Booms & Busts
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In august 1914 as Europe goes to war America slides deeper into still another recession, people despair and ask why is the economy so unstable? In 1929 is the year collision between 19-century economic theory and 20 century economic reality. Out of the crash Hohn Maynan Kaynes provides a new theory of the business cycle. The years after the world war were years of economic prosperity, and although this prosperity was interrupted by periodic slumps, few people seemed to worry, because the economy always bounces back. During world was there was not a theory of why the economy works in that way.  During those years the people didn’t waste time trying to explain a problem because they didn’t see a problem. During the beginning of the 20-century businessmen still clung to a theory called say’s law, which said that when they produced a commodity, they would automatically created a demand for that product. But in early 1914 it was obvious that something was wrong because unemployment was claiming, factories were closing, and it was an old story. The slump had no apparent cause, at least none that was evident to the Wilson administration. During those years many people blame the Wilson administration, but few thought that government should intervene to correct the situation. This recession end when in august of 1914 Europe start a fight in the world war, and the neutral Americans began supplying food and weapons for both sides, and soon the recession banished because Americans start open new fabrics to meet the new demand. During the war a boom came and the prosperity came to the Americans. Before the people think that depression would cure them when labor was unemployment, because all labor had to do was accept lower wages, then businesses would be happy to rehire them, and prosperity would soon return. Also, there was the law of J.B Say where it said that in total, supply always creates its own demand, there can be never be an long lasting overproduction since each good is either demanded by ourselves or is used to demand some other good. But Says also admit that could be a problem with this because could be over production of a particular good, and also money could be a problem because a collapse of confidence in the banking system could throw a monkey wrench in to the works, but only temporarily, because at the end economy bounces right back, so said J.B. say and for a century everybody agree with them. After the soldiers returned they found neither peace nor prosperity. With the armistice the economy slowed down. The demand for manpower shrank and support for unions virtually disappeared, and America workers were angry.  In the post world year the crisis was getting worst and the prices continued to rise. Also, in 1921 the unemployment rate increased until a 14 percent, rate that during the war was zero. Marx was the first economist to conceive of a self-generated cycle in which good times produced eventually bad times, and the bad times produced good times. He had a theory of the business cycle. Marx had predicted these recurring cycles of boom and burst. In January of 1922, without the benefit of any government intervention the economy surged out of its doldrums and into the roaring twenties, the big boom, and the evident of growing seemed to support Shumpeter theory were industrial prospered helped along by such innovations as the assembly line.  

