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Abstract' This paper analyzes the impact factors of financial liquidity 
and of escaped savings of the economy. These two elements are 
important for the economy as determine its robustness. It has been 
comparedfor the purposes of this paper, the velocity of escaped 
savings with the velocity of the financial liquidity to be able to 
extract the appropriate conclusions, about their behavior to the 
economy, through the use of cycle of money. Then, we obtained about 
these velocities their impact on the economy. The form of the escaped 
saving with the financial liquidity determines the dynamic of the 
economy. In this scrutiny has been examined the case that the 
financial liquidity is higher than the case of the escaped savings. 
According to those conditions has concluded the behavior of the 
economy to this economic circumstances. In addition, the method 
which used is the Q.E. methodology.

Keywords' velocity of escaped savings; velocity of financial liquidity; 
tax and public policies; controlled transactions; MNEs

1. Introduction
The financial liquidity and the 
escaped savings are in a strong 
relationship between them. The 
velocities of the escaped savings 
and the financial liquidity connect 
these two terms. This work 
analyzes the case of the cycle of

money with the velocity of financial 
liquidity with the velocity of 
escaped savings. Then, in this 
scrutiny are used the basic 
principles of the cycle of money 
which some of them are included in 
the next two sections, for the 
purposes of this analysis. Thence, 
using the Q.E. method extracted

Ekonom sk i signali  1

mailto:challoumis_constantinos@yahoo.com


Challoum is C., A nalysis of'th e velooities of  esoapedsavings with that o ffinancial
Hquidity

conclusions, about the importance 
of these velooities in the economy. 
Additionally, using this scrutiny is 
clarified the relationship between 
the velooity of esoaped savings, 
with the velooity of finanoial 
liquidity. The relation of esoaped 
savings and of the finanoial 
liquidity appears through these 
eoonomio velooities.

2. Methodology
The methodological approaoh which 
used in this paper oomes from the 
theory of axiomatics and of the 
multiple axiomatios. Henoe, it is 
applied the Q.E. method. The 
quantification method of this 
methodology has used to extraot 
oonolusions about the behavior of 
finanoial liquidity with the esoaped 
savings from the economy. 
[Challoumis, 2018g] Therefore, we 
are able to prooeed to the allocation 
of profits and losses of the 
oompanies, which partioipate in 
controlled transaotions.

The key faotor of the method of 
axiomatios is in the issue of the 
assumptions. The axiomatics 
stands on the assumption for the 
researoh to the most eoonomio 
approaohes. The oonoept of the 
axiomatics is the oomplianoe 
between the results and the initial 
hypothesis. Initially, to the first 
steps of the researoh, the soientist 
should determine the aims and the

soope of the researchwithout 
knowing the result of one 
hypothesis. The hypothesis of an 
eoonomio theory is the axis for the 
further study of eaoh eoonomio 
model which is under examination. 
Therefore, the axiomatics is trying 
to answer to the baokground of an 
eoonomio analysis and to oonfirm 
that the initial hypothesis of the 
model is satisfied. The reliability of 
the model is subject to the 
consistency of the hypothesis of the 
results. If the hypothesis is 
satisfied then the model is fine 
with the prinoiples of the model 
that is under examination. The 
mainstream idea of the Q.E. theory 
is based on a methodology which 
uses the olarifioation of mathematio 
equations subjeot to oonditions 
which also be considered. Inasmuoh 
as the dependent variables 
revealthe behavior of the seleoted 
model. The generator produoes 
random values which determine 
the attributes of the dependent 
variable. This prooedure is 
integrated with the independent 
variables which interactwith them. 
The dependent variables determine 
the behavior of the independent 
variables. Therefore, we have two 
cases^

• The analysis of the behavior of 
the model.This analysis is the 
souroe of the determination of 
the behavior of the model. This
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approach is used for the 
comparability analysis of the 
model.

• The frequency analysis
behavior. This scrutiny is about 
the behavior of the dependent 
variables tithe independent 
variables. The basis of this 
procedure is about the number 
of appearances between the 
equations which are under 
consideration. Shows the impact 
of the determined model 
through the comparisons
between different facets.
[Challoumis, 2018f]

Thence, the Q.E. methodhas 
fourcrucial steps. Thence,the steps 
are these:

• The first step is about the 
assumptions which make the 
scientist initially for the model. 
The assumptions are in the 
same line with the scope of the 
examination of the model. These 
assumptions or hypotheses are 
connected with all steps. The 
assumptions are connected with 
the second step of the generator, 
where the model is studied. 
Moreover, this affiliated with 
the conclusions, as at his stage 
the scientist confirms the 
reliability and sustainability of 
the model.

• The second step is about the 
generator. To this step, the

generator produces the values 
for the independent variables, 
with the purpose to clarify the 
behavior of the dependent 
variables. The clarification of 
the behavior of the dependent 
variables with their turn 
clarifies the behavior of the 
mode. Inasmuch as the 
procedure needs at least two 
mathematical equations. Then, 
the procedure is based on the 
lack of the addition of some 
variables. Therefore, it is 
plausible to determine the 
behavior of the model. This 
behavior is determined by (i) the 
analysis of the behavior of the 
model and (ii) by the frequency 
analysis of the model.

• The third step is about the 
conclusions. If the conclusions 
comply with the initial 
assumption of the first step, 
then the model is reliable. But, 
if the initial hypotheses and the 
results are not in the same line, 
the procedure continues. This 
means that the scientist 
proceeds through the fourth 
step, of the feedback.

• The feedback is about the fourth 
step. This step permits the re- 
modification of the model until 
to find its’ appropriate form.

The scheme for this procedure is
represented below:
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Behavior analysis

Figure 1: Q.E. prooedure

Thereupon, from the prior figure of 
the Q.E. prooedure, we obtain the 
meohanism which has been 
desoribed to upper through the four 
steps of the olarifioation of the 
model. Thenoe, using that 
methodology is plausible to clarify 
the model.

3. Allooation of profits and 
losses

The allocation of profit and loses 
entered the international 
economics the role of the 
multinational enterprises. The 
world tradehas affected by these 
allocations. The companies which 
are responsible for these allocations 
are the multinational enterprises, 
known as MNEs. The MNEs then 
are about the companies which 
participate in controlled 
transactions. The growth of  the 
MNEs caused a complex taxation

system. The tax administration and 
the MNEs have a complexity which 
came from the multinational rules. 
The fact is that each country has 
separate rules for the companies 
which participate in controlled 
transactions. Then, the importance 
of adoption of international rules 
from the countries is crucial for the 
taxation of the MNEs.The contracts 
and the agreements between the 
participants of control transactions 
are these which determine the 
allocation of profits and losses. To 
the agreements should be 
mentioned the changes in the 
contracts. This is the reason why 
the tax authorities should make 
periodic inspections. The periodic 
specification of contracts is crucial 
for the comparability analysis. 
These periodic inspections of the 
companies which participate in 
controlled transactions are 
significant for the arm’s length

Ekonom sk i signali  4



Ekonom sk i signali, 2018, 13(2): 001-014

principle. Then, the determination 
of the cost sharing depends on the 
periodic check of companies which 
are tested parties.1 The scope of the 
companies of controlled 
transactions is to face the issues 
that are connected with the 
taxation of their activities. 
Therefrom, the requirements for 
the companies of controlled 
transactions with the tax 
authorities should be in the range 
of the arm’s length principle. 
Thereupon, the adequate 
agreements of the companies of 
controlled transactions are those 
which permit them the 
maximization of their profits in tax 
environments with low tax rate and 
the maximization of costs in 
economic environments with the 
high tax rate. But, the MNEs need 
to comply with the regulations of 
the law of the public and tax 
authorities agreements. The 
international taxation principles of 
the OECD member countries serve 
the objectives of the authorities. 
Therefore, is plausible the 
avoidance of the double taxation, 
thereby minimizing the conflicts 
between different tax systems. 
Thereupon, the international trade 
is promoted by the implementation 
of these tax agreements of the 
OECD countries. The purpose of 
the world trade through a 
multilateral and nondiscriminatory 
axis permits the global economic

growth. But, from the practice has 
been proven that the transfer 
pricing methods of companies are 
used with that way to minimize 
their losses and to maximize their 
utility, by tax evasions.

The mutual agreements between 
the governments govern the 
resolution of transfer pricing cases 
between the OECD member 
countries. The article 9 of the 
OECD about the model tax 
convention shows that the 
requested adjustment should 
comply with the principles of tax 
transactions. Then, the competent 
authorities are expected to take a 
cooperative approach for the 
mutual agreements. One issue is 
about the allocation of the burden 
of proof. In most jurisdictions, the 
tax administrations have the 
burden of proof.

One more theme is the risks of the 
cost-sharing. The companies 
undertake commercial activities to 
make profits, but these activities 
are in line with risk issues. The 
opportunities which come from 
these activities are carried through 
uncertainty. The hypotheses of 
risks associated with the 
commercial opportunity. The 
allocation of risks assumed 
between the parties to the 
arrangements affects the way that 
transactions are allocated between 
these companies which participate
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in controlled transactions. Thence, 
the authorities should take 
undermine that the oomparability 
prooedure between the oontrolled 
and the uncontrolled transaotions 
are subjeot to multiple faotors and 
not only between profits and losses.

Moreover should be notified that 
the oompanies of controlled 
transaotions and at the same time 
the inspeotions of tax authorities 
are done under the oondition of the 
proportional adjustments.
[Challoumis, 2018e] The 
interpretation of the oondition of 
the proportional adjustments is 
that the oompanies which 
partioipate in controlled 
transaotions many times don’t have 
the appropriate data and 
uncontrolled transaotions of similar 
oiroumstanoes to oompare and 
therefore they adjust their data 
with proportional way. This means 
that if the oompanies which are 
tested parties conclude that the 
profits and losses of oompanies 
from uncontrolled transaotions are 
muoh higher or muoh fewer then 
they make a proportional analogy 
to oompare them with their data. 
Both tax administrations and 
taxpayers faoe difficulties in 
peroeiving adequate information to 
apply the arm’s length prinoiple. 
The reason for this situation is that 
the arm’s length prinoiple requires 
from the authorities and the

taxpayers to estimatethe 
uncontrolled transaotions, with a 
laok of data. In any oase, the 
subjeot of these aotivities is based 
on the produotion of goods and 
servioes. Thenoe, the produotion of 
goods and/or servioes oreates
profits and oosts for the 
enterprises. [Challoumis, 2018d] 
Forasmuch asfrom the prior 
scrutiny, we have thaF
[Challoumis, 2018c]

u = s(zf + žd) (l)

z = \ž-l\  (2)

Aooording to the prior equations 
presented their interpretations. 
The symbol u is about the impaot 
faotor of the comparability analysis 
which has any method to thes. The 
symbol z is a ooeffioient which 
takes values between 0 and 1. 
What value oould reoeive is 
determined by the influenoe of the 
method (using the best method 
rule) to thes. The symbol of f  is 
about the oost which oomes up from 
the produotion of goods, and the 
symbol of d is about the oost which 
oomes from the distribution of the 
goods. Then through these 
expressions, we havethe oosts of 
produotion and of distribution of 
goods in relevanoe with the tax 
rate. These oonditions show that 
the method which the oompanies 
ohoose to influenoe thtoe faotors of 
the f  and of d. Thenoe, the best
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method rule has a significant 
impact to the comparability 
analysis. According to equations 
from (1) to (2) is plausible to 
determine the following equations:

uc = z f + žd. (3)

b= (p-uc )*_/*! (4)

Therefore, we have the next 
symbols. The symbol of b in the 
prior equation is about the amount 
of taxes that should pay the 
companies of controlled 
transactions in the application of 
the arm’s length principle. The 
symbol of uc is about the amount of 
tax obligations that companies can 
avoid through the allocations of 
profits and losses. Moreover, the of 
symbol j r is about the coefficient of 
tax. Then, the equation (4) shows 
the case of the arm’s length 
principle. The authorities tax these 
amounts, which companies of 
controlled transactions present to 
them. In addition to the case of 
fixed length principle we have the 
next equation:

v = p*)2 (5)

The symbol of v to the previous 
equation shows the taxes that 
should pay the enterprises of 
controlled transactions in the 
application of the fixed length 
principle. Then, j 2 is a coefficient 
for the rate of taxes in the case of 
fixed length principle. Thence, the

authorities set a minimum rate of 
allocations to the controlled 
transaction. The knowledge of the 
behavior of the MNEs has showed 
that the OECD member countries 
have an orientation to face the tax 
evasion of companies of controlled 
transections. Thereupon, we obtain 
according to the priortheory that:

v > b (6)

The fixed length principle secures 
that the MNEs should pay for their 
allocation of profits and losses, a 
minimum rate of tax. Inasmuch as, 
the companies which participate in 
controlled transactions because of 
the flexibility that they have by the 
use of the best method rule, have 
minimum obligations to the 
authorities. The tax for the 
companies which participate in 
controlled transactions of transfer 
pricing in the case of fixed length 
principle is higher or at least equal 
with that of the case of the arm’s 
length principle. Thence, the fixed 
length principle uses a minimum 
security tax level for its approach. 
Thereupon, with the fixed length 
principle the enterprises of 
controlled transactions are able to 
tackle issues which come from the 
allocation of the profits and losses. 
Thence, the tax authorities are able 
to face the transfer pricing effects 
to the global tax revenue. The fixed 
length principle permits to recover 
the tax losses of the global tax
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revenue from the controlled 
transactions of the transfer prioing. 
The fixed length prinoiple admits a 
minimum allocation through the 
international praotioes of these 
enterprises. The advanoe of the 
ohoioe of the tax the method which 
have the MNEs servesas the best 
way the allocation of profits and 
losses. Hence, withthat way, the 
oompanies of uncontrolled 
transaotions are disoriminated.

4. The cycle of money and the 
ideal approaoh of  the cycle 
of money [Challoumis, 2018]

In this section are analyzed issues 
about the theory of cycle of money 
and of the theory of ideal cycle of 
money. Thence, the tax revenues 
correspond to the savings that the 
enterprises could have if  the taxes 
were avoided. The way that these 
savings are administrated is 
different from case to case. Then 
the benefits of the companies could 
be managed in a completely 
different way, as could be saved or 
could be taxed. The theory of the 
cycle of money shows when the 
savings enforce the economy and 
when the taxes robust the economy. 
It is critical for this clarification to 
be a separation of savings into the 
non-returned savings (or escaped 
savings) and into the returned 
savings (or enforcement savings). 
For the scope of this analysis below

are demonstrated the 
which arê

equations

a = as+ at, M, ;  + â (7)

xm = m — a (8)

m = n + ap (9)

(10)

a = Ym a ■ ap Zj$=0 apj (11)

%
= &a (12)

% _
* &a m (13)

%+ = %m — %t—6 * (14)

The variable of ahas symbolized 
the case of the escaped savings. 
This means that we have savings 
which are not returned back to the 
economy or come back after a long- 
term period. The variable of as 
symbolizes the case that we have 
escaped savings which come from 
transfer pricing activities. The 
variable of at is symbolizes the case 
that we have escaped savings not 
from transfer pricing activities but 
from any other commercial activity. 
For instance at could refer to the 
commercial activities which come 
from the uncontrolled transactions. 
The variable of m symbolizes the 
financial liquidity in an economy. 
The variable of p symbolizes the 
consumption in an economy. The
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variable of ap symbolizes the
enforcement savings, which come 
from the citizens and from small
and medium sized enterprises. The
variable of xm symbolizes the
condition of  financial liquidity in an 
economy. The variable of cm 
symbolizes the velocity of financial 
liquidity increases or decreases. 
The variable of ca symbolizes the 
velocity of escaped savings.
Therefore, the variable of c+ 
symbolizes the term of the cycle of 
money. Thereupon, the cycle of 
money shows the level of the
dynamic of the economy and of its
robustness. The cycle of money 
shows the situation of the economy. 
It presents the level of the well- 
structured tax system and in 
general the dynamic of the
economy. If this indicator has a 
high value the economy has 
increaseda its dynamic. The cycle of 
money consisted of two factors, as 
the equation (14) shows there is the 
velocity of  financial liquidity and of 
the escaped savings. The velocity of 
financial liquidity shows how 
rapidly the economy robustness 
grows or declines accordingly. The 
velocity of escaped savings shows 
how rapidly the non-return savings 
are lost from the market, or by the 
lack of investments, or by the lack 
of consumption. As uncontrolled 
transactions in the theory of cycle 
of money are the case of

commercial activity of citizens, the 
small and medium-size enterprises, 
the factories, the research centers, 
and any kind of commercial activity 
that cannot substitute by the 
companies of controlled 
transactions. On the other hand, 
the controlled transactions in the 
theory of cycle of money are 
considered not only to the cases of 
transfer pricing but at any kind of 
administration of allocations to 
avoid taxation. There are some 
impact factors about the rewarding 
taxes. The rewarding taxes are the 
only taxes which have a 
significantimpact in the market of 
any economy. These factors are 
affiliated with:

• The first rewarding tax is about 
the education

• The second rewarding tax is 
about the health system

• The third rewarding tax is about 
the rest of the relevant 
structural economic factors of 
the previous two impact factors. 
Thence, the rest rewarding 
impact factors are elements 
which are connected with 
secondary or supportive 
activities to the education and to 
the health system.

Based on that analysis, we have 
the scheme below:
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Figure 2- The cycle of money with rewarding taxes

In the prior imagies presented the 
oase that in the tax system are 
oonsidered all the tax faotors and 
with all the rewarding tax faotors. 
The rewarding taxes have the 
speoial oharaoteristio that the taxes 
return immediate to the economy, 
enforoing its dynamic and then its 
robustness. The theoretioal 
scrutiny and the mathematioal 
approaoh is used the Q.E. method 
to extract oonolusions about the 
behavior of this model.

5. Mathematical and 
theoretioal analysis

In this seotion, we have the 
mathematioal approaoh of the prior 
scrutiny, about the cycle of money 
with the velooity of esoaped savings 
and the velocity of finanoial 
liquidity. For the purposes of the 
mathematioal approaoh of the cycle 
of money we use the prior

equations subject to the next 
condition-

N>ap>at>as (15)

Therefore, we use the equation 
from (6) to (15) and the next table 
for the ooeffioients of the values of 
the cycle of money. Thenoe, the 
following table uses the values for 
the generator, which produoe 
random numbers for the 
olarifioation of the model, using the 
fuzzy logio theoretioal background 
of the Q.E. theory. Then, we have 
that-

F actors V a lu es
as 0.6
at 0.7
N 0.9
ap 0.8

Table- Compiling ooeffioients
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The randomization process of the 
generator clarifies the model. The 
generator of this procedure used 
the coefficients which appeared on 
the previous table. Therefrom, the 
factors have an upper limit of 1, 
and a lower limit 0, but s and s are

plausible to receive values greater 
than one as their mathematical 
structure allow this. After 461 
iterations of the model using the 
conditions of the equation (15) 
extracted the following diagram:

Figure 3: Velocities of escaped savings and of financial liquidity

According to the prior figure, the 
velocity of financial liquidity is 
growing much faster than the 
velocity of the velocity of the 
escaped savings. This shows that 
under normal economic 
circumstances the dynamic of any 
economy is positive. Then, the 
dynamic of the economy is 
increased when there the rate 
escaped savings is lower than the 
rate of financial liquidity. 
Therefore, we conclude that the 
relation of the economic velocities 
under the conditions of equation 
(15) is determined by the next 
equation:

ca = ln(cm) + c (16)

To the prior equation, csymbolizes 
a constant. Therefore the equation 
between the equations (14) to (16) 
determines the relation of the cycle
of money:

c+ cm c (17)

cm + c 2 (18)

Thereupon, we have that when the 
financial liquidity is higher than 
the escaped savings, then the cycle 
of money and therefore the 
dynamics of the economy is 
increased with that form. Then,
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when in the economy the 
enforcement savings are higher 
than the esoaped savings,the cycle 
of money grows under a 
logarithmio form. The velooity of 
esoaped savings inoreases with a 
logarithmio form, but the finanoial 
liquidity inoreases proportionally, 
without logarithm inorease. Then, 
the result is the growth of the 
economy. The interpretation of this 
eoonomio situation is that the 
economy is robust when the 
savings are not lost in the economy 
but are invested or used for 
oonsumption. Thenoe, if the money 
for this prooedure is saved and 
reused and not excluded from the 
economy, to savings that are not re- 
inputted, then the dynamic of the 
economy would be empowered. 
Inasmuch as the appropriate 
oombination of finanoial liquidity 
with the savings leads the growth 
of the eoonomy.

6. Conclusions
To this paper has shown that the 
eoonomy has a positive dynamic 
when the authorities give to the 
society an appropriate eoonomio 
environment. Thenoe, when the 
finanoial liquidity of the economy is 
higher than the esoaped savings, 
the cycle of money has a positive 
impaot on the economy. Then, the 
oonsumption and the investments 
in this economy will be in the high 
level. Therefore, the adequate tax

regulations by the authorities 
empower the eoonomy. The publio 
and tax authorities when modifying 
the savings whioh are used inside 
the economy and not excluded from 
the limits of the economy the 
eoonomio dynamic is enforoed. 
Forasmuoh as the inorease in the 
oonsumption and of the 
investments minimizes the esoaped 
savings and simultaneously 
maximizes the finanoial liquidity.
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