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This book was written as an independent study in applied economic research. Although it is based on the methodology of System K, it does not require the reader to have studied the previous work. The fundamental concepts are introduced in the opening chapter and subsequently applied through a series of case studies.

The purpose of this work is not to restate the theoretical foundations of System K, but to demonstrate how its methodology can be used as a tool for economic observation. The emphasis shifts from the question "What is System K?" to "How can it be applied to the analysis of real goods, production processes, and economic relationships?"

This work is intended for readers interested in applied economic analysis, including economic analysts, business consultants, organizational executives, researchers, and professionals seeking a different framework for analysing production. No prior specialized knowledge of System K is required; only a willingness to consider production not merely as a market price, but as a measurable phenomenon.

The central idea underlying this book is straightforward: production, the market, and distribution are not the same thing. Production can be observed as a physical process. The market assigns value to that process through prices. Distribution allocates the resulting economic outcome among the participating economic actors. The Demand and Scarcity Index (D) is employed as an analytical tool for comparing the productive basis and market valuation.

The studies presented in the following chapters should not be interpreted as definitive or final measurements. Rather, they constitute applied examples of a methodological approach. Gold, steel, aluminum, cement, wheat, rice, cotton, milk, chicken, and diamonds are used as examples to explore how a method that distinguishes production from the market may function.

In this sense, the present work does not ask the reader to accept a complete economic system. Instead, it asks the reader to consider whether economic value can be observed more clearly when production is measured independent from market price. This question forms the starting point of the methodological analysis that follows.
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This book focuses on applied research and the practical application of the System K methodology. Its theoretical foundations are presented in Real Value Economics: System K, while this book examines how the methodology can be applied to real goods, production processes, and economic analysis.

The methodology is based on the principles of objective production measurement, the K unit, and the distinction between production, economic distribution, and the market, examining how these principles can be applied to economic analysis.

The case studies presented in this volume are not intended to provide definitive conclusions or to replace existing economic approaches. Rather, they serve as applied examples of a methodology that seeks to observe production independently of market valuations.

The purpose of this work is to explore whether measuring the real productive burden can serve as a tool for economic analysis and contribute to the broader scientific discussion on the measurement of economic value.

This book is intended for researchers, economic analysts, organizational executives, business consultants, and readers interested in developing methodologies for economic observation based on measurable production data.
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STATEMENT OF PURPOSE
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The sole purpose of this work is to contribute to the scientific, research, and methodological discussion on the measurement of economic value through the application of System K.

This book does not seek to replace existing economic theories or to propose a new normative economic system. Rather, it presents an applied research approach that examines whether the production process can be observed and analyzed independently of the market's monetary valuations.

The case studies included in this work serve as applied examples of the proposed methodology and are intended to evaluate its analytical usefulness across different productive sectors and economic environments.

Any future application or further development of the ideas presented in this work remains exclusively within the domain of scientific research, academic discussion, and theoretical inquiry.
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DISCLAIMER
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This work is a theoretical and applied research study and does not constitute a public policy proposal, an investment proposal, a financial product, a legal opinion, or a guide for economic or financial decision-making.

The analyses, case studies, examples, and calculations presented in this book are intended exclusively for research and educational purposes. Their purpose is to examine the possibility of applying a production measurement methodology rather than to provide forecasts or to provide guaranteed economic outcomes.

The author assumes no responsibility for any direct or indirect consequences arising from the interpretation or use of the content of this work beyond its intended academic, research, or educational context.

All examples, numerical applications, and comparative analyses are presented solely to support the theoretical investigation and the scientific discussion on the measurement of economic value.
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PART I


FOUNDATIONS
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The first part presents the basic methodological foundation of System K. The analysis focuses on the measurement of production, the K Unit, the formation of the Base Price, the process of economic distribution, and the relationship between the Distribution Price and the Selling Price.

The purpose of this part is to establish the necessary theoretical and methodological framework so that the individual applications may be understood as a unified process of economic observation.
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CHAPTER 1


THE MEASUREMENT METHODOLOGY OF SYSTEM K


1.1 The Problem of Economic Measurement
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From the emergence of modern economic science to the present day, the observation of economic activity has been based primarily on monetary measures. The prices of goods, exchange rates, inflation indices, Gross Domestic Product, and national accounting systems constitute fundamental tools for understanding the functioning of economies (Samuelson and Nordhaus, 2021; Mankiw, 2024). This development enabled the advancement of modern macroeconomic analysis, but it does not fully answer a different question: can production itself be measured independently of the final price that a good acquires in the market? System K was developed precisely to investigate this question. Its starting point is not the market but production. Before any good acquires economic value, it has already been produced through a real production process during which natural resources were consumed, energy was used, and productive equipment was employed. This process constitutes an objective fact and can be observed independently of subsequent price fluctuations. System K does not seek to replace existing economic theories nor to challenge the functioning of the market. Its objective is to introduce an additional level of economic observation in which production is treated as a measurable physical fact prior to any economic valuation.
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1.2 The K Unit
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Every science is based on commonly accepted units of measurement that make possible the objective observation and comparison of physical phenomena. Physics uses the meter, the kilogram, and the second, while mechanical engineering and energy science use corresponding units for measuring physical quantities. Following the same logic, System K introduces the K Unit as a common unit of reference for the production process. The K Unit is not a currency, a financial instrument, or an accounting unit of valuation. It is a unit for measuring the real productive burden, allowing production to be recorded independently of the monetary fluctuations of the market. In the present study, the assumption is maintained that one K Unit corresponds to one megawatt-hour (1 MWh). This choice does not transform energy into money. It uses an objectively measurable physical unit as a common point of reference, allowing different goods to be examined through a unified methodology.
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1.3 The Measurement of Production (αₖ)
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The production of a good is not expressed exclusively by energy consumption. Every production process requires the operation of machinery, installations, and productive equipment, all of which are subject to physical wear during their use. For this reason, System K uses the measurement αₖ as the basic measure for observing production. The αₖ expresses the total physical burden required for the creation of a good before any economic distribution or market valuation. It does not constitute economic value or a market price. It is exclusively a measure of the real productive burden. The use of a single measure makes it possible to apply a common methodology to different productive sectors, from mining to industry, agriculture, and manufacturing.
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1.4 Measuring Production through αₖ


[image: ]


In System K, the measurement of production is defined as the sum of two physically observable quantities:

αₖ = Energy + Wear

Energy represents the direct energy burden required during the production of a good. Wear expresses the burden sustained by productive equipment as a result of its use during the same process. The selection of these two quantities is not accidental. Both can be observed as real characteristics of production and do not depend on the monetary valuations of the market. By contrast, labor compensation, business profit, and the final selling price appear at later stages of the economic process. For this reason, they do not form part of the αₖ measurement but are examined independently of production.
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1.5 The Avoidance of Double Counting
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One of the most important principles of the System K methodology is the avoidance of double counting of the productive burden (Leontief, 1986). The raw materials used in a new production process have already been produced at an earlier stage, and the corresponding energy burden and wear have already been recorded. If the same productive burden is added again at every subsequent stage, then the total productive burden will be artificially inflated without corresponding to any new real production. A characteristic example is the production chain of iron ore – steel – automobiles . The energy burden required for the production of the iron ore should not be recorded again during the production of steel and again during the manufacture of the automobile. For this reason, System K records at each stage only the new productive burden created during the specific production process. In this way, every physical event is measured only once, preserving the consistency and objectivity of the methodology.
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1.6 The αₖ Notation
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In its original formulation System K, the measurement of production was denoted by the symbol α. In the present work, the notation αₖ is adopted as a methodological improvement that facilitates the application of the theory and clarifies the object of measurement. The subscript K indicates that the measurement is expressed in K Units and refers exclusively to the real productive burden of a specific good. The new notation does not alter the content of the theory but makes the distinction between production measurement and the economic quantities that appear in the subsequent stages of the economic process clearer. The symbol αₖ is used as the basic measure of production and as the starting point for all the applications that follow.
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1.7 Production as the Object of Measurement
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In System K, production constitutes the first level of economic observation. The analysis begins at the moment when a good is created through a real production process and not at the moment when it acquires a price in the market. Production is treated as a physical fact. The energy consumed and the wear sustained by productive equipment constitute objective characteristics of the process and can be measured independently of market conditions. The completion of the production process leads to the determination of the real productive burden and to the formation of the Base Price, which constitutes the first economic point of reference of the methodology. This approach makes it possible to examine different goods through a common methodology. Whether the good is gold, steel, agricultural products, or industrial goods, the first question always remains the same: what was the real productive burden required for the creation of the good? Production constitutes the starting point of the entire methodology of System K.
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1.8 The Distribution of Economic Value
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Following the completion of production, the economic distribution of the value generated is determined. At this level, the real productive burden has already been established and remains unchanged. The economic process now concerns the allocation of the value generated among the factors participating in the creation of the good.

Distribution includes labor compensation, business profit, and the institutional coefficient X, which expresses the institutional participation of the state in the economic distribution of the value generated (Samuelson and Nordhaus, 2021). These quantities do not create any new productive burden but express the economic allocation of the value resulting from the production process.

The determination of these quantities leads to the formation of the Distribution Price, which expresses the economic distribution of the value generated within the framework of System K.

Theoretically, the institutional coefficient X forms part of the economic distribution of the value generated. In practical application, however, the state's claim corresponding to the institutional coefficient X arises only upon the final sale of the good or service. For this reason, the Distribution Price reflects the economic distribution before the realization of the institutional coefficient X, while the corresponding claim of the state is automatically created and settled at the moment of the final transaction.
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1.9 The Market as a Valuation Mechanism
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Following the completion of production and economic distribution, the good enters the market. At this stage, it acquires its final monetary valuation through the interaction of supply and demand (Mankiw, 2024), commercial relations, the expectations of economic agents, and the institutional characteristics of the economic environment. The price observed in the market does not constitute a measurement of production nor an element of economic distribution. It constitutes the final selling price of the good as it is formed under actual market conditions. For this reason, System K does not use the market price to measure production, but to compare the market valuation with the Distribution Price. Production, distribution, and the market constitute three distinct levels of the economic process, each performing a different function.
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1.10 Methodological Assumptions of the Applications
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The applications presented in this book demonstrate the operation of the System K methodology under the current conditions of the FIAT economy. Since no economy currently operates fully under a System K regime, it is not possible to empirically observe all the quantities provided for by the methodology.

For this reason, the quantities relating to production, economic distribution, and the valuation of economic quantities in K units are presented through methodological assumptions adopted for the applications, which are used exclusively to demonstrate the operation of System K. By contrast, market valuation is based on actual observed prices in the FIAT economy, which are converted into K units exclusively for the purposes of comparative economic analysis.

In the complete System K, the institutional coefficient X forms part of the economic distribution of the value generated. At the final sale of the good, however, the state's corresponding claim is created and automatically transferred to the state upon completion of the transaction. Since no economy currently operates under a System K regime, the applications presented in this book use actual market prices from the FIAT economy as the closest available empirical point of reference for the application of the methodology.

Consequently, these applications do not constitute an empirical representation of an economy operating under a System K regime, but methodological applications intended to present, evaluate, and comparatively analyse the analytical framework of System K.
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1.11 The Separation of Production – Distribution – Market
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The fundamental methodological principle of System K is summarized in the clear separation of three distinct levels of economic observation: production, distribution, and the market. Production constitutes the stage during which the good is created and is measured through the real productive burden (αₖ). Distribution constitutes the stage during which the economic allocation of the value generated is determined, including labor compensation, business profit, and the institutional coefficient X. This determination leads to the formation of the Distribution Price. Theoretically, the institutional coefficient X forms part of the economic distribution. In practical application, however, the corresponding claim of the state arises and is automatically remitted to the state upon the final sale of the good. The market constitutes the stage of final economic valuation, during which the actual selling price of the good is formed. This separation makes it possible to study each level of the economic process independently, without confusing physical production with economic distribution or market valuation. This methodology is applied to real goods in order to examine how real production can constitute an independent object of economic measurement and analysis.
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