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FOREWORD 
THIS little volume contains an ampbfication of cer
tain articles which appeared in the G10rnale degli 
Economisti, Riforma Sociale and the Ze,tsch"ft fur 
N ationaloekonom~e during the years 1932 and 1933 
I should like to take thIS opportunity of expressing 
my gratltude to the respective EdItors of these 
influential reviews for their permISSion to make use 
of this material in the present form. 

Although every writer naturally desires that his 
book may achieve a certain degree of popularity. I 
fully realise that this work may not appeal to the 
general public. Had I made this aim my first con
sideration it would have been necessary to proVlde 
a background of general knowledge, to embellish 
every chapter with illustrations of the vanous argu
ments, and also to make use of current phrases 
which would convey an impression of familiarity 
with business life and practlcal actiVlty. I should 
also have given a lengthy explanation of the reason 
why this book is opposed to those who prophesy 
the end of capitalism, or propose political and social 
panaceas as a means of avoiding a recurrence of the 
crisis. Controversy, especially when it is personal, 
constitutes for many people the indispensable spice 
of reading. 

Instead of doing this, however, I preferred to 
present the thought in the form in which it matured 
after long reflection. 

LONDON. 

June. 1933. 
vii 



INDEX 
In this index an effort is made to Introduce vanous synonymous 

terms which are common In speaktng and wntIng For purposes 
of referente It was Dot possible to maintain perfect conformlty 
In the text. 

Aftalion, A., 20 
Armaments, 3, 146 
Ascending phase, see Up-

ward phase 
Austna, 140 

Bank. 
clearing, statlstlcal table, 

lOS 
of England and Bankers' 

Deposits, 91, lOS 
of England statistics, 105 

Bankmg Bond Consortium, 
72 

Banks' 
as balancmg factor, 4 
central, relations With 

other countnes, 83 
disregarded for purposes 

of argument, 8 
intervention of, mcreases 

errors, 107 
Bllis of Exchange, 80, 85 
Board of Trade, extract from 

statistiCs of, 104 
BOhm-Bawerk, 122, 131 
Bolshevism, 2 
Boom, peak of, 47 

Borrowers and DepOSitors, 75 
Bureau of Labour StatlStlcs, 

10 4 
Busmess cycle, see Fluctua

tion 

Cablab, A , 28 
CaPital, fixed: 

adds to dlfficulty of esti
matmg costs, 20-23 

and enlargement of a firm, 
27-29 

increase of, necessitates 
Increase of workmg c, 
97 

CaPital, working. 
obtamed from profits of 

production, 18-19 
for mamtenance of plant, 

84 
Capitalism accused of caus

mg depreSSion, 2 
CaPitaliStS, compensation of, 

after abohbon of tanfis, 
145 

Cassel, G., 72 
Combmabon, vertical, 17,35 
Commodities, see Goods 

157 
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Commodities Fmance Cor
poration, 93 

Competition 
and dumpmg, 143 
and pnces, 17, 1I2 

Corporative system m Italy, 
151 

Costs: 
and pnces, relative pro

gress of under system 
of paper currency, 97-8 

average and margInal, II 
comparative, 154 
curve of, II, 14, 25 
estimation of, 22, 23 
excess of, over profit, 14 
fixed and varlable, 23 
progress of m relation to 

that of pnces, 22, 40 
- cannot be checked 

by InflatIon, 121 
Increased by fall of ex

change rates, 100 
- speculation, 40 
- addltIonal stages m 

productIve pro
cess, 31-33 

mcrease WIth dlllUmshing 
output, III 

reduction of and cor
respondmg elimInation 
of mcomes, 48 
- does not necessanly 

unply reduction 
of mcomes, 153 

- as remedy for de-
pression, 150-156 

- caused by fall m diS
count rate, 73 

Credlt 
control of, by Central 

Banks,83 

Influence of, on busmess 
fluctuation, 69, 72-3, 
78, II7 

Instruments, 79 
Creditors and depOSitors, 

75 
CnSIS-pOlnt, 47-51, uS 

regarded as phase of .a 
cycle, I, 8, 22, 43 

recent explanations of by 
vanouswnters, 119-148 

stages of, II 5 
the result of a gradual 

accumulation of errors, 
141 

Currency, depreCiation of 
and resumption of gold 

standard, 142 
arguments m favour of d. 

of the dollar, 138 
cannot remedy a crISIS, 

141 
In vanous countries, 139 
InSurance agamst loss 

caused by, 99 
Currency, stabilisation of 

levels adopted by varIOus 
countries, 81 

necessary to reVival, but 
gradual process, 14%-2 

Currency, forced, see Paper 
money 

Cyclical development, 69 
(See also BUSiness fluc
tuation) 

DeflatIon, 81, 90, unfavour
able to production, 21 

De Fleury, R , 28 
Dell~gatlOn de I'or du Co1ll1te 

FinanCier, Report of. 
72 
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DeposIts, 75-77 
In Uruted States. stabs

bcal table. 103 
increase of. In England. 90 

De Vlh de Marco. A • 100 
DIScount rate' , 

increase In 18 favourable 
event. 129 

increased at peak of the 
boom. 101 

lOcreased In order to cause 
Inflow of gold. 8a 

referred to In stabstIcal 
table. 10,5 

vaned by Central Bank. 
73. 81. 8a-3 

Dlsequilibnum : 
between supply and de

mand. 112-13 
caused by resistance. fnc

bon. InelasticIty or un
equal reactions (syno
nymous terms). nZ-I3 

Domlruons. Bntlsh. 148 
DumpIng. 140 • 143 
Duty. see TanfIs 

Economtsts and theu crItiCS, 
149 

Economy: 
external. 11 
internal. 17, 19. a4. 28, 30. 

39. 91. II4. lSI. Isa. 
.IS4 

neglect of. 19.96. IU 
ElastiCIty, 13. 112. 109 
Employment. 3 

and cost of production. S4 
Errors : 

accentuated by banks, 
101-8,14 

collective, 132-3 

durmg recession. S8-66 
In classmcabon of factors 

of production. 22 
In estImabon of costs. 23 

- of pnces. 36 
- of output. s8-9 

Increase of. 39 
psycholOgical element m. 

40 
Event favourable to produc

bon,8,68-9 
may be Government loans, 

under system of paper 
money, 95 

cannot be loans. under 
gold standard. 70. 86 

Event unfavourable to pro
ducbon. examples. 21 

Exchange rate. 
banking operabons for 

purpose of stabilismg. 
83 

VarIability under system 
of paper money. 99 

Expansion of producbon, 
see Production 

Expenses. see Costs 

Factors of production 
and favoured mdustry. 13 
InelastiCIty lD supply of. 

17 
dlfficulty in classmcatlon 

of.2a 
lDdlVlSlble, 23; dlVlSlble, 

30 
Fauno. M .• 32 
Federal Banks. see Banks 
Federal Home Loan Act. 92 
Federal Reserve Bulletm. 

90 .92• 103 
FiduCIarY ClIculatlon. 78-9 
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Fluctuation (busmess, com
mercial or mdustnal), 3, 
4,6 

and monetary mfluences, 
3, 68, 101, 134 

defimtIon of, 66, 1I6 
pnncipal cause of, 99 

France. 
and expansion of credit, 

91 
and stenhsatlon of gold, 

82 
Free Trade, 135 
FnctIon, II2 

Germany, 140 
Gold 

baSiS of monetary systems 
138 

bulhon standard, 80 
economy m use of, 79 
embargo on, 138 
flux of, 14, 91 
mcreased supply of, leads 

to mcreased demand for 
goods, 70-1 

outflow of, 80 
the only form of currency, 

8 
panties, lowenng of, 138 
stenhsatIon of, 81-2 
Standard, abandonment 

of by Great Bntam, 91 
- as means of aVOldmg 

depresslOn, 137 
- pure, 73, 75, 76, 80 
- - automatic functlon-

tIomng of, 82 
- return to, 137, 139 

Goods 
mstrumental, complemen

tary and substlt11t1onaI, 

relation between, 38,68, 
II4 

marketIng of, 152 
Graphs, II, 25 
Graziam, A , 122 

Hawtrey, R G, 4 
Hayek, F. A von. 77, 119, 

122, 123, I2~ 12~ 12~ 
132 ,133 

Imports, payment for ex
ports, 141 

Improvement 10 methods of 
production, 9, 10, 109, 
no, ISS 

Income, fall 10 aggregate, 
132 

Incomes 
and pnces, 9 
and reduction of costs, 12, 

153 
at the peak of the boom, 

46 
lOcrease of, 10 favoured 

production, 12 
maldlStnbubon of, 151 

IndemDlty for losses caused 
by abohbon of tarills, 
144-5 (See also State 
mterventlon) 

InductIve reasomng, 16, 22, 
27, 31, 110, III, 152, 
153 

Jndustnal fluctuation, see 
F1uctuatlon 

InflatIon 
and value of sterlmg, 91 
and loans under a gold 

standard, 94 
causes of, 77, 78 
m the Ull1ted States, 92 
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InflatIOn (eonl.): 
posslblhty of, under sys

tem of paper money, 95, 
97 

tends to prolong an up
ward phase, 120 

unsuccessful as means of 
putting an end to de
preSSion, 102, 156 

Integration of md ustnes, 35. 
(See also Combination) 

Interest, scarcity of real sav
Ings mcreases rate of, 
4.5 

Investments in Umted 
States, statistical table, 
103 

Jannaccone, P., 81 
Jung, the Hon., 138 

Keynes, J. M., 4, 5, 17, 99, 
119,120 

Lagging In increase of wages 
and mterest, 17 

Landowners, their remuner
ation durmg penods of 
recovery, 9, 12 

League of Nations, 104, 134 
Lloyds Bank Monthly Ra

VJI/W, extract from 
statistics of, 105 

Loans: 
Government, for encour

agement of economy, 
154 

granted m order to avert 
ensls,98 

Importance of a succesSIon 
of,99 

meffectlve as means of 

remedying depreSSion, 
101 

infiuence of, on busmess 
fluctuation, 69, 12, 13, 
18, u7 

- on general pnce level, 
89-94 

hmlted by amount of re
serve funds, 72-6 

contracted by Government 
for rebef purposes, 56 

reasons for contractmg, 
under system of paper 
money, 94-1 

Managed Standard, 63, 13, 
138,147 

as It affects pnces, 93 
as means of avoldmg de

preSSion, 101, 137 
cbaractenstlcs of, 7!r83 

Markets: 
movements of after 

favourable event, 37 
reorgamsatlon of, by cor

porative methods, 151 
Marketlng of goods, cost of, 

152 
Marshall, A., 11, 35 
Mises, L von, 123, 128, 129 
Mitchell, W. C., 8 
Monetary system, mstability 

of,I36 
Monetary systems enumer

ated,69 
Money: 

Clfculatlon of, at dlfierent 
penods,I3 

purchaSIng power of, 10, 
12, 19, 80, 81, 100 

rates, statlstlca1 table of, 
105 
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Notes 
converbble Into bills of 

exchange, So 
- mto gold, 69, 75, 78, 

So, 83, 85, 95, IJ7 
Inconverbble,95 (See also 

Paper money) 
New York Stock Exchange, 90 

Operabves 
and abohbon oftanffs, 145 
remunerabon of, 9. 10. 12 

Opturusm, 19,40 
Output 

amalgamabon of entex
pnses leads to decrease 
mrate of, 28 

conbnually expanded or 
contracted. 34 

costs of final o. exceed 
profits, 37, 42 

far-reachIng efiects of cur
tailinent of, 47, 52 

see also Supply 

Paper Money: 
as medlum of exchange 

and credlt mstrument, 
100 

causes increase of entre
preneurs'errors,~ 

hoardIng of, too 
lSSue of, cannot save firms 

from collapse, tOI 
reckless lSSue of, g8 
see also Notes, mconvex

bble 
Plgou, A. C., 19 
Plant, 19, 24 

depreclabon of, 30 
enlargement of, 28-9. III 

Poland, 140 

Pohbcal condlbons and de
preSSlon, 134 

- expedlents for recovery, 
III 

- factors among causes of 
depreSSIOn, 136 

Pohbcs and econOmICS, 146 
Pracbcal reallbes as opposed 

to abstract arguments, 
69 

Pnces 
downward trend of, in 

England, 91, and 
France, 92 

- - how to prevent or 
CUrtaUlt, 53-6 

- - after cnslS·pomt, 
51-2 

mcrease of, and depreCla
bon of currency, 138 

- not uDlform WIth that 
of costs, 71 

progre5S1ve mo,rements of, 
3,6,9,10 

recessIon of, see Down
ward trend 

vanability of, under sys
tem of paper money, 99 

vanabons In level of, In 
countries under gold 
standard, 72 

wholesale, In Uwted 
States, statlSbcal table, 
1 0 4 

- and retaJl ID England, 
statlSbcal table, 104 

Producers' (or InStrumental) 
goods 

andloans,I33 
demand for, ID relabon to 

demand for consumers' 
goods, 123-8 
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ProduceB' goodS: demand 
lor, by manufacturers of 
consumers' goods, 31-3 

ProductIon 
capltal1sbc methods of,I9 
Increased by reductIon of 

costs, 12, IS3 
InteJ1S11icatIons of, miS

apprehensIon as to 
meanmg, 39 

profitable expaDSlon of, 
IZ, IS, 16, 38 

progreSSlve expaIlSlon of, 
38 

Profits: 
movements in level of, 3, 

6,9, to 
and final apphcatIon of 

factors, 37, 43. (See 
also Output) 

maxlmum (graph), II 
resultIng from favourable 

event and thelT 10-
fluence on 1Ocomes and 
prices, IS 

tendency towards equah
sabon of, through all 
stages of manufacture, 
12S 

Prospenty, penods of, I, 8, 
9,13 

ProtectIorusm,growth of, 134 
PsycholOgical causes for 

. busmess fluctuabon, S 
PsycholOgical factors : 

d UTlDg penod of depres
slon,73 

10 the increase of errors, 
40 ,64 

Purchasmg power of money: 
and 10crease of costs, 10 
at home and abroad, 81 

fluctuabon of, in paper 
money, 100 

In terms of gold and In 
terms of goods, 72, 80 

stabilisatIon of, 79 

Rabonahsabon of work as 
means of economy, 17 

- of 10dustnal structure, 
II2, ISO 

Raw matenals . 
fall 10 pnce, 93 
cheap subsotutes for may 

posSIbly be found, ISS 
ReconstructIon Fmance Cor

porabon,92 
ReceSSIon, see Prlces 
Reserve, banker's 

and mmunum rate of 10-
terest,84 

corrects excess in means 
of payment, 78 

neceSSlty of mamtauung, 
7S 

and habWoes, 76-7 
strengthened by mfiow of 

gold,81 
Reserve Stock. 

10creased OWlDg to error 
10 output, 41 

- 10 hope of greater profit 
10 the future, 41 

10crease of VlSlble stocks, 
93, 106 

statlstIcs of, show reckless 
producbon, 1I2 

ReSlStance (or fnction), 112 
ReVIval, S, 8, 9, 10 

and deprec1aoon of cur
rency, 139-41 

and abolloon of tanifs, 144 
and favourable event, 109 
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Robertson, D. H, 5 
Roosevelt, President, 138-9 

Salter, Srr Arthur, 134 
Savmgs' 

real,8 
small amount In hands of 

pnvate IndlVlduals dur
Ing boom, 44 

ubhsed for first output, 
16 

for mamtenance of unem
ployed persons, 54 

for purchase of surplus 
goods, 55-6 

Schanzer, Carlo, 134 
Secunbes, Government· 

exchanged for Industnal, 
86 

as Investment for banks, 
91 

Speculabon 
profits of, Increase the de

mand for goods, 88 
reckless, 41 
tends to lower pnces, 64, 

and Increase costs, 40 
State Intervenhon 

and errors of defect In 
supply, 62 

In form of Indemruty, 
bonuses, etc, 62, 63, 
88 

Sterlmg' 
deprecmtIon of and Its 

effect on pnces, 91 
revaluation of, 90 
and gold exchange system, 

80 
Stock Exchange (New York), 

collapse, go; reVlval, 
87 

Surplus stock, destruction 
of, 54, 55, u6 

Tanfis, 3, 5, 82, 94, 140,141 
abollbon of, 109, 142-S 
reduction of, 154 

Taxation. 
dunng recession, 56 
reducbon of, 87 

Treasury Bonds, 86, 96 
Trend of pnces 

changed by madequate 
supply of goods, 21 

of long duration, 66 
Irregular under paper 

money system, 99 
secular, 113 

Unemployment 
In Umted States dunng 

pollcy of extended 
credit, 93 

rebef of, 54, 55, 88 
result of abohtlon of 

tanffs, 144 
Umted States of Amenca 

and gold standard. 138-40 
and stenhsahon of gold, 

82 
and deprecmtlon of dollar, 

138-41 
and redlStnbution of gold, 

147 
Upward Phase 

caused by attempt to cor
rect error In supply, 
14-20 

- by Increase In produc
tion of gold, 7<>-74 

cannot be brought about 
under gold standard by 
extended credit, 89-94 
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Upward Phase (conI)' 
may be brought about by 

credIt under system of 
papermoneY,9S-109 

Condltlons requued for, 
16 

Wages increased as result of 
Increase In pnce of 
wheat, 10 

War' 
Its lOlluence on costs, 10 
debts, 3, 135, 140 
pobtlcal condItions result-

109 from, 81 
Waves, lOdustnal, see BUSI

ness lluctuatlons 
Westmlnstet' Bank Relnew, 

106 
WIeser, von, 123 
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