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THE THEORY OF ECONOMIC CYCLES BASED ON THE 
TENDENCY TOWARD EXCESSIVE CAPITALIZATION 

MENTOR BOUNIATIAN 

AT the request of the editor of this REVIEW 

I give in the following article a summary 
of my theory of economic crises and shall en- 
deavor to indicate the statistical data that may 
serve for its verification.' 

My view is that cyclical fluctuations in indus- 
try and trade with periodic economic crises are 
inevitable consequences of the process of accu- 
mulation of capital which accompanies the evo- 
lution of economic life. With the increase of 
population and the progress of civilization social 
consumption rises. A corresponding increase of 
social capital is a necessary condition for the 
satisfaction of these increasing requirements of 
society. The accumulation of social capital is 
effected by individuals by way of savings, which 
appear in two forms: the creation of means of 
production, as a source of income, and the acqui- 
sition of rights to existing sources of wealth. 
The first proceeding increases the social capital, 
the second affects only the distribution of existing 
social wealth. By the second method of exclu- 
sively private accumulation, one individual can 
increase his capital at the expense of the savings 
of other individuals; society, as a whole, can 
increase its capital only by way of the creation 
of new sources of production. On the social 
scale, the result of savings of the last klnd will 
consist in a corresponding proportion of the pro- 
ductive force of labor and of existing capital 
being allotted to the increase of new means of 
production at the expense of consumption goods. 

But experience shows that the tendency toward 
the accumulation of social capital, as a result of 
savings by individuals, always exceeds the tend- 
ency toward increased consumption; in other 
words, experience shows that the increase of 
demand for consumption goods has a tendency 
to grow slower than the accumulation of social 
capital and the production of these goods result- 
ing from that accumulation. The cause of this 
phenomenon is to be found in the fact, that sav- 
ings by individuals are called forth not only by 
their desire to increase their consumption in the 
same proportion, but also by other motives, i.e., 
the desire to provide for old age or the future of 
the family, of creating favorable conditions for 
the development and display of personal facul- 
ties, which the possession of a large capital, espe- 
cially in our days of democracy so much facili- 
tates, the so widespread passion of accumulating 
for its own sake without any obvious object, as 
well as the acute competition between rival enter- 
prises, where a large and increasing capital is 
often an indispensable condition for the possi- 
bility of maintaining an established position. 
The tendendy toward an excessive accumulation 
is still encouraged by the circumstance, that the 
development of requirements, as Malthus says, 
"is a plant of slow growth," whereas the final 
value of the consumed goods falls with acceler- 
ated velocity as the quantity of these goods 
increases. 

This tendency toward an excessive accumula- 
tion must inevitably produce a tendency toward 
overcapitalization, that is, of supplying social 
economy with means of production surpassing 
the requirements of the growth of social demand. 
It must likewise inevitably lead to a tendency 
of overproduction, for the means of production 
in social economy, based on division of labor 
and on exchange, cannot fulfil their destination 
and yield profits unless they produce the goods 
they have been created for. And these products, 
surpassing the needs of their producers, not 
meeting a demand adequate to the circumstances 
under which their means of production have been 

I My theory of crises was set forth in my work, Wirtschafts- 
krisen und Uberkapitalisation, Munich I907, E. Reinhardt ed. 
Russian edition, Moscow I915. The French edition appeared 
under the title, Les crisese conomiques, Paris I922, M. Giard 
ed. See also my other work, Geschichte der Handelskrisen in 
England i640-I840, Munich I908, E. Reinhardt ed. The law 
of the variation of value was set forth more particularly in a 
special work, La loi de variation de la valeutr et les inouvements 
gcturautx des prix, Paris I927, M. Giard ed. The reader will 
notice the great resemblance of several points of my theory 
with the conceptions of A. Aftalion, recently summarized in 
this REVIEW. At this occasion it may be mentioned that my 
theory was fully set forth in the above cited German edition 
of my work, which appeared in October I907 (with the date 
of i908), consequently before the first work of A. Aftalion on 
the theory of economic crises, published in I909. 
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created, must undergo a price decline. The fall 
of prices produces a twofold effect: it makes the 
products accessible to those who have the desire 
of acquiring them, but who cannot afford to pay 
the former prices, on account of their restricted 
means or of the level of their corresponding 
needs; and on the other hand it reduces the profit 
of the producers and the rate of interest, and 
consequently diminishes the income of those 
classes which take the greatest part in social 
accumulation. In that way some balance be- 
tween production, consumption and accumula- 
tion is attained. But it is an equilibrium forced 
and unstable, attained by a sharp competition 
for markets between the producers and for the 
existing narrow field of capitalization between 
capitalists and savers. This competition not 
only lowers the prices of the goods and the rate 
of interest, but brings on a process which I have 
called the process of decapitalization, leading to 
the s'upplanting of financially feeble and techni- 
cally inadequately equipped enterprises - those 
which do not yield the average profit on invested 
capital, or work at loss, and pass over partly 
or wholly into social consumption - by more 
powerful and better equipped competitors. 

The struggle between capitalists for the 
limited field of capitalization has also another 
consequence: it produces a tendency toward 
concentration of the ownership of capital. This 
tendency is especially conspicuous in the domain 
of private capitalization. In the ages of antiq- 
uity, when the preponderant domain of capi- 
talization consisted in landed property, this 
tendency had led to a very considerable con- 
centration of landed property (in Judea, in 
Greece, in Rome, in the Byzantine empire). At 
present social capitalization is the principal 
domain of private capitalization, and here we 
observe also a certain tendency toward concen- 
tration, though less intense than in the domain 
of landed property in antiquity, in consequence 
of the greater elasticity of that field of capital- 
ization which widens with the growth of social 
consumption. But the struggle for capitaliza- 
tion is not confined to the limits of single states, 
but takes an international character. Capital 
tries to find an outlet in the consumption of 
other countries, its products are exported or 
capital itself emigrates and enters into compe- 
tition with foreign capital. This leads to the 

necessity of protection of the national capital by 
custom duties and other measures, and the quest 
for colonies. The struggle for markets, which 
properly is a struggle for fields of capitalization, 
becomes then a powerful factor in international 
policy. 

The periodic fluctuations in industry and trade 
are the most characteristic features in our time 
of that evolution of economic life with growing 
social needs and an excessive tendency toward 
accumulation. They are the result of these two 
tendencies, joined to a third factor, which is the 
capitalistic mode of production. Under action 
of these three factors the evolution of production 
and of capitalization in social economy proceeds 
not continuously, but with interruptions, that is 
to say, with periods of accelerated capitalization 
and of general decapitalization. 

Indeed, besides the ever increasing needs of the 
growing population, the progress of civilization 
awakens new requirements, and the evolution of 
the technique of production or of transport, by 
cheapening the products, makes them more 
accessible to the broad classes of the community. 
Capitalistic production, more advantageous than 
the primitive mode of production, requires, how- 
ever, considerable preliminary investments of 
capital, which take some time for their comple- 
tion. This space of time is necessary for the 
construction and equipment of industrial estab- 
lishments with their complicated and expensive 
machinery and it may require one or two years, 
sometimes even more. Moreover, the increasing 
demand for building materials, machines, and 
other equipment, as well as for raw products and 
accessory materials for the manufacture of con- 
sumption goods, can only be satisfied after a 
space of time, indispensable for the organization 
or the intensification of the production of these 
goods. For that reason the construction of a 
considerable number of establishments for the 
production of consumption goods will be delayed 
by the necessity of a preliminary creation of es- 
tablishments producing capital goods of ever 
higher order, that is, more and more remote from 
the last phase of production of consumption 
goods, a circumstance that lengthens the period 
of capitalization necessary for the satisfaction of 
new requirements. Thus opens a new field of 
capitalization where the tendency towards 
accumulation is given free scope for a time. 
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THE THEORY OF ECONOMIC CYCLES 69 

It would seem at first sight, that there is 
nothing in the capitalistic mode of production 
capable of modifying essentially the continuous 
evolution of economic life. Indeed, if we assume 
that new requirements rise continuously and 
that the new investments keep strict pace with 
them, taking into consideration the mode of 
capitalization, no interruption of the continuity 
of economic progress should be expected. But 
the tendency toward accumulation intervenes 
here in two directions, considerably aggravating 
and modifying the action of the capitalistic mode 
of production. In the first place the considerable 
length of capitalistic production has the great 
inconvenience that, during all the time that the 
preliminary preparations are going on, capital- 
ization is deprived of the control of social con- 
sumption and has in view future requirements 
of the community. Under these circumstances 
speculation, animated by the tendency for accu- 
mulation, leads rather to exaggerated invest- 
ments. On the other hand, these same investments 
act in favor of the tendency toward accumula- 
tion through the mechanism of prices, mighty 
factors of repartition. 

To make clear this second point, it is neces- 
sary to note that I consider the variations of 
prices within the limits of economic cycles to 
reflect the variations of the absolute social value 
of goods, or of their importance for the satisfac- 
tion of social needs. Social value is a function 
of two factors, the quantity of the goods on one 
side and the social needs which can avail them- 
selves on the market, or the demand, on the 
other side. I consider further, that King's law, 
which is in substance that the price of corn varies 
inversely in geometrical progression as the quan- 
tity of harvested corn varies in arithmetical pro- 
gression, reveals the nature of variations of the 
absolute value of goods. This law applies to the 
prices of all imnportant goods of any kind, serving 
in all their varieties to the satisfaction of one 
and the same need and taken in their totality. 
In other words, when the quantity of an impor- 
tant article diminishes or grows, its price, 
together with the prices of all competing goods 
-the quantity of these last and the action of 
foreign trade taken into account - rises or falls 
in accordance with the above-mentioned law. 
Likewise, the concentration of demand on an 
article at the expense of a series of other goods 

acts on the price of that article in the same way 
as a diminution of the quantity, since it implies 
the same modification in the relation of the 
quantity of the article to the need of it. If at 
a given price the demand for merchandise which 
cannot be increased immediately doubles, it 
means that the need of it having become more 
intense, the price can be raised and it will rise, 
within limits set by competing goods, in con- 
formity with the above law. As for the series 
of goods from which the demand had turned 
away, but in a lesser proportion for each of them, 
their prices will fall in a lesser degree, according 
to the same law of geometrical progression. We 
shall ultimately have a rise of value of the totality 
of goods, with a corresponding rise of the nominal 
purchasing power of the community. And the 
inverse will happen in the case of a diffusion of 
demand, from one or a small number of goods 
over a series or a greater number of other goods. 

The above described variations of the total 
value of different categories of goods imply modi- 
fications in the distribution of income and for- 
tunes. According to the above-mentioned law of 
the variation of value, requirements, called forth 
by the progress of civilization and of technique 
or by the intensification of demand, in conse- 
quence of a diminution of an important article, 
or of concentration of demand, raise substan- 
tially the value of goods serving these purposes, 
and favor the production of these goods, as well 
as to increase the returns of holders and pro- 
ducers. We stated that under conditions of 
capitalistic production the manufacture of con- 
sumption goods requires a considerable invest- 
ment of capital goods. The increase of demand 
for these goods will consequently raise their 
prices and their total value in an accentuated 
manner, and increase the benefits of holders and 
producers. On the other hand, the creation of a 
great number of industrial establishments and 
other instruments of production and transport 
will increase the demand for capital goods, the 
more so, the higher their order, the more neces- 
sary they are for the principal instruments of 
production and the less they are likely to increase 
with the intensification of demand. In this re- 
spect the most favored goods are raw products, 
materials for building and, in particular, metals 
such as iron and steel. Such a differentiation of 
prices in favor of a limited number of goods 
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means a modification in social distribution, in 
the sense of a centralization of the purchasing 
power among holders and producers of goods, 
the prices of which have risen in comparison to 
the prices of other goods. Now, experience shows 
that the greater the income, the larger is the 
margin for savings, even among consumers; with 
producers most of the increase of profits is 
utilized for new investments. Thus, the tend- 
ency toward accumulation and capitalization is 
reinforced by new investments, called forth by 
new requirements. The accumulation being in 
this way encouraged facilitates on the one side 
these investments, but on the other it leads to 
an exaggerated capitalization. 

Here we must mention another circumstance 
which tends to generalize the impetus given to 
industrial activity by new requirements and 
needs. It is the close interdependence between 
economic phenomena. The revival of a branch 
of industry, by increasing the purchasing power 
of the community and by raising the prices of 
a number of goods, stimulates activity in other 
branches and leads to larger investments in these 
branches, too. Inversely, a depression in one 
branch of trade has a tendency to affect unfavor- 
ably other branches. This solidarity of different 
branches of economic activity is one of the rea- 
sons for the cyclical evolution of economic life. 

So then, in the presence of an ever active 
tendency toward accumulation striving for real- 
ization, the appearance of new requirements of 
importance provokes capitalization on a large 
scale, and this characterizes, or rather consti- 
tutes, the period of expansion or boom. This 
capitalization reaches, however, a limit after a 
short time. Inasmuch as it appears in the form 
of new productive equipment of all kinds, it can 
last up to the time when the equipment is com- 
pleted. But when this occurs, the quantity of 
final consumption goods begins to increase. This 
increase of consumption goods is absorbed at 
first by the growth of social consumption, as a 
result of the expansion of economic activity, the 
diminution of unemployed, and the rise of bene- 
fits and wages. But after a certain time the 
growth of production begins to surpass these new 
demands. Besides, at the end of the period of 
expansion, high prices are a restraining influence, 
as they diminish the real income of the profes- 
sional classes, employees, landlords, and rentiers; 

in a word, of all classes with a fixed income. As 
for producers, consumption goods represent for 
them, as well as fixed capital, a part of their 
private capital, which they tend to conserve and 
to increase. The products, as articles of con- 
sumption, are destined for others. Thence it 
follows, that in order to be absorbed, the in- 
creased consumption goods, produced solely with 
the object of accumulation, must fall in price at 
least as much as to enable them to be moved by 
the purchasing power destined for consumption 
purposes. But in fact the additional goods pro- 
duced under these circumstances can only be 
applied to less urgent requirements, and the 
absolute social value or the social utility of these 
goods, if they are inelastic, is bound to go down. 
as explained above, more rapidly than their 
quantity increases. If the goods are elastic, the 
fall of prices will extend itself to all compet- 
ing goods. By the law of the adjustment of 
prices and in consequence of the diminution of 
the measure of relative value of goods at falling 
prices, the price decline will extend itself further 
to production goods as well as to other consump- 
tion goods. Thus there will be brought about 
losses to producers and dealers and the disorgan- 
ization of the production and the exchange of 
goods. In a word, the state of affairs called crisis 
will be engendered. 

It must be noted, that if overinvestment re- 
sults necessarily in overproduction of consump- 
tion goods, it does not follow that the fall of 
prices must be greatest for these goods or must 
start from them. In fact, the slightest difficulty 
occurring in the sale of consumption goods finds 
an amplified repercussion in the industries which 
produce goods of a higher order, and brings about 
an overproduction, which is the greater the more 
remote the industry is from the final phase of 
the production of goods and the more consid- 
erable has been its expansion. The industries 
producing capital goods are indeed those which 
suffer most in crises and in periods of depression. 
The diminution of demand for capital goods is a 
consequence of the overcapitalization as well as 
of the decentralization of the purchasing power 
which, in proportion as prices go down, passes 
from the producers to the consumers. In con- 
sequence of the diffusion of demand, resulting 
from this new distribution of purchasing power, 
the prices of capital goods become again the 
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center from which the price movements start. 
But contrary to what happened in the period of 
expansion, they form now the center of depres- 
sion, from which emanates a continuous fall of 
prices and a corresponding reduction of the 
nominal purchasing power of the community. 

The turning point of economic conjuncture 
precedes for some months, as a rule, the apparent 
crisis and is itself preceded at a certain time, by 
a crisis in the securities market. This market, 
being very sensitive to all changes of conjunc- 
tures, reacts on the signs of diminishing profits 
from industry and trade, foreshadowing the 
crisis, and embarrassed by high rates of interest 
- another symptom of the approaching crisis - 
puts an end to the speculative rise of securities 
which usually accompanies and often precedes 
the expansion in industry and trade. 

The period of depression is a period of a con- 
tinuous fall of prices, of stagnation in industrial 
activity, and of unemployment. Aggregate pro- 
duction, after a sharp decrease of short duration 
following the crisis, generally promptly recovers 
its former volume and goes on increasing, but it 
is inferior to that which the increased means of 
production could attain. It is a period when 
production, whether the aggregate volume be 
greater or less than it was before the crisis, is 
more oriented toward consumption goods, and 
when the rate of profit is low. Accumulation and 
capitalization do not cease altogether; they are 
indispensable for repairs, for minor improve- 
ments in the technique of production, and even 
for a limited number of new industrial establish- 
ments, which have special advantages or are 
indispensable for the satisfaction of some urgent 
needs. These investments, however, are accom- 
panied by what I have called " decapitalization," 
that is, by the inactivity of a part of industrial 
equipment, either temporary or definitive. Peri- 
odic economic crises, together with the following 
periods of depression are, in fact, merely periods 
of forced decapitalization on a large scale, occur- 
ring inevitably after periods of exaggerated 
capitalization, based on reproductive consump- 
tion. By the elimination of superfluous capital, 
on the one side, and by the increase of social 
consumption at low prices, on the other side, a 
certain equilibrium between production and con- 
sumption is attained, arresting the fall of prices 
and creating a situation favorable for the revival 

of economic activity. The exaggerated diminu- 
tion of the production of certain goods at the 
close of the period of depression can even become 
one of the causes, though of secondary impor- 
tance, of that revival. But the overcapitaliza- 
tion, though diminished and masked by forced 
inactivity, is never quite overcome and forms a 
characteristic of our economic organization. It 
shows its latent forces by sudden expansion on 
every occasion at which circumstances seem to 
promise an extension of demiand, and contributes 
to the extension of production in the first phase 
of the period of expansion. 

We have noted above that new requirements, 
called forth by the progress of civilization and 
of technique, are the great stimulators of eco- 
nomic progress. Each period of rise can indeed 
be brought into connection with some new in- 
vention, bringing about new requirements, the 
discovery of new and more abundant sources of 
supply, requiring new capital for exploitation or 
liberating a portion of economic energy for other 
wants, the opening of new markets, or the dis- 
covery of new and more productive methods of 
production or communication. Economic crises 
have recurred periodically and regularly since the 
middle of the eighteenth century, first in Eng- 
land and afterward in other countries, following 
the great discoveries in the domain of the util- 
ization of natural forces and the application of 
mechanical processes of production. The cir- 
cumstances which since then have so powerfully 
promoted economic progress were the develop- 
ment of inland navigation by the construction of 
canals, the development of sea navigation after 
the introduction of steamers, the construction of 
railways, tramways, telegraphs, and telephones, 
the development of domestic and foreign trade, 
the opening of vast territories for agriculture and 
mining, the discoveries and improvements in 
metallurgy, the development of the chemical in- 
dustry and of electricity with all its applications, 
the progress of the automotive industry, etc. 
The improvements in the technique of produc- 
tion, in a limited sense, were another stimulant 
for capitalization, as they brought about a steady 
transformation of industrial equipment. At the 
origin of nearly all the periods of rise one can 
find the trace of a discovery or invention. It is 
to be noted that if the progress of science and 
of inventions goes on more or less continually or 
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irregularly, their utilization in economic life de- 
pends on favorable circumstances, and it is not 
in periods of depression that they are likely to 
find their full realization. At the close of these 
periods, however, when a state of equilibrium is 
reached, inventions and discoveries find a favor- 
able period for their exploitation by capitalistic 
production. But the new fields thus exploited in 
the past were constantly overrun by the rush to 
capitalization. The tendency toward accumu- 
lation was, in itself, a mighty factor in the evolu- 
tion of the technique of production and of the 
development of new wants. The steady develop- 
ment of new wants, and the tendency toward 
excessive accumulation of capital, in conjunc- 
tion with the mechanism of capitalistic produc- 
tion, are the organic causes of the cyclical fluc- 
tuations of economic activity. 

The reader will have noticed that in the fore- 
going exposition of economic cycles we have made 
no allusion to credit. I consider indeed that the 
role of credit in economic life, though very im- 
portant, is rather of a passive character. I do 
not agree with the conception of the currency 
school in the first half of the nineteenth century 
and recently brought again into fashion by some 
economists, according to which the rise of prices 
during the period of expansion and the fall of 
prices during the crises are the results of an ex- 
pansion and of a restriction, respectively, of bank 
credit. I consider this conception to be due to a 
mistaken application of the quantity theory to 
the explanation of the variations of prices within 
the economic cycles, and to an unjustified identi- 
fication of all the fiduciary means of payment 
with money. The banks can not "create" capi- 
tal, neither can they raise prices by granting 
deposit credits, or by the emission of convertible 
bank notes. On the contrary, it is the rise of 
prices which calls forth an expansion of credit 
of every kind, as well as acceleration of money 
circulation. But this multiplication of means of 
payment, far from reducing the value of money, 
only delays the rise of its absolute value, pro- 
voked by the growing need of means of circula- 
tion. On the other side, the fall of prices reduces 
the volume of credit granted, as well as the veloc- 
ity of money circulation, without succeeding in 
neutralizing the fall of the relative value of 
money, provoked by the diminution of demand 

for circulating media. In this way the elasticity 
of credit maintains to a certain degree the sta- 
bility of the absolute value of money, alnd facili- 
tates variations of prices in accordance with 
economic conjunctures. As we have set forth 
above, variations of prices within the economic 
cycles reflect variations of the absolute social 
value (or the social utility) of goods, and this 
absolute value of goods rises in the periods of 
expansion, in spite of a simultaneous rise, but 
on a smaller scale, of the absolute value of money, 
and falls in periods of crises and depression, not- 
withstanding a simultaneous decline of the abso- 
lute value of money. 

The role of credit is more active in another 
respect. Credit is not only a means of circula- 
tion, but also a means of mobilization and con- 
centration of free capital in the hands of business 
men. Credit augments the productive power of 
capital and puts that power into the service of 
certain developments at a given time. Credit 
thus furthers capitalization and its excesses. It 
is in this way that it acts likewise on prices, not 
by diminishing the value of money, but by rais- 
ing the absolute value of goods through the proc- 
ess, described above, of concentration of demand. 
This is, however, a secondary factor of the gen- 
eral and progressive rise of prices. On the other 
hand, credit amplifies the changes in the social 
repartition at rising or falling prices by increas- 
ing the profits or losses of producers and dealers 
who recur to credit. 

The above described theory of crises, being 
based on the notion of subjective value, was in 
contradiction with the dominating views on the 
question at the time when it first appeared. In 
spite of the doctrines of the subjective school, 
which most economists accepted as part of their 
theory of value but readily forgot when they 
passed to other questions, economic thought con- 
tinued to move in the paths traced by the classic 
school. The dominant theory of crises was that 
of disproportionality, which did not even admit 
the theoretic possibility of a general overcapital- 
ization or overproduction. So I have applied 
myself to prove the possibility of the one, as 
well as that of the other. The classical school 
(Adam Smith, John Stuart Mill) taught that 
saving, being the source of individual enrich- 
ment, was for that reason also a means for the 
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increase of social capital and of national wealth, 
which could be applied without any limit at the 
expense of social consumption. The difference 
between private accumulation and social capital- 
ization, which we discussed above, was disre- 
garded. Tugan-Baranovsky, for instance, whose 
theory of crises was generally accepted at the 
beginning of this century, believed as a result of 
an ingenious but, in fact, fallacious agreement, 
that thanks to the capitalistic mode of produc- 
tion social capitalization can be kept on going, 
even simultaneously with a reduction of social 
consumption, provided that savings, instead of 
being utilized for the production of consumption 
goods, are invested in industries producing means 
of production and capital goods of ever higher 
order, that is, more and more remote from the 
final phase of production of consumption goods. 
In this way an ever increasing production force 
would be saved and conserved for future use. 

I have shown the fallacy of such reasoning. 
Indeed, under an economic organization based 
on exchange, capital goods cannot be economi- 
cally conserved, except by being utilized and 
reproduced in the long process of social produc- 
tion of consumption goods. Now, the relation 
between these and capital goods of any order of 
superiority is not fixed by the good will of savers 
or producers, but solely by the technique and 
organization of production and other economic 
conditions of the moment. The augmentation of 
social capital is therefore forcibly bound to be 
accompanied by a corresponding increase of con- 
sumption goods. The value of capital goods 
beinig determined by the value of final products, 
the overproduction of these must naturally 
diminish the value of all means of production, 
that is to say, bring about a state of over- 
capitalization, when the capital cannot be re- 
stored by the profits it leaves to its owners, but 
inversely, in proportion to its depreciation, must 
pass over into social consumption and disappear 
from the balance of the social capital. 

The classic theory of capital was later modi- 
fied by a doctrinal objection to the possibility of 
a general overproduction, which was first devel- 
oped by J. B. Say and James Mill, and accepted 
by Ricardo and John Stuart Mill. According to 
this theory, called the theory of markets, the 
production of goods creates its own market, for 
the producer brings on the market, together with 

his products, the object of exchange and the 
desire of acquiring other products, with money 
serving as a mere means of exchange. From this 
argument was deducted the impossibility of a 
general overproduction; the possibility of a 
partial overproduction, as a consequence of non- 
correspondence between the production of and 
the demand for determined goods, was alone 
admitted. Even the idea that all goods may rise 
or fall in price simultaneously was for John 
Stuart Mill (curiously enough even for W. 
Stanley Jevons) a contradictio in adjecto. For 
that reason the general movements of prices 
could only be conceived as an effect of the chang- 
ing value of money. 

This conception of variations of value and 
prices of goods was a consequence of the theory 
of value of the classic school; and in fact it was 
a theory of relative value. According to the 
classics, value is nothing else but a ratio of ex- 
change. Now, if the production of an article 
increases in such a manner that its quantity sur- 
passes the normal demand, the ratio of exchange 
of this article compared with others will become 
unfavorable for it, but the more favorable for 
other goods; consequently the fall in the value 
of one article will correspond exactly to the rise 
in the value of other goods. 

This reasoning is certainly correct if we con- 
sider the value merely as a ratio of exchange and 
the prices only as an expression of these ratios. 
But to this conception of value and prices it is 
objected that the ratio of exchange is a ratio of 
quantities, representing something positive and 
comparable. This positive object of comparison 
is that which the psychological school has de- 
fined as the importance of goods for the satis- 
faction of human wants, and what we call the 
absolute value of goods. The variations of indi- 
vidual prices, before expressing the variations of 
the ratio of exchange, may reflect changes occur- 
ring in the absolute value of respective goods or 
of money. Now, there is no logical impossibility 
of supposing that the absolute values of all goods 
may rise, or fall, simultaneously and find their 
expression in their ratio to the absolute value of 
money, that is, in prices. In the preceding para- 
graph on credit and money, we have character- 
ized the general fluctuations of prices as repre- 
senting fluctuations of the absolute social value 
of goods, which find their expression in prices 
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owing to the greater stability of the absolute 
value of money. Indeed, at the end of a period 
of expansion, the prices of goods produced in 
increased quantities begin to go down, because 
they are not met by an adequate demand from 
the consumers, and their absolute social value 
diminishes with more complete satisfaction of 
social needs. The fall of prices to the point of 
accord with the absolute value of goods restores 
the conditions at which the sale of goods can 
take place. It is the discordance between the 
cost of most goods and their social value which 
characterizes the state of things called over- 
production. It means in no way that there was 
a disproportionality in the production of differ- 
ent goods, or in other words, that the produc- 
tion was accidentally in discordance with the real 
wants, or that the quantity of goods produced 
went beyond all the wants of the consumers. 
As we have explained above, the period of expan- 
sion rests on forced accumulation, animated by 
the tendency toward accumulation. An ever 
increasing part of industrial activity is directed 
toward the creation of capital goods, not with 
the purpose of increasing the consumption of the 
savers and producers, but with the object of 
fixing and perpetuating their savings by repro- 
ducing them in the shape of consumption goods 
destined for other people. It is the impossibility 
of the realization of this tendency toward capi- 
talization beyond the limits imposed by social 
consumption, that causes the absolute social 
value of goods to fall. The fall of prices, by rais- 
ing the purchasing power of the consumers and 
reducing the capital of the savers and producers, 
creates a sort of equilibrium between social 
capitalization and consumption, at which the 
replacement and exchange of goods can proceed 
normally. We can say that it adjusts the dis- 
tribution of the purchasing power to require- 
ments on one side and to production on the 
other side. 

We come to the last point. Many economists, 
far from admitting overcapitalization, have 
asserted that economic crises are to be attributed 
rather to the exhaustion of free capital at the 
end of a period of expansion and to insufficiency 
of accumulation. This idea, formulated by W. 
Stanley Jevons and developed and popularized 
by Tugan-Baranovsky, was prevalent among 
the economists twenty years ago. According to 

this theory, during a period of depression an 
accumulation of free capital takes place which, 
owing to unfavorable circumstances, cannot be 
invested. But this accumulation of non-invested 
capital, having attained a certain importance 
and a certain force of expansion, infiltrates into 
production, provokes a revival of business activ- 
ity, and keeps up the expansion of affairs so long 
as there is a reserve of non-invested capital. 
The exhaustion of this reserve puts an end to the 
period of expansion and provokes the crisis. I 
believe I have demonstrated (and it has been 
accepted by a great number of economists) that 
in this theory there is implied an erroneous 
notion of the nature of the accumulation of 
capital and of the process of replacement. As a 
matter of fact, for the community taken as a 
whole, there is no possibility of separating the 
accumulation of capital from its investment, 
just as there is no possibility of separating sale 
from purchase in the act of exchange. For the 
community accumulation means, indeed, only 
the application of economic factors to the pro- 
duction of capital goods at the expense of con- 
sumption goods. An individual can of course 
temporarily invest his purchasing power, ac- 
quired by the sale of goods or services, in money; 
but that is a means of individual "accumula- 
tion," which can be put into practice only at the 
expense of "accumulations" of other holders of 
money. All other means of preservation of pur- 
chasing power which have been mentioned - 

acquisition of securities or real property, or 
lending to the banks or private persons are 
merely modes of transference of free purchasing 
power to other persons. The latter must imme- 
diately invest it in goods or services, in order to 
complete the act of exchange from which it 
emanated. With respect to individual holders, 
money is an intermediary form of capital, but 
with respect to the community as a whole, it is 
not. Thus, no conservation and conveyance of 
purchasing power from the period of depression 
to the period of expansion is possible. The 
period of expansion is sustained by accumulation, 
which proceeds simultaneously with the process 
of capitalization. 

Certainly, some weeks or even some months 
before a crisis there arises a general complaint 
of "insufficiency of capital" or of "scarcity of 
money," as business men call it in their termi- 
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nology. The rate of interest rises to an unusual 
height at these epochs. This situation, however, 
far from being the cause, is only a symptom of 
the approaching crisis, and it is not difficult to 
detect its origin. The free capital, which is 
offered on the money market, represents for the 
greater part the purchasing power of producers, 
acquired by them through the sale of their 
products and momentarily embodied in money. 
The amount of this purchasing power, originated 
in a certain length of time, depends upon the 
rapidity of the circulation of goods, which deter- 
mines the velocity of money circulation. Now, 
shortly before the crisis the circulation of goods 
declines precisely as a result of overproduction. 
At such a time goods, produced in ever increas- 
ing quantities, are sold with increasing difficulty 
at the high prices attained. On the other side 
the producers try to prevent prices from falling 
to a level which would induce consumers to 
absorb the current large production, but at 
which the producers themselves would operate 
at a loss. But while the circulation of goods, 
their conversion into real values in the hands of 
the consumers, and the liberation of the pur- 
chasing power of the producers are thus impeded, 
the producers stand in greater need of purchasing 
power for the maintenance of production and for 
the fulfilment of their obligations. And this 
leads to that "deficiency of capital," which some 
economists attribute to an excessive consump- 
tion and to an insufficient accumulation. We 
have seen above that the truth is elsewhere. The 
increase of accumulation at the expense of con- 
sumption would, at such a time, fill up one gap, 
but it would open two others. It would aggra- 
vate overproduction and increase the need of 
free capital. In this, as in so many cases, certain 
economists adopt the individualistic views of 
business men and are unable to see the wood for 
the trees. 

With this summary of my theory before us 
we shall examine the question as to what propo- 
sitions in that theory require statistical demon- 
stration and are capable of being verified by 
statistics. 

At this point I consider it pertinent to remark 
that a conclusion logically deducted from cer- 
tain data needs no experimental or statistical 
verification for its validity. Also, I may add, 

that attempted verification may be motivated 
either by an entirely justified desire of putting 
an uncertain hypothesis to the test, or by a 
preference for specific material evidence rather 
than for a chain of arguments. Skeptics can 
not always be convinced in economic science, 
where experiments are excluded and statistical 
demonstration is not always possible. Indeed, 
even where the nature of the inference logically 
admits of statistical verification, such verifica- 
tion is often extremely difficult owing to the 
insufficiency of statistical data and the com- 
plexity of economic life, and an attempt at veri- 
fication may easily lead to false results. On the 
other hand, it is possible for a successful attempt 
to reveal details in regard to the subject in 
question which otherwise could hardly have been 
suspected or "deduced." Especially in the re- 
spect last named, statistical studies may be of 
great utility. My theory of crises is based upon 
a study of facts and I believe that it is sufficiently 
confirmed by the observations and data cited in 
my works. But by these statements, I do not 
mean that certain theses could not gain added 
support or be demonstrated more clearly by 
more detailed investigations. I can only wel- 
come such investigations on the part of statis- 
ticians who are more competent than I in this 
kind of work and more able to find and to treat 
the required data. Such investigators, more- 
over, have already made many valuable contri- 
butions to the subject. 

Now let us examine successively the main 
theses of the theory which I have expounded. 

i. The first thesis states that there exists a 
tendency toward excessive accumulation and 
capitalization, inherent in our economic organiza- 
tion. There can be no doubt as to the existence 
of such a tendency resulting from the motives 
of accumulation and capitalization which we 
have described. Can the tendency be demon- 
strated statistically and directly? To do this, it 
would be necessary, first to determine the pro- 
ductiveness of capital, that is to say, the ratio 
between capital and current production of final 
goods, a ratio which changes with every modi- 
fication of technique and organization of pro- 
duction. Second, it would be necessary to 
determine the growth of social consumption 
(allowing for the effects of decapitalization), a 
growth which varies with the appearance of new 
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wants and with the fluctuations in the distribu- 
tion of wealth. Finally, it would be necessary to 
ascertain the amount of savings in the country 
and the balance of imports and exports of capital 
as well as the transformations in capitalization 
brought about by preparations for the satisfac- 
tioIn of new wants and changes in the technique 
of production. XVith all these data in hand it 
would be possible to determine the excess of 
savings, doomed to disappear by the process of 
decapitalization. One could hardly exaggerate 
the difficulty of the proceeding which we have 
indicated. The attempt to estimate national 
savings and their relation to national production 
has been made, but these estimates are very 
uncertain. Reliable figures for annual savings 
and their variations, however, would be sug- 
gestive. 

2. The tendency toward capitalization, in a 
period of expansion, finds favorable conditions 
for its realization, and industries producing 
capital goods take a conspicuous part in the 
expansion - a fact recognized by a great num- 
ber of economists. Industries producing capital 
goods, however, suffer most during the period of 
(lepression, for their output decreases more than 
that of industries producing consumption goods. 
Among capital goods metals, and in particular 
iron and steel, show the widest range of cyclical 
fluctuations. The fluctuations in industries pro- 
ducing consumption goods are of no great ampli- 
tude and their production shows rather a steady 
increase. These propositions have been confirmed 
for the United States by numerous investiga- 
tions - the physical volume of production in 
the manufacturing and mining industries, build- 
ing activity, etc.., in this REVIEW. More de- 
tailed statistics of industrial production would 
show more exactly the nature of these fluctua- 
tions and, in particular, the progressive increase 
of capital goods during most of the period of 
expansion and the growth of the output of con- 
stumption goods in the last phase of that period 
and in the beginning of the period of depression. 
As the crisis breaks out usually in the autumn 
and sometimes in the spring, monthly statistics 
of output of different classes of goods for the 
years of crises would be especially significant 
and desirable. 

3. My theory of excessive capitalization is 
supported by the statistics of capital issues. The 

issues for industrial enterprises go on increasing 
during periods of expansion while during periods 
of depression, government and municipal issues, 
destined for consumption purposes, take a 
dominant place. 

4. The statistics of imports and exports throw 
a curious light on the progress of capitalization 
in the period of expansion. At an advanced 
phase in this period the tendency toward capi- 
talization surpasses domestic accumulation and 
an import of foreign capital takes place, espe- 
cially in poor countries, in the form of capital 
goods or of precious metals, to support the en- 
larged fiduciary circulation. On the other hand, 
during a period of depression and in particular 
immediately after a crisis, the export of capital 
goods increases considerably as domestic capital 
goes to foreign countries in quest of invest- 
ment. 

5. The statistics of unemployment likewise 
show that the range of fluctuations is widest in 
industries producing equipment. The available 
figures for England show that for the period 
I86o-I9I3 this range was 9.I per cent for engi- 
neering and shipbuilding, 4.I per cent for build- 
ing, 3.7 per cent for woodworking and furniturc, 
and I.5 per cent for printing and bookbinding. 
More detailed statistics would certainly confirm 
this tendency in other industries. 

6. The fluctuation of prices reveals the same 
tendencies. The prices of capital goods, in par- 
ticular those of metals, such as iron and steel, are 
those which rise most during a period of expainsion 
and fall most during depression, while the prices 
of consumption goods fluctuate much less. Sev- 
eral investigations in this REVIEW give support 
to this generalization for the United, States and 
more detailed statistics should bring added 
support. 

7. The fluctuation of prices mentioned above 
is not only characteristic of the rhythm of capi- 
talization, but it reflects also the progress of 
accumulation. The relatively greater rise of 
prices of capital goods, which form a minority 
among the entire list of goods, means a concen- 
tration of profits in the hands of a relatively 
small number of producers, who are particularly 
inclined to accumulation. We have already 
noticed that concentration of wealth favors 
accumulation. The statistics of family budgets 
offer some confirmation of this view. Stephan 
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Bauer notes in his article "Konsurmlionsbudget" 
in HIaldworlerbuch der Staalswissenschzaften (III 
ed.) as a summary of investigations on family 
budgets by Leplay, Engel, Schwabe, Bucher, 
Landolt. etc., that "with growing income the 
quota of savings grow steadily." The same fact 
is revealed by the inquiry of the Statistical 
Bureau of Germany' in the investigations of the 
budgets of Russian workmeen, and by the Eight- 
ceiith Annuall Report of the Commissioner of 
Labor of the Uniited States.2 Previous to these 
reports Lorenitz voIn Stein had noticed the tend- 
ency toward savinig growing with the increase 
of wealth, and(I had called it a "law of growth of 
caI)itals."3 the investigationis above mentioned, 
however, cover primarily the budgets of work- 
meni or of people with modest incomes. An 
inivestigationi of the savings quota of larger in- 
comes woul(1 certainly show a more pronounced 
ten(lency toward accumulation. 

8. It is still necessary to prove that during a 
rise of prices producers, and above all producers 
of capital goods, make large profits, while during 
the periods of depression their g(aiins are greatly 
reduced or positive losses occur. The statistics 
of the dividends of corporations confirm this 
conclusion, though dividends do not exactly 
reflect current earnings, since the corporations 
follow a policy which tends to diminish the 
fluctuations of their dividends. That is to say, 
in favorable years corporations set up reserves 
for dividends. Thus, in Germany, for the suc- 
cessive years in the period I895-I907, the aver- 
age dividend of corporations was, in per cent, 
7.34 (a year of greatest depression), 8.89, 9.32, 

9.82, 9.94, I0.96 (a year of boom), 7.98 (crisis), 
6.64, 7.20, 8.6i, 9.5I, I0.58 and ii.oo (boom). 
Ill the United States in I920 the net profit of 
345,595 reporting corporations was 5,874 million 
dollars, and in I92I the net profit of 356,397 
corporations was only 458 million dollars. More 
detailed statistics of the net returns of different 
categories of corporations throughout a number 
of economic cycles would give more significant 
results. 

9. There is another method, but one less 
direct, of determiniing the progress of accumu- 
lation, namely, by means of the statistics of 
income taxes. In England, for example, thie in- 
come statistics of Schedule D show for the dec- 
ades I88I-I900 a steady increase of income fromn 
commerce and industry (nearly 3'2 per cen t 
annually), but during the years of depression of 
I885-88 and I893-96, incomes show a decrease. 
For the period I892-95 aggregate incomes were 
as much as 8 per cent below the level of the pre- 
ceding period. On the other hand, the inconme 
from fixed salaries and pensions (Schedule E) 
shows a slow but steady increase, with somre 
accidental digressions of small importance.4 

I0. The rate of interest for short loains indi- 
cates in some measure the progress of accumula- 
tioli. The rate of iinterest for short money is regu- 
lated by profits in industry and trade. The ris- 
iiig and comparatively higher rate of interest in 
the period of expansion is a sign of greater 
profits realized by producers, except in the short 
period preceding the crisis, as explained above, 
and a measure of the increased profits of the 
capitalists. Certainly the rate of interest lags at 
some distance behind the rise of the average 
profit. Inversely, in the period of depression, 
the greatly reduced rate of interest reflects the 
low level of profits realized by industry and trade. 

i i. The fluctuations of prices indicate the 
trend of profits. Rising prices are profitable for 
the producers and the holders of stocks and 
unfavorable for consumers. Falling prices work 
to the detriment of producers and to the benefit 
of consumers. For the determination of the 
profits of different categories of producers it 
would be necessary to take into account the rise 
of cost, in other words, the rise of prices of the 
raw materials used in manufacturing their goods. 
The prices of these elements lag at a certain dis- 
tance behind the goods nearer to consumption, 
from which they borrow their value. But here 
we are concerned with only one element of the 
cost of goods, that is, wages, since they form a 
very considerable part of the consumption fund 
of the community and are almost entirely spent 
for consumption purposes. The movements of 
wages and of the aggregate wages bill and their 
relation to the cost of living, to the prices of 
industrial products and to the profits of pro- 
ducers are of great interest for our problem and 

1 Erhebinng von WVirtschafisrechnlungen minderbeinttelter 
Famitilien inm Dcnztschen Reiche, Berlin, I9o9. 

2 Cost of Living and Retail Prices of Food, 1903, pp. 68, 97. 
3 Lehrbuchs der Finanzsc'issenschiften. IV. ed. t. I., p. 421. 

Ernst flancke, "Die Entwic Lklung voni Einkomnmensteuer 
und Linkommen in EIngland in den letzten 20 Jahren." 
Finanzarchiv, t. XXII, I, 1905. 
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especially for the duration of periods of expan- 
sion and depression. 

I2. Is it possible to demonstrate more explic- 
itly by means of statistics the connection between 
the mode of capitalistic production and the dura- 
tion of a period of expansion? Attempts have 
been made recently to attribute this duration to 
the length of time necessary for the construc- 
tion of individual industrial establishments and 
important instruments of production. But it is 
known that the duration of the construction of 
the greater part of industrial installations or of 
cargo ships seldom exceeds the space of one or 
two years, and that even installations of excep- 
tional magnitude (very important factories, 
works, mines, railways, etc.) need not be entirely 
finished in order to be capable of partially func- 
tioning. The greater length of the period of 
expansion is explained by a number of secondary 
concurring circumstances, namely, that these 
productive installations are not undertaken at 
once, that they cannot be undertaken simul- 
taneously1 and that the increase of means of 
production is accompanied by a certain increase 
of social consumption, which extends the field 
of capitalization and so extends the period of 
expansion. The duration of this period is affected 
also by imports or exports of capital goods and 
articles of consumption, as well as by modifica- 
tions in the technique or the organization of 
production. A statistical investigation should 
seize all these constituent elements and their 
concatenation, which would be a very intricate, 
if not impossible, task. 

I3. Since the variations of prices of individual 
goods and of the general level of prices are the 
immediate causes of the fluctuations of industrial 
activity and are at the same time factors which 
modify social distribution and the rate of accu- 
mulation, it is of the utmost importance for our 
problem, as well as for economic theory in gen- 
eral, to determine the laws of variation in value 
and prices. In my theory of fluctuations of eco- 
nomic conditions, I accept King's law of the 
variation of the prices of important goods and 

those of kindred goods serving concurrently for 
the satisfaction of the same wants, I consider that 
the reasons set forth in my works2 sufficiently 
confirm this inference, but it is never superfluous 
to multiply the proofs in confirmation of a new 
idea, which naturally must meet with opposition 
from opinions already formed. 

I have pointed out elsewhere the enormous 
difficulties of a statistical demonstration of this 
law. But in certain cases they are not insur- 
mountable. In a recent article3 I have explained 
that when the quantity of an important article 
undergoes very considerable changes, its price 
varies in close correspondence with King's law, 
because in this circumstance the secondary fac- 
tors, which tend to efface more or less the natural 
relation between the quantity of an article and 
its value, lose much of their importance. I have 
cited there three recent examples: first, in I926 

the vintage in France fell 35 per cent below that 
of the preceding year, and prices trebled; second, 
the same year the crop of cotton in the United 
was estimated in November at I4.2 per cent 
below the preceding crop, and the average price 
established itself at a level of 36.2 per cent above 
the average price of December I925; finally, oil 
production in the United States having risen in 
May I927 to 25 per cent above the production 
of May I926, the price of crude oil fell 45.I 

per cent. In these articles of very different 
nature, we observe variations of prices in accord- 
ance with King's law. Such examples could be 
multiplied. In an investigation published in this 
REVIEW (I92I, pp. 34-36), Prof. Warren M. 
Persons showed that in the United States the 
prices of twelve important agricultural products 
had varied for the period I879-I9I3 nearly 
always (in 30 years out of 34), in a sense, in- 
versely to the crops, and that their total value 
was more influenced by their prices than by the 
crops. In this instance products of a varying 
nature and influenced in their prices to different 
degrees by foreign competition were combined. 
A choice of products serving like purposes, with 
due consideration to the interdependence of 
national and foreign markets, would give inter- 
esting results in regard to movements of prices 
and production. Likewise an investigation of 
the variations of the prices of many articles 
during the War, when the conditions of produc- 

1 Certain installations, producing the constituents of others' 
must have been completed and have begun to produce. 

2 Especially in the work, La loi de variation de la valeur et 
les mouvemnents generaux des prix. 

8 In A rchiv fur Sozialwissentschaften und Sozialpolitik, Decem- 
ber 1927. 
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tion, circulation, and consumption of most goods 
were suddenly and thoroughly modified would 
give very significant results. 

I must content myself with the preceding 
analysis of the principal theses of my theory 
of economic cycles. Experienced statisticians, 
versed in this kind of investigation, will certainly 

find in the theory set forth subjects inviting 
further statistical demonstration. 

One part of the subject matter perhaps goes 
beyond the range of investigations to which the 
Harvard Economic Society has up to the present 
time confined itself. But the causes of economic 
fluctuations are so deep-rooted that an enlarge- 
ment of the range of research is necessary for 
their elucidation. 

Paris, France. 
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