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Who Can Explain the Business Cycle?

By David Schoumacher

“Boom or Bust; why is the economy so unstable?” “Factories sit idle or stagger along because nobody has any money to spend. Workers sit home without any money to spend, hoping the economy gets better so they can work again. It is a pattern that repeats itself over and over again.”

“Few people worried about trying to explain economic fluctuations during the 19th century. Americans were too busy building railroads, expanding commerce overseas, or creating new industry.” 

On the ever of WWI economists had no theory to explain recurring downturns. 
Why not? Robert Heilbroner said “The convulsions, revulsions, crises, gluts, they were noticed back in the 1810s, but the idea of a cycle – good time and then bad times – took a long time until it reached the level of the professionals. They were just beginning to be professional economists.”  

Lee J Alston said, “I think the economy was just more resilient in the 19th century. A lot of though didn’t go to explaining a problem when they didn’t see a problem. Wages would adjust much more quickly in the 19th century than in the 20th century. Interest rates would adjust, so no sense creating a tool for a problem that to them wasn’t there.” 

Robert said “Economists believe those in bad times, when investments stopped, when businessmen stopped putting up new plants, savings would keep piling up. In the banks, and they would look for markets. The competition among banks to get ride of their savings pushed down the interest rate.” This was another reason people thought “it would be self-maintaining, not only the dynamism of the system, but that this continuous flow of savings would push the interest down, and that would induce businessmen to go back to investing.”

“In the early 20th century businessmen still clung to a theory called say’s law which said when they produced a commodity, they automatically created a demand. Early in 1914, it was obvious that something was wrong unemployment was climbing, factories were closing.” 

“It was an old story. The slump had no apparent cause, at least none that was evident to the Wilson administration.” “Treasury secretary William McAdoo shrugged off the recession as “A Propaganda of Pessimism.” “Republicans had no doubt why the economy faltered.”

“It was that dangerous democrat Woodrow Wilson. While many were quick to blame him few thought the government should intervene to correct the situation.”

Alston said “The prevailing point of view seemed to be that the business cycle was correcting an imbalance, and that by intervening, you might only make things worse.” 

“By the government coming in a purchasing more goods and services to take up for the lack the death throes of capitalism, but the system does not automatically correct itself.” “Business cycles are the result generally of shifts in aggregate demand or total spending.” 

