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Why the Business Cycle?

• A “Great Forgetting”? (Edward Prescott) 

• A “Great Vacation”? (Casey Mulligan) 

• A “Great Rusting”? 

• A “Great Exhaustion” (of Resources, That Is)? 

• A “Great Cautioning”?



Say’s Law
• Jean-Baptiste Say: I shall not attempt… [to point] out the just and 

ingenious observations in your book[, Mr. Malthus]; the 
undertaking would be too laborious.... I should be sorry to annoy 
either you or the public with dull and unprofitable disputes. But, I 
regret to say, that I find in your doctrines some fundamental 
principles which... would occasion a retrograde movement in a 
science of which your extensive information and great talents are 
so well calculated to assist the progress.... If certain goods 
remain unsold, it is because other goods are not produced; and 
that it is production alone which opens markets to produce.... 
Whenever there is a glut, a superabundance, [an excess supply] 
of several sorts of merchandize, it is because other articles [in 
excess demand] are not produced in sufficient quantities...



The Say-Ricardo-Malthus 
Debate

• Thomas Malthus: We hear of glutted markets, falling prices, 
and cotton goods selling at Kamschatka lower than the costs of 
production. It may be said, perhaps, that the cotton trade 
happens to be glutted; and it is a tenet of the new doctrine on 
profits and demand, that if one trade be overstocked with 
capital, it is a certain sign that some other trade is 
understocked. But where, I would ask, is there any considerable 
trade that is confessedly under-stocked, and where high profits 
have been long pleading in vain for additional capital? The 
[Napoleonic] war has now been at an end above four years; 
and though the removal of capital generally occasions some 
partial loss, yet it is seldom long in taking place, if it be tempted 
to remove by great demand and high profits...



Jean-Baptiste Say 
Abandons “Say’s Law”

• Jean-Baptiste Say: The Bank [of England]... forced the 
return of its banknotes, and ceased to put new notes into 
circulation…. Commerce found itself deprived at a stroke 
of the advances on which it had counted, be it to create 
new businesses, or to give a lease of life to the old. As 
the bills that businessmen had discounted came to 
maturity, they were obliged to meet them…. They sold 
goods for half what they had cost. Business assets could 
not be sold at any price. As every type of merchandise 
had sunk below its costs of production, a multitude of 
workers were without work. Many bankruptcies were 
declared among merchants and among bankers...



John Stuart Mill’s 1829 
Insight

• John Stuart Mill: In order to render the argument for the 
impossibility of an excess of all commodities applicable... money 
must itself be considered as a commodity…. Those who have... 
affirmed that there was an excess of all commodities, never 
pretended that money was one of these commodities.... What it 
amounted to was, that persons in general, at that particular time, 
from a general expectation of being called upon to meet sudden 
demands, liked better to possess money than any other commodity. 
Money, consequently, was in request, and all other commodities 
were in comparative disrepute…. The result is, that all [non-money] 
commodities fall in price, or become unsaleable.... [A]s there may 
be a temporary excess of any one article considered separately, so 
may there of commodities generally, not in consequence of over-
production, but of a want of commercial confidence...



What Can You Do After 
You Sell?

• You can buy a useful commodity 

• In this case, Say’s Law would apply—supply does create its 
own demand 

• You can be happy with the extra cash money you have 

• You can lend the cash to somebody else (or pay down your 
debts)—deleverage 

• And hold on to your cash until you fin duck a counterparty 

• In these last two cases, Say’s Law does not necessarily apply…



Rules for "General Gluts"
• Excess demand for money is excess supply of currently-

produced commodities 

• Excess demand for savings--excess desire to deleverage--is 
excess supply of currently-produced commodities 

• Excess supply of money is excess demand for commodities, 
etc. 

• Aside from those... 

• Supply creates its own demand 

• Lack of supply creates its own lack of demand



How About Flexible Prices?

• Wages are not terribly flexible downward 

• So prices cannot be 

• And wage flexibility would not help us 

• Debt 

• Zero Lower Bound


