TRANSACTIONS,

NEITHER IS THE RELATIONSHIP BETWEEN THE FINANCIAL TOOLS

AND THE REAL ECONOMY.

AS FOR THE TRANSACTION FLOW MATRIX, IT CAN PUT THE

WHOLE PICTURE THOROUGHLY. THE FIRST PART OF THE

TRANSACTIONAL FLOW MATRIX GIVEN IN TABLE 3 IS SAME OLD

INCOME-EXPENDITURE MATRIX AND REFLECTS THE ‘REAL’ PART

OF THE ECONOMY. THE FINANCIAL RELATIONS ARE GIVEN IN

DETAIL IN THE BELOW PART OF THE MATRIX. THEREFORE WE

CAN SEE THE ALL TRANSACTIONS INCLUDING REAL AND

FINANCIAL ONES IN THE MATRIX AND WE CAN TEST THEIR

COHERENCE. THIS CONSTITUTES A VERY IMPORTANT ADVANTAGE

BECAUSE THE CAUSALITY IN AN ECONOMY IS DEEMED TO BE

BIDIRECTIONAL. HENCE, THE PURE FINANCIAL TRANSACTIONS

TO BALANCE INTER FINANCIAL TOOLS DESCRIBING THE INTEREST

RATES HAVE THEIR EFFECTS INTO THE REAL ECONOMY. THAT

AFFECTING MECHANISM GENERALLY DEEMED AS VIA THE

INTEREST RATES. INTEREST RATES ARE DEEMED TO AFFECT

INVESTMENT, CONSUMPTION OR FOREIGN TRADE AFFECTING

THE EXCHANGE RATES.
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4. 1  CONCLUSION THE CONVENTIONAL MACRO ACCOUNTING OF

AN ECONOMY TRIES TO CAPTURE THE ECONOMIC ACTIVITY TAKES

PLACES IN THE ‘REAL ECONOMY’. GDP NUMBERS ARE PRODUCED

THROUGH THIS MACRO ACCOUNTING SYSTEM, SUCH AS NIPA, AND

THEY ARE PREVALENTLY REGARDED AS A MEASURE OF THE

ECONOMY. EVEN MORE IMPORTANTLY, ACCOUNTING THE

MACROECONOMIC ACTIVITY IN AN ECONOMY WE CAN SHOW THE

WAY THE ECONOMY RUNS AND THE ROLES OF THE DIFFERENT

SECTORS IN IT. FOR EXAMPLE, IT GIVES AN OPPORTUNITY TO SEE

AND TO CHECK HOW THE DUAL EQUALITY OF MACRO INCOMES

AND EXPENDITURES WORKS ON A SINGLE TABLE.

WE EVALUATE IN THIS STUDY, ON THE OTHER HAND, TODAY`S

MACRO ACCOUNTING SYSTEM NIPA MATRIX IS NOT TOTALLY

COHERENT. IF THE BALANCE OF PAYMENTS ACCOUNT, AS A

DIFFERENT MACRO ACCOUNTING PERSPECTIVE OF AN ECONOMY,

CAN SUPPLY THIS COHERENCE IN ITS CALCULATIONS, IT SHOULD

BE MAINTAINED FOR THE MACROECONOMIC ACCOUNTS WHICH

ARE DEEMED TO TAKE A PICTURE OF THE WHOLE ECONOMY. FOR

THAT PURPOSE, IT SHOULD INCLUDE THE FINANCIAL AND

MONETARY DIMENSIONS OF THE RUNNING ECONOMY.

THE MOST IMPORTANT POINT TO BE UNDERLINED IS THAT THE

TRANSACTION FLOW MATRIX HAS SUCH COHERENCE FOR THE

WHOLE OF THE ECONOMY. IT HAS THE FINANCIAL TRANSACTION

PART AS WELL AS THE CONVENTIONAL REAL ECONOMY PART.

THE FINANCIAL INTERDEPENDENCIES CAN BE FOLLOWED AS

BEING IN A SECTORIAL BALANCE SHEET; WHILE THE COHERENCE

RULE PUTS A REALITY CHECK ON THEM ON SECTORIAL BASE.

TAKING THE BIDIRECTIONAL INFLUENCES BETWEEN THE REAL

AND MONETARY PART OF THE ECONOMY, THE TRANSACTIONAL

MATRIX SEEMS THE SOLE SYSTEM THAT CAN SIMULATE THE

BEHAVIOUR OF THE ECONOMY.
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SO FAR IN THE HISTORY THE MAIN FOCUS WAS ON THE REAL

PART OF THE ECONOMY IN TERMS OF MACRO ACCOUNTING

SYSTEMS, BUT IN THE MODERN WORLD ECONOMY THE

MONETARY ACTIVITY OF AN ECONOMY IS MUCH BIGGER THAN

THE REAL PART. IN ADDITION TO THE MONETARY COUNTERPART

OF THE REAL EXCHANGES, THERE ARE SAVING FUNDS AND ALSO

THE PURE MONETARY TRANSACTIONS FOLLOWING FINANCIAL

CAUSES. THE EQUILIBRIUM REACHED THROUGH THESE

FINANCIAL TRANSACTIONS HAS ITS EFFECTS ON REAL ECONOMY

MAINLY VIA THE INTERRELATIONSHIP OF INTEREST RATES WITH

INVESTMENT, CONSUMPTION AND EXCHANGE RATES.

TRANSACTION FLOW MATRIX IS THE UNIQUE TOOL THAT ONE

CAN SEE THE ALL DIMENSIONS AND THEIR EFFECTS IN A SINGLE

ACCOUNTING BODY. THE LITERATURE SHOWS THAT NOT ONLY

THE PRACTICAL APPLICATION OF SUCH ATTEMPT BUT ALSO THE

THEORETICAL FORMATION OF ONE INTACT COHERENT MACRO

ACCOUNTING BODY IS NOT EASY AT ALL. THEREFORE, WE CAN

CONCLUDE THAT FURTHER STUDIES ON THE SUBJECT WILL BE

UTMOST USEFUL BOTH IN ECONOMICS THEORY AND ECONOMIC

MANAGEMENT ON THE FIELD.

The last important point to make is that the having complete picture by fulfilling

the total coherence of the transaction flow matrix is not the only important

advantage of this new approach. But this total coherence is extremely important

for the system dynamics point of view. Dealing with the complex systems as a

modern economy, the system dynamics or the system thinking model can be

effective the solve out the unexplainable or counter-intuitive fallacies in an

modern economy such as our recent experiences of hedge fund crashes, bank

crisis or market bubles.
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