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THE THEORY OF ECONOMIC CYCLES BASED ON THE 
CAPITALISTIC TECHNIQUE OF PRODUCTION 

ALBERT AFTALION 

N response to the request of the editor of this 
REVIEW, Professor W. M. Persons, who has 

made such valuable contributions to the subject 
of economic cycles, I give below a summary of 
the theory of economic cycles set forth in my 
Crises pe'riodiques de surproduction,' and indicate 
the nature of the statistical evidence required 
to confirm the theory. 

My principal thesis is that the chief responsi- 
bility for cyclical fluctuations should be assigned 
to one of the characteristics of modern industrial 
technique, namely, the long period required for 
the production of fixed capital. 

To the consumer the value of goods purchased 
depends on the satisfaction which he expects to 
receive from them. To the producer the value 
of materials depends on the price which he 
expects to obtain for them upon resale after 
transformation, that is to say, the value depends 
on his forecast of future prices. My theory 
implies that the expectations of those directing 
production are alternately too optimistic and 
too pessimistic, a feature which it has in common 
with other theories. My theory differs from other 
theories, however, in the explanation given of 
the rhythm in the forecasts of business men. It 
does not appear that business men are, neces- 
sarily, consistently optimistic for several years 
and consistently pessimistic during other years. 
The rhythm in expectations results from the 
capitalistic technique of production, the neces- 
sity to, satisfy the needs of production, of an 
industrial equipment requiring a long time for 
its construction. In other words, the rhythm is 
a consequence of the long delay which often 
separates the moment when the production of 
goods is decided upon and a forecast is made 
from the moment when the manufacture is 
terminated, and the forecast is replaced by 
reality. 

A time comes, at the end of a period of depres- 
sion, when stocks of goods are greatly diminished 
and a shortage of certain classes of goods is 
observed. The particular classes of goods 
affected by this shortage, however, vary from 
one cycle to another. Let us classify goods, as 
is often done, according as the successive stages 
of transformation are farther and farther re- 
moved from the stage of final consumption and 
designate the classes as the first, second, third, 
fourth, fifth, sixth and so on. Experience shows 
that the goods of the first class, sold at retail 
to the consumer, do not appear to be among 
those in which cyclical movements originate. 

Let us suppose, for example, that the move- 
ment starts with goods of the third class, and 
that it is in this class that the insufficiency of 
merchandise and the exhaustion of stocks are 
observed. The prices of these goods may not 
increase. But merchants begin to buy them in 
greater quantity to restock their stores, and pro- 
ducers begin to order the products necessary for 
their manufacture, that is, goods of the fourth 
or fifth class. The prices of goods in these last 
classes may be the first to rise. There are prod- 
ucts, notably raw materials, sold in highly cen- 
tralized markets, the prices of which are very 
sensitive and vary with much greater rapidity 
than do those of the semi-manufactured and fin- 
ished goods in the manufacture of which they 
are used. Prices of raw materials usually rise 
first and go highest, even when the general 
movement does not originate with these goods. 

The increase of orders and the rise of prices 
will bring about, during the phase of the business 
cycle characterized by prosperity, an expansion 
of production. In this phase manufacturers are 
induced to increase industrial equipment, to en- 
large factories, or build new ones, either because 
the existing equipment does not make it possible 
to fill all the orders, or because the rise in prices 
has led to the expectation of a further rise. Great 
productive activity is displayed which affects 
principally fixed capital: industrial plants, blast 
furnaces, steam engines, manufacturing equip- 

'Paris: Marcel Riviere et Cie. I9I3. Tome I, "Les variations 
periodiqutes des prix et des revenuis " and " Les theories doominantes," 
Xii, 2,/ pp. Tome II, "Les mouvements periodiques de la pro- 
duction" and " Essai d'une theorie," 418 pp. 
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ment, machinery of all kinds, spinning jennies 
and weaving looms, electric installations, loco- 
motives, cars and shipping. 

But it takes time for the construction of fixed 
capital; that is to say, time is required in order 
that the extra iron ore mined may be fashioned, 
after successive transformations, into a finished 
pro(luct, and run on the tracks as a locomotive 
or turn in the machines as a spindle. As long as 
the industrial equipment in course of construc- 
tion is not finished, it does not adversely affect 
prices. Forecasts may remain optimistic. The 
insufficiency of ships or of electric lighting per- 
sists, in spite of the great number of ships on 
the ways or of electric installations in progress. 
Prices rise further. And this rise of prices occa- 
sions new orders and a new increase of the 
production of fixed capital. 

The prices which producers engaged in the 
successive stages of manufacture pay depend on 
their expectations of future prices and future 
demand. But they often forecast future prices 
on the basis of present prices and the present 
state of demand. That is the source of their 
errors. In the modern capitalistic technique the 
actual state of demand and prices is a bad index 
of future demand and prices, because of the long 
interval which separates the moment when new 
constructions are undertaken from that when 
they satisfy the demand. So long as the fixed 
capital under construction is not finished, de- 
mand may continue to be unsatisfied and prices 
may remain high. Production may increase 
without prices falling; and the period of pros- 
perity may thus be prolonged. 

But when the new projects are finished, the 
new factories and electric installations com- 
pleted, the new blast furnaces lighted, and the 
new looms, machines, locomotives, and ships 
delivered, prices begin to fall. Prosperity gives 
way to depression. 

For a certain time, however, large portions of 
the equipment previously ordered continue to be 
finished and delivered. These deliveries, even if 
they decrease slightly, are still very substantial. 
The fall of prices is accentuated and prolonged 
in spite of the great diminution of productive 
activity. 

Furthermore, the long time required for the 
manufacture of the equipment means a high 
cost of this equipment. An effort is therefore 

made to avoid letting it lie idle. After a sudden 
diminution in the production of consumption 
goods during the first months of falling prices, 
production is resumed in spite of prices which 
afford little opportunity for profit. The resump- 
tion of production of these goods holds their 
prices at a low level. 

During this period little new construction of 
industrial equipment is undertaken, and manu- 
facturers merely complete old orders. Produc- 
tion is greatly reduced; and forecasts of future 
prices remain pessimistic on account of the low 
level of current prices. The error in forecasts is 
the reverse of that of the preceding period. As 
during the period of prosperity a greater amount 
of construction of industrial equipment was 
undertaken than the "secular trend" of demand 
required, so now the amount of such construction 
begun is smaller than is required by the secular 
trend. This continues until there is again 
observed a certain insufficiency of products, as 
a result of the progressive diminution of stocks 
induced by the fall of prices, the slowing down 
of productive activity, the more and more pro- 
nounced declines in the deliveries of industrial 
equipment, and the secular trend of needs. New 
orders are given, hesitantly at first and then in 
greater volume. A new cycle begins. 

Slight fluctuations are inevitable in economic 
life. But the capitalistic technique of produc- 
tion, by its influence on forecasts and prices, 
magnifies these fluctuations, transforms them 
into wave movements of wide amplitude, and 
causes the fairly long cyclical variations which 
characterize modern economic development. 

To this deep-seated cause of cyclical move- 
ments there are added other factors, perhaps 
more obvious and striking, which have often 
received more attention from economists, but 
which, in my opinion, in spite of their very great 
importance, are subsidiary factors which inten- 
sify the effect of the fundamental one. 

This is the case of the rhythm of incomes. 
The cyclical movements of prices and produc- 
tion cause a very pronounced rhythm of incomes 
- wages, interest, and profits. The total income 
of the working class, for example, increases in 
time of prosperity, because of the rise in wages, 
longer hours, and the increase in the number of 
workers employed. Now, during prosperity the 
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increment of labor is applied principally to the 
construction of fixed capital, that is, to pro- 
duction which delivers the finished object only 
after a long period of time. Working-class in- 
comes therefore increase without an immediately 
corresponding increase in the prices of the things 
the workers wish to buy, particularly consump- 
tion goods. The rise of the prices of these goods 
reacts upon the prices of distant classes of goods, 
causing them to rise in accentuated fashion, with 
the result of intensifying and prolonging the 
general cyclical movement. 

The same is true of cyclical variations of 
credit. Credit likewise has no inherent reason 
to increase or diminish alternately during the 
fairly long intervals which constitute the phases 
of business cycles. The demands for credit in- 
crease in spite of the rise of the discount rate, 
and extensions of credit accounts are increased 
in periods of rising prices. Credit is contracted 
in times of falling prices in spite of the reduction 
of the discount rate. The cyclical movement of 
credit, like that of incomes, is the effect and not 
the cause of the cyclical variations of prices and 
of forecasts. But the effect reacts on the cause, 
prolonging the duration and increasing the 
intensity of the cyclical movements of prices and 
production. For example, during prosperity 
credit favors the multiplication of purchases and 
orders, and allows optimistic forecasts to exercise 
fully their stimulating action. Furthermore, by 
facilitating productive activity, it also causes an 
expansion of incomes, wages, and profits, with- 
out causing an immediately corresponding in- 
crease of the supply of finished goods, since it is 
principally in an enlarged production of fixed 
capital that credit resources are employed. 
Demand increases without, for the time being, 
an increase of supply, and prices rise. But in the 
sequel prices will fall and the fall will be empha- 
sized when all this new equipment begins to be 
delivered in large quantities. 

Speculation acts in the same manner, by exag- 
gerating price movements and, in particular, by 
multiplying, during the phase of prosperity, for- 
ward ordering and purchases on credit. Thus, 
besides the delays in delivery due to the long 
time required for manufacture, there are added, 
as aggravating factors, delays due to the excess 

of these orders for future delivery, which will in 
part be filled only during the depression phase. 
This means that a persistence of large deliveries 
will then weigh heavily on prices. 

Moreover, since the high prices of the pros- 
perity phase cause a pronounced increase of the 
cost of production, the ensuing fall of prices 
makes the situation more difficult, diminishes 
profits, wipes them out, or even causes heavy 
losses. 

To the influences just named which increase 
or reduce the duration or intensity of cyclical 
variations, there are added a number of non- 
cyclical factors which give to each cycle the 
peculiar features which differentiate it from other 
cycles. These factors are long-term price move- 
ments, good or bad harvests, important industrial 
inventions, wars, great strikes, and all other 
political or social events. 

But cyclical variations with their present 
characteristics do not seem to me to be inevi- 
table. The alternating errors in business fore- 
casts are not an inescapable necessity. Among 
the non-cyclical factors which may modify the 
course of cycles there must therefore be included 
all that intelligent action may do to prevent 
cycles or to attenuate their evils, such as: the more 
extensive dissemination in the business world of 
knowledge of cyclical variations of business to 
which studies like those at Harvard University 
so happily contribute; public administrative 
policy directed toward the better distribution of 
orders in successive years; credit policy of cen- 
tral banks, results being secured less perhaps as 
the mechanical effect of changes in the discount 
rate than as the psychological influence of the 
warnings to those directing production.' 

II 

The theory of economic cycles thus summa- 
rized is based on inferences from the following 
statistical data, to the list of which I have added, 
where necessary, a mention of the statistical 
series which are lacking and would be helpful. 

i. Lag of deliveries of industrial equipment 
after the cyclical variations of prices and of 
general productive activity. I have presented in 
my Crises periodiques de surproduction a series 

I Cf. Aftalion, Monnaie, prix et change, Paris, I927, p. 
242 ff. 
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of tables relating to the number of the new 
installations each year, of the following cate- 
gories of industrial equipment: 

Steam engines in French coal mines. 
Steam engines in metallurgical factories. 
Steam engines in all French industries. 
Cotton spindles in the world. 
Spinning jennies and weaving looms imported 

into France. 
Locomotives and cars in France and in Ger- 

many. 
Ships -in France, England, and the United 

States. 
Deliveries of equipment and its utilization lag 

after the general cyclical variations. I do not 
maintain that the maxima or the minima always 
lag after the maxima or minima of the cyclical 
curves of prices. What I mean is that the years 
of heavy deliveries of industrial equipment usu- 
ally come at the end of periods of prosperity and 
the beginning of periods of depression. 

Sometimes the maximum is reached a certain 
time after the end of prosperity. But, even when 
that is not the case, even when there is a diminu- 
tion immediately at the end of prosperity, the 
diminution is slight. Deliveries remain sub- 
stantial for one, two, or three years of depression, 
continuing to depress prices and contributing to 
the prolongation of the depression phase. 

In the same way, the minimum is sometimes 
seen after the beginning of prosperity. But, 
even when there is an increase at that time, the 
increase is slight. Deliveries remain small, less 
than the general average of the whole cycle, 
during several years of prosperity. Consequently 
they do not exercise a depressing influence on 
prices, which continue to rise. I am comparing 
the periods of heavy and light deliveries, which 
alone are important to my theory, and not the 
exact maxima and minima. 

2. It would be interesting to be able to make 
comparisons between: 

(a) the movement of orders and that of 
deliveries; 

(b) the movement of the beginning of con- 
struction of fixed capital and that of the com- 
pletion of such goods; 

(c) the movement of demand for capital on 
the part of corporations for the erection of new 
factories or the enlargement of existing ones and 
that of the putting into operation of these new 

factories or enlargements. I have, however, no 
statistical data at my disposal on this subject, 
except for a few years for French railway equip- 
ment. This material shows that the years of 
heavy deliveries lag one, two, or three years after 
those of heavy orders. I am still speaking of 
heavy and light deliveries, not of maxima and 
minima. 

3. There is perhaps also a lag of the comple- 
tion of goods other than fixed capital but the 
construction of which requires a fairly long time. 
This seems to be shown by certain French sta- 
tistics concerning new dwelling houses. 

4. Cyclical variations of production are much 
wider for industries producing fixed capital than 
for those producing consumption goods. For the 
first, the statistics of deliveries referred to above 
show that in the period of great activity the 
average annual production is double, treble, or 
even more than treble that of the period of low 
activity. For the industries producing consump- 
tion goods the few statistical tables contained in 
my book show much less marked fluctuations. 
Production sometimes decreases quite consid- 
erably for some months at the time of crisis and 
the beginning of a depression; but it recovers 
fairly rapidly and reaches high figures in spite 
of the depression. It increases only moderately 
during periods of prosperity. 

5. The comparative statistics of selling prices 
of merchandise and the various categories of 
incomes reveal much wider movements for prices 
than for wages or long-term interest rates. The 
cyclical movements of wages and interest thus 
appear to be the effect and not the cause of the 
movements of prices. 

6. The same is true of the comparison of cost 
and selling prices. The cyclical variations of the 
fundamental elements of cost - cost of labor 
and interest -continue to be less than the 
variations of the prices of the goods. It there- 
fore results that the variations of profit are wider 
than those of prices without ceasing to be their 
effect. It is because the selling price increases 
more than the cost that profit can increase more 
than prices during periods of prosperity. 

7. The same conclusions are to be drawn from 
the timing of the comparative movements of 
prices and costs. Costs increase only because 
prices have risen and the increase takes place 
after prices have risen. The rise of prices pre- 
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cedes the rise of costs; and the fall of prices 
precedes the diminution of costs. 

8. The movements of the prices of raw mate- 
rials are wider than those of the prices of goods 
nearer to final consumption. The present sta- 
tistical observations do not make it possible to 
determine with certainty the industries in which 
cyclical fluctuations originate. But I have set 
forth the reasons which seem to indicate that the 
variations of prices of raw materials are the 
amplified repercussion of what occurs to goods, 
not in the very first class, but, say, in the third 
or fourth class. Before the prices of the goods 
of these last classes rise, or before they rise 
appreciably, orders and purchases from the 
merchants who sell them or the manufacturers 
who make them cause a rise in the prices of 
goods of more distant classes, and especially of 
raw materials, which are so sensitive. However, 
it is not impossible for the impulse to come 
from raw material markets, from expectations 
of future prices and the need there will be for 
these materials. 

9. It is in the industries and the countries 
where the technique of production has the most 
definitely capitalistic character that the cyclical 
movements appear most marked. It would be 
desirable to have more complete statistical data 
than have been available to me on this subject. 
It should not, however, be forgotten that, in the 
industries and countries where production is 
only slightly capitalistic, very definite cyclical 
fluctuations may take place by repercussion. 

io. To the preceding statistical observations 
there should be added all those tending to make 
clear the influence, often very important, of 
what I consider to be secondary factors, those 
which amplify and aggravate cyclical move- 
ments. I do not speak of them, because it is 
these statistics which are principally emphasized 
in other theories of economic cycles. 

I frankly admit that1 the statistical observa- 
tions on which my study is based do not neces- 
sarily preclude other theories and may be 
explained by them. I believe that we are gradu- 
ally building up a collection of statistical obser- 
vations which will constitute the common fund 
on which all theories will be based. But the 
interpretations will perhaps continue to be dis- 
similar. 

III 
A second thesis of my work is the explanation 

of the nature of what happens at the moment of 
crisis, to show the possibility and the reality of 
general overproduction, and to define the mean- 
ing which must be given to this idea. 

This thesis has only doctrinal and, so to speak, 
historical interest. It is set forth merely to refute 
a theory of the classic economists which still 
appears to be widespread and which denies the 
possibility of general overproduction. According 
to this theory, there cannot be an excess of 
products over purchasing power, because the 
value of production is equal to the total national 
income and production thus pays for itself. The 
old economists therefore concluded that a crisis 
can be only a lack of balance among different 
industries, a partial overproduction, that is, 
overproduction by certain industries due to 
underproduction by other industries. The rem- 
edy for the crisis may thus be an increase of 
production in the underproductive industries as 
well as a diminution of production in the over- 
productive ones. 

But, if this opinion were correct, we should 
see, at the moment of crisis, a fall of prices in 
the overproductive industries and a rise of those 
in the underproductive ones. The general index 
number of prices would remain practically sta- 
tionary. But it falls. There must therefore be 
overproduction rather than underproduction in 
the aggregate. 

Many later economists allege that there is 
generalized partial overproduction. Generaliz- 
ation does actually exist, since a crisis appears 
first in certain industries and then spreads to 
the others. But this does not save the traditional 
theory. It is always necessary to ask one's self 
whether, (i) at the beginning of the generaliza- 
tion movement, (2) while it takes place, and (3) 
when it reaches completion, there is merely over- 
production in certain industries resulting from 
underproduction in others. If that is what is 
assumed, I repeat that I do not understand why 
the general price index does not remain station- 
ary. If, on the contrary, it is recognized that the 
overproduction in certain industries does not 
come from underproduction in others, it must 
be that, in industries in the aggregate, there is 
more overproduction than underproduction, and 
that positive overproduction does exist. 
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Such overproduction is what seems to me to 
be real; and I explain it by the modern theory of 
value. Does the overproduction relate to con- 
sumption goods? There is certainly not an excess 
of these goods in relation to the totality of needs, 
which are almost unlimited. But they are 
produced in such large quantities that the last 
needs satisfied, in order of intensity, are neces- 
sarily less intense than were the last needs of 
the previous period. The final utility decreases. 
Consequently the prices of these goods fall. 
Overproduction means that there are so many 
goods that their final utility and prices cannot 
be maintained. Instead of overproduction one 
can speak simply of increase of production. If 
this takes place in several individual industries 
without inverse movements in other industries, 
the general index number of prices will fall. 

Overproduction thus acquires a meaning with 
reference to consumption goods, and acquires 
one also for goods of the second, third, and more 
distant classes, which are often the ones first 
affected by a crisis. The value of these goods is 
only the repercussion by successive degrees of 
the anticipated value of goods of the first class. 
Overproduction thus means so many products 
in several particular industries that a fall is 

expected in the markets where these goods shall 
be resold. 

This second thesis seems to me very certain. 
But I see no practical inconvenience in its cor- 
rectness being disregarded. It can be observed 
that, even after having criticized it, almost 
everybody reasons as if the thesis were per- 
fectly justified and as if there actually were 
overproduction. No one thinks of seeking to 
determine which are the underproductive indus- 
tries which cause the trouble or of proposing as 
a remedy to a crisis an increase of the production 
of those industries. The discussion thus remains 
purely academic. I should not have thought of 
demonstrating the possibility and the reality of 
overproduction if these things had not been 
denied. And it is of little importance that they 
are denied in theory, since they are admitted in 
practice. 

It therefore follows that there is 'no need of 
special statistical confirmation of the second 
thesis. It suffices to refer to material familiar 
to everybody, to the general price index numbers, 
to which there can now be added for some 
countries index numbers of production. 

Universite de Paris 
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