Booms and Busts


Why is the economy so unstable? Economy was resilient in the 19th century. Unemployment was rising prices were falling and factories were closing. This slump had no appeared appearance. It was like history repeating it self. The business cycle was creating an imbalance. 


During this collision they saw fluctuations as temporary. 1913-1914 the accepted lower wages would fix everything. Supply always created it’s own demand, as told by Says. An example of this would be exchanging goods and making something that could be sold and trade it for their good. They represent added demand for other goods and demand is the one set of goods being offered in exchange for another. 
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Problems that could have caused this could have been an over production of the good being manufactured. Money could be a problem, lack from the bank. But this was all temporary. WWI President Wilson promised to keep America natural. But couldn’t keep the promise, country went to war. It was a good thing for the labor movement. Employment was high, wages were good and the government was sympathetic to unions, out of respect.

The years after the Civil War saw a continuing expansion of the American economy. Although this prosperity was interrupted by periodic slumps, few people seemed to worry. In the early 20th Century, businessmen still clung into a theory called Say’s Law, which said that when they produced a commodity, they automatically created a demand.

 Early in 1914, it was obvious that something was wrong. Unemployment was rising, and factories were closing. Treasury Secretary William McAdoo shrugged off the recession as “propaganda of pessimism”. According to Lee J. Alston, Professor of Economics William College, the prevailing point of view seems to be that the business cycle was correcting an imbalance, and that by intervening; you might only make it worse.

  By the Government coming in and purchasing more goods and services to take up for the lack of business investment, they might adversely affect the little business investment there was. According to Schoumacher, when relieve came, it arrived with a theory that changed the world. When Europe hurled itself into battle in August 1914, neutral Americans began supplying food and weapons for the belligerents on both sides. The recession soon vanished as America cranked up to meet the new demand, and prosperity came back. According to Richard Gill, Economist, the economists at that time saw the fluctuations as temporary. 

When labor was unemployed, all labor had to do was accept lower wages; so businesses would be happy the rehire them. And prosperity would soon return. Underlying this view was Say’s Law, after the 19th century economist, J.B. Say. He said that, in total, supply always creates its own demand. There can never be any long-lasting overproduction since each good is either demanded by us or is used to demand some other good. Say admitted that there could be some temporary problems like overproduction of a particular good, also money could be a problem; but everything works out for the best. Say said that the economy bounces right back. 

Workers and businessmen continued to struggle in the post war years, prices continued to rise. The bubble burst in June 1920. Within a year, prices had dropped by 50%. While unemployment, virtually nonexistent during the war, jumped to 14% in 1921. Among the 19th Century economic theorists, only Marx had a justification. 

According to Robert L. Heilbroner, Professor of Economics of New School of Social Research, Marx was the first economist really to conceive of a self-generated cycle in which good times produced eventual bad times, and the bad times produced good times. He had a theory of the business cycle, a very complicated theory, in which good times produced its own contradictions; the bad times produced its own healing properties. Businesses would go under, wages would go under, and businesses would be for sale very cheap.. Marx had predicted these recurring cycles of boom and bust. 

Later industry prospered, helped along by such innovations as the assembly. Marx saw economic fluctuations as evidence of the failure of the system. According to Gill, on the eve of the Great Depression, most economists were locked into the classical word of Say’s Law. 

In the 1920’s from businesses’ perspective, the economy was booming. Throughout the decade, productivity and profits kept climbing as prices and wages remained relatively stationary. Huge profits were reinvested. The stock market soared. Fortunes were made overnight. Then one day, the business community tried to weather the storm. President Hoover told the nation the slump was temporary, that prosperity was just around the corner. 

Then in 1928, Hoover said that we were on the threshold of abolishing poverty. Four years later, he complained that his opponents were playing politics with human misery. The 1930’s brought an enormous awareness that there was a serious split between traditional economic theories and present economic realities.  In 1930 President Hoover declared, “The corner has been turned.” In 1931 he said it again, and still the economy plunged downward. 

Keynes, who was an English economist at the time, said if you had a fall in investment spending, this might lead to a fall in consumption spending. Total demand, consumption demand, plus investment demand might fall. It might be a multiple fall once the process got started. According to Gill, when demand falls, it may not be repair as it said in Say’s Law. It may fall further; there may not be enough total demand to provide markets for the goods or the labor that produces them. 

