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Abstract: This paper discusses the velocities of the minimum escaped 
concerning financial liquidity. This implies that the conduct of the money 
cycle in normal circumstances is examined, considering the velocity of 
minimal level managed to escape cash reserves and the acceleration of cash 
flow. As a result, the money cycle determines how the economy works. As a 
result, it is reasonable to reach conclusions about consumer spending and 
investment in each economy. A Q.E. approach framework is used for this 
assessment.
Keywords: cycle of money, mixed savings, financial liquidity

1. Introduction
The issue of savings is a key point in 
managing an economy. Why is that? 
The answer comes from the Cycle of 
Money theory. The answer is that 
savings do not always have a posi
tive role in an economy. An economy 
needs savings, as long as they are 
made within the domestic financial 
system. If such savings take place 
outside the domestic financial sys

tem, then things are different. The 
Cycle of Money theory distinguishes 
between enforcement savings and 
escape savings. Enforcement sa
vings are savings that keep money 
within the financial system, and 
escape savings are those that leave 
the domestic financial system. The 
behavior of the money cycle once 
combined with the velocity of mini
mum escaped savings and the ve
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locity of financial liquidity is inves
tigated in this paper. This work 
approaches the attitude of the 
money cycle and how it works 
through the Q.E. method, as well as 
conclusions about consumption and 
investments in that case. In addi
tion, after analyzing the model, the 
characteristics of the velocity of 
minimum escaped savings and the 
velocity of financial liquidity were 
discovered. As determined by the 
minimum escaped savings, the 
money stays in the country's eco
nomy and is not saved in tax ha
vens. Mixed escaped savings, on the 
other hand, are savings in which 
some of them remain in the coun
try's economy while others leave to 
be saved in tax havens (Aakre & 
Rübbelke, 2010; Ewert, Loer, & 
Thomann, 2021; Persson & Tinghög, 
2020; Swanstrom, Dreier, & 
Mollenkopf, 2002).

Agreements among both respon
dents encountered in the process 
determine how profits and losses 
are allocated. Contract modifica
tions should be noted in the agree
ments. That's why the tax office 
should conduct regular audits. 
Agreements must be specified regu
larly to be comparable. The arm's 
length principle necessitates regu
lar checks of companies involved in 
financial activities. The cost-sha
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ring is then based strictly on a re
view process of tested parties' corpo
rates (GVELESIANI, 2019; Kana- 
nen, 2012; Marques, 2019; Silva, 
Silvestre, & Amaral, 2020; Spiel, 
Schober, & Strohmeier, 2018; Vic- 
tral, Grossi, Ramos, & Gontijo, 
2020). The purpose of governed 
contract businesses is to deal with 
taxation issues related to their acti
vities. As a result, the arm's length 
principle should cover the require
ments for firms operating in con
tracts with tax offices (Arabyan, 
2016; Challoumis, 2019a; Johnston 
& Ballard, 2016; Leckel, Veilleux, & 
Dana, 2020; Maier, 2012; Martin & 
Freeland, 2021; Nowlin, Gupta, & 
Ripberger, 2020; Suslov & Basa- 
reva, 2020; Torres Salcido, del Roble 
Pensado Leglise, & Smolski, 2015). 
As a result, controlled transaction 
firms can increase earnings in low- 
tax contexts while reducing expen
ses in high-tax situations with the 
right agreement.

Controlled transaction companies 
should be informed that the tax de
partment is examining them under 
the situation of approximately equal 
modifications (Haskel & Westlake, 
2021; Lucchese & Pianta, 2020; Pir- 
cher, 2020; Ribasauskiene et al., 
2019; Ruiz, Jurado, Moral, Uclés, & 
Viruel, 2017). The proportional ad
justment condition is interpreted as
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follows: companies that participate 
in payments regularly lack this 
same valid information and uncon
trolled transactions of similar 
situations to compare, so they corre
spondingly adjust their data 
(Challoumis, 2018b, 2019c, 2021c, 
2023b, 2023a). This implies that if 
the tested groups conclude that the 
proceeds of businesses from unres
trained transactions are consi
derably higher or substantially 
lower, they try comparing them 
with their data using a commen
surate analogy (Adhikari, Derashid, 
& Zhang, 2006; Miailhe, 2017; 
Noland, 2020; Ud Din, Mangla, & 
Jamil, 2016). The output of products 
or services generates profits and 
costs:

u = s(zf + zd) (1)

z = \z -  1| (2)

The sign u symbolizes the compa
rability analysis's impact factor, 
which can be any technique. A coe
fficient with a value number bet
ween 0 and 1 is denoted by the sym
bol z. The theory's effect on the s 
determines what value might be 
received (using the best method 
rule). The symbol f  represents the 
cost of producing goods, while the 
symbol d signifies the cost of 
distributing goods:

uc = z f  + zd (3)

b= (p-uc)*ji (4)

In the preceding equation, the sym
bol b represents the amount of taxa
tion that should be paid by the 
company engaged in financial acti
vities under the arm's length prin
ciple. The factor of tax liabilities 
that can be overlooked by assigning 
profits and losses is known as the uc. 
In addition, j 1 is indeed the tax rate 
ratio.

v = p*j2 (5)

The denoted v in the preceding for
mula represents the tax rates that 
should be paid by controlled pay
ment businesses when the fixed 
length concept is applied (Challo- 
umis, 2019b, 2020b, 2020a, 2021b, 
2021a, 2022c, 2022a, 2023c). Then, 
in the particular instance of the 
fixed length principle, j 2 is indeed a 
tax rate ratio:

v > b  (6)

The tax on corporates that take part 
in transfer pricing controlled tran
sactions under the fixed length 
criterion is higher or equal to the tax 
on businesses that take part under
neath the arm's length concept 
(Abate, Christidis, & Purwanto, 
2020; AICPA, 2017; Bartels, 2005; 
Fernando, 2022; Hussain, Meh- 
mood, Khan, & Tsimisaraka, 2022; 
Leimbach, Kriegler, Roming, &
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Schwanitz, 2017; Mohindra, 2007; 
OECD, 2020; Oueslati, 2015; Stone, 
2008) As a result of the fixed length 
essence, managed money transfer 
enterprises can address the pro
fitability issues presented. As a 
result, the tax department must 
deal with the effects of transfer 
pricing on worldwide tax revenue.

It is a completely theoretical case 
study to represent the difference 
between the two cases, The follo
wing section discusses the money 
cycle theory, The methodology is the 
Q.E. technique and its econometric 
approach,

Figure 1: Fixed length principle and Arm’s length principle

Fig. 1 depicts the operation of the 
fixed length theory and its amount 
assessment for defining the model's 
behavior. The brown color represen
ts the case where the fixed length is 
applied, and the blue line is the 
arm’s length principle, for the case 
where p is represented by a case 
study of v = x2*j2, and b= (x2-uc)*j\.
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2. Lterature Review
A state's public sector includes the 
central government, local govern
ments, and social security organi
zations. The role of the public sector 
in ensuring the smooth operation of 
the economy is critical. The public 
sector's functions include providing
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public goods and services, providing 
an institutional framework that 
ensures the smooth operation of the 
economy, and, more broadly, ensu
ring social balance and economic 
prosperity. For better implement
ation of the foregoing, the state 
employs a variety of policies, which 
will be discussed further below. The 
state can affect an economy's total 
expenditure, output, and income by 
changing one or more of its budget 
sizes. It accomplishes this by pur
suing fiscal policy, i.e. changing 
public policy. However, not all figu
res have the same economic impact. 
As a result, the state must make the 
necessary changes to these figures, 
always concerning the economic 
conditions that prevailed at the 
time. As a result, given the circum
stances, the state can pursue either 
an expansionary or a restrictive 
fiscal policy.
When a state pursues an expan
sionary fiscal policy, it increases 
public spending, reduces taxes, or 
increases external borrowing, whe
reas when a state pursues a restri
ctive fiscal policy, it reduces public 
spending, external borrowing, or 
increases taxes. Naturally, changes 
must be implemented in advance of 
undesirable phenomena such as a 
recession. Monetary policy refers to 
actions taken by the government to

influence the amount of money in 
the market, with the ultimate goal 
of stabilizing prices. An open mar
ket policy is one tool used to pursue 
this policy, which involves buying or 
selling government bonds or other 
debt securities on the open market 
(stock exchange) to reduce or incre
ase the money supply. The mini
mum liquidity ratio or reserve ratio 
that commercial banks are required 
to hold in percentages or deposits is 
a second instrument. Finally, the 
discount rate, which limits the inte
rest rate at which commercial banks 
can borrow money from the Central 
Bank, and the standing facilities, 
which allow banks to be financed by 
the central bank at a specific inte
rest rate to cover temporary liqui
dity needs and with specific 
securities as collateral (nana- 
Kwvoxavxivou, KavaBBag, & NxoKag, 
2013).
The public sector of a state is res
ponsible for providing public goods 
and services, providing an institu
tional framework that ensures the 
smooth operation of the economy, 
and ensuring social balance and 
economic prosperity. The state can 
affect an economy's total expendit
ure, output, and income by changing 
one or more of its budget sizes. It 
can pursue either an expansionary 
or a restrictive fiscal policy, and
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changes must be implemented in 
advance of undesirable phenomena 
such as a recession. Monetary policy 
involves actions taken by the gover
nment to influence the amount of 
money in the market, such as open 
market policy, minimum liquidity 
ratio, discount rate, and standing 
facilities.

3. Materials and methods
The concept of small and medium
sized enterprise is a much-debated 
concept from every angle, economic, 
political, and social. What is remar
kable in the category of SMEs is the 
large number of them at all stages 
of the production process (primary, 
secondary, tertiary production). 
Therefore, small and medium-sized 
enterprises are a link in the whole 
structure of the economy and deve
loped countries. Its importance is 
great since it contributes decisively 
to social balance, employment, the 
maintenance of conditions of comp
etition, the introduction of innova
tions, and generally to the dynamic 
progress of the economy. Tax 
revenues are equivalent to the cash 
reserves that business owners could 
realize if taxes have been managed 
to avoid. How these savings are 
distributed differs from context to 
context. The company's benefits can 
then be handled in a completely

different manner, as they've been 
saved or taxed, The money cycle the
ory explains when savings stimu
late economic growth and when 
taxes help the economy. Savings 
must be classified into non-savings 
(or managed to escape savings) as 
well as returned savings for this 
determination (or enforcement sa
vings). For this analysis, the follo
wing equations are shown:
a = as+ at (7)
xm = m — a (8)
m = p + ap (9)

p = U!:=oVi (10)
a = Y™ a¿-ij=0u,pj (11)
Cm dxm/d'w (12)
0  ̂— dxm / dŒ (13)

Cy = — Ca (14)

The a is for escaped savings for the 
savings that are not returning to the 
economy, or these amounts of mo
ney come back after a long run peri
od. The as is about the avoided sa
vings from transfer pricing activi
ties. The at. is for avoided savings 
from transfer pricing activities 
considering any other commercial 
activity. The at. is for commercial 
activities from unchecked transac
tions. The m is for financial liqui
dity. The p is for consumption. The 
ap is for the enforcement savings,
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which arrive from the residents as 
well as small and medium busi
nesses. The xm is for financial liqu
idity. The cm is for the velocity of 
financial liquidity. The ca is for the 
velocity of escaped savings. Thus, 
the cy is the cycle of money. As a re
sult, the money cycle or cycle of 
money reveals an economy's level of 
dynamic and robustness. Then the
re are the fundamentals of the mo
ney cycle.
Residents, small and medium-sized 
businesses, and individuals substi
tute the services and property of 
companies that save money but do 
not invest or consume it correspon
dingly in the economic system. As a 
result, the businesses of the tran
sactions are the primary source of 
savings. The country's economic de
clining economic dynamic is due to 
escaped savings. The key point of es
cape savings is that the companies 
responsible for controlled trans
actions of transfer pricing are held 
liable for the non-reentry of these 
financing into the market. This 
scenario contributes to a lack of cash 
flow in an economy.
Citizens or small and medium-sized 
businesses do not substitute contro
lled transactions when it is not 
possible to provide that added value 
to the products and services. This is 
particularly true for manufacturing

and research facilities. As a result, 
even if they engage in controlled 
transactions, these cases should 
indeed be taxed as uncontrolled 
transactions following relevant tax 
policy (using the fixed length prin
ciple). Enforcement savings account 
for the economy's high economic 
dynamic. As a result, citizens' and 
small and medium-sized businesses 
savings, investments, and consum
ption are the elements that result. 
The velocity of highly liquid assets 
indicates how fast the economy 
improves or declines in robustness. 
And there is an index that measures 
how much a country's economy is. 
The velocity of managing to escape 
future earnings is how fast non
return savings are lost inside the 
market because of a lack of invest
ments or consumption. The econo
mic situation is reflected in the 
money cycle. The overall economic 
dynamic, as well as the level of well- 
structured taxation. If this indicator 
is high, the economy is likely to be 
strong; otherwise, financial cash 
flow is limited.
Controlled transactions, according 
to the theory of the money cycle, in
clude other cases of price fixing but 
any form of profit and loss admi
nistering to avoid taxation. Unche
cked transactions are private busi
nesses of citizens, small and me
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dium-sized businesses, industrial 
plants, research institutions, or any 
type of commercial activity which 
can be substituted for transactions 
by corporations (Challoumis, 2018a, 
2020a; Kominers, Teytelboym, & 
Crawford, 2017; Kongats, McGet- 
rick, Raine, Voyer, & Nykiforuk, 
2019; Onur Kulaç, 2017; Romme & 
Meijer, 2020; Silva et al., 2020; 
Sultana, Or Rashid, Akter Eva, & 
Sultana, 2020; Zamudio & Cama, 
2020). The fixed length principle 
deals with issues like the money 
case cycle. However, this does not 
imply that the fixed length principle 
must be applied, as the cycle of 
money is a more popular theory that 
stretches beyond the scope of price 
fixing.

ciple, which enables low taxation of 
unchecked transactions and incre
ased taxes of controlled transa
ctions, the money cycle expands, It 
should be noted that when un
controlled exchanges are regarded, 
the same thing happens in terms of 
financial liquidity for citizens and 
smaller businesses. Tax incentives 
have three major impact factors. 
Rewarding taxes are the only ones 
that have an immediate and sig
nificant impact on any economy's 
market. These factors are related to 
education, each society's health sys
tem and the ones left relevant to the 
structural economics of the previous 
two criteria. Then, utilizing all of 
the variables:

As a result, whenever there is a tax 
system, like the fixed length prin-

Figure 2: The Money Cycle with Rewarding Taxes
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The prior scheme portrays the mo
ney cycle along with all the bene
ficial tax factors. Then, for the tax 
breaks:

txr+ &n hn +&m hm ( l4)
ar > «n*h„ > am*hm (15)
The previous two formulas made 
use of those factors., which are the 
ap, ar, an, hn,am and hm. The ar is for 
the rest rewarding taxes. The an is 
for education and any technical 
knowledge. The am is all about he
alth any of it pertinent and appre
ciative of this topic. The hn, and 
hm, are the health coefficient values 
and the health benefit aspect corres
pondingly.
Minimum savings and financial 
liquidity application:

<Xr O-mi + Yj = 1( r̂') j (l6)
<*s = Y'k=1(as)k

(17)
n = (h ) . = h + h *h +w *hp̂ L.tj = l(M-pJj 1 ,Ln ,Lm

(18)

at = Y,i=i(at)v (19)
a = as + at= Yf=i(as)k + Y£=i(at )v

(20)
m = ap + Y‘̂ =1mz (21)
0< ami < 1 (22)
From this point, it seems that both 
elements of recapitalization and re
investment are important, as it is 
concluded that industries and large

enterprises in general engaged in 
the primary sector have a mixed 
character. Of course, there is a basic 
condition, it is that they do not carry 
out controlled transactions. If they 
participate in controlled transac
tions, then their savings are mainly 
non-supportive and therefore belong 
to the excess savings. Thus, in the 
case of industrial units which do not 
participate in triangular transac
tions, it is considered that their sa
vings are partly supportive, and 
partly deferred savings (generally 
economic units which are not 
substituted by medium or medium- 
dynamic economic data). Also, if it is 
considered that companies engaged 
in product research and develop
ment have a large volume of tran
sactions, then it is understood that 
they are substituting medium-dyna
mic research units that would have 
boosted savings. For this reason, it 
is considered that this type of 
savings belongs to mixed savings. 
They have characteristics of both 
boosting savings due to their re
search nature, but also excessive 
savings because they concern a 
large volume of transactions.
In the previous equations the ami 
which represents mixed savings. 
The purpose of mixed savings is to 
represent the fact that factories, 
research and development centers,
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and other organizations have all 
escaped savings at the same time, 
The remaining symbols are already 
known, The general equilibrium ve
locities of the money cycle will be 
discussed in the section that follows,
The velocity of the escaped savings: 

= â0 * bn.(Cm — m̂ o) (23)
Cya = b1[(ca - cao)2 + cya o] ±b2 ( ̂  )
± b3(1/lnca) (24)
h1, b2, b3 = 0 and xt > 0, where i=1,2

(25)
In the prior equations the ca0 and 
the cm0 are accordingly the initial 
values of the velocity of escaped 
savings and the cycle of money, Fur
thermore, cy represents the general 
equation of the escaped savings, The 
following equations for accepting 
financial liquidity:

Cym b4[(Cm Cm0) + Cymo] ± b3(1/
Cm ) ± b6(1/lncm) (26)
b4, b5, b6 = 0 and xt (27)
xt > 0 , where i=1,2 (28)
The general form of the velocity of 
the cycle of money, The coefficients 
of bi, b2, b3 took two of them one 
constant value xt, and the other one 
is zero, The same happens with the 
coefficients of b4, b5, b6 which also 
two of them take one constant value 
Xi and the other one is zero, All 
possible combinations of velocities 
of escaped savings and financial 
Ekonomski signal 10

liquidities can thus be defined by
two concrete equations.
Cya = b3( l/lnca ) (29)
Cym b3 (1/Cm ) (30)

4. Results
The results are determined based on 
the prior mathematical equations 
and the following coefficients table:

Table 1: Compiling coefficients
as 0.6
at 0.7
P 0.9
ap 0.8
as 0.6
at 0.7
P 0.9
ap 0.8

The behavior of the money cycle is 
presented using the Q,E, method:

Figure 3: Cycle of money with 
its velocities
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According to the previous figure, the 
cash cycle is connected to a velocity 
of minimal level escaped cash reser
ves and the velocity of cash flow. As 
a result, financial liquidity has a 
performance and ultimately, wher
eas minimum escaped savings has a 
negative velocity. While the velocity 
of minimum escaped earnings previ
ously had a greater impact on the 
money cycle, it is eventually deter
mined also that the velocity of finan
cial liquidity has a significant impact 
than the velocity of lower limit ma
naged to escape savings (which here 
is approximately equal to zero the 
escaped savings). When the escaped 
savings approach zero, the money 
cycle begins, denoting that the fiscal 
economy has hit its zenith.

5. Discussion

The minimum escaped savings me
an that the money stays in the coun
try’s economic system. This has 
resulted in lower inflation and high
er currency rates as the economy 
has the full distribution of money 
and maximum reuse of them, and 
there is no need to affect the ban
king system and the banking inte
rest. If the economy has a high lack 
of money because of high interest 
rates, then the people will put high
er prices to counteract the expensive

cost of living, because of the dysfun
ction in financial liquidity, and the 
high tax rates. Then, proper reuse 
and distribution of money allow 
having lower taxes (and the oppo
site, meaning that lower taxes secu
re better liquidity, consumption, 
and savings, from the distribution 
and reuse of money). Inflation is a 
result of there being a lot of money 
which increases the prices. But 
inflation is because money is more 
than the functionality of the econo
my. This problem is solved by the 
theory of the Cycle of Money, which 
says that having a lot of money 
because of the proper functionality 
of the economy, resolves the issue, 
as the problem of inflation stands on 
the dysfunction between the incre
ased amount of money without ade
quate functionality. Therefore, this 
concept states that having a lot of 
money due to the proper functiona
lity of the economy resolves the 
issue of inflation, which is based on 
the dysfunction between the incre
ased amount of money without ade
quate functionality.

6. Conclusion

The money cycle determines how 
the economy works and is used to 
assess consumer spending and in
vestment in each economy. The velo-

Ekonom ski signali 11



Challoumis, C., Minimum escaped savings and financial liquidity in mathematical
representation

city of financial liquidity eventually 
has a greater impact on the money 
cycle than the velocity of minimum 
escaped savings, as demonstrated in 
this paper, It is concluded that when 
escaping savings is limited, the 
economy has the most positive ori
entation, This means that con
sumption and investment would be 
increased to their maximum levels 
in any economy, However, it is dis
covered that limited escaped sa
vings convert the logarithmic form 
of the velocity of escaped savings 
into a linear form,
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MINIMALNA UŠTEDA I FINANSIJSKA LIKVID
NOST U MATEMATIČKOM PREDSTAVLJANJU

Apstrakt: U ovom radu se razmatraju brzine minimalne uštede u pogledu 
finansijske likvidnosti. Ovo podrazumeva da se ispituje vođenje novčanog 
ciklusa u normalnim okolnostima, s obzirom na brzinu minimalnog nivoa 
koji je uspeo da izbegne gotovinske rezerve i ubrzanje toka gotovine. Kao 
rezultat toga, ciklus novca određuje kako funkcioniše ekonomija. Iz tih 
rezultata, razumno je doneti zaključke o potrošnji i investicijama u svakoj 
ekonomiji. A K.E. okvir pristupa se koristi za ovu procenu.

Ključne reči: ciklus novca, mešovita štednja, finansijska likvidnost
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