European Integration - Realities and Perspectives 2012

£R22012 THE 7TH EDITION OF THE INTERNATIONAL CONFERENCE

EUROPEAN INTEGRATION
“>—=_~" REALITIES AND PERSPECTIVES

A Critical Perspective on the
Doctrinal Approaches Regarding the Economic Crises

Adina Dornean?, Vasile Isan?

Abstract: The aim of the present paper is to analyze coatpaty the main economic theories regarding the
economic crises, including the premises for stgrtime present financial and economic vulnerabditoe
national and international level. On ideologicalde the present global financial and economicigrsmilar

to the other ones throughout history, initiatedraallectual debate among several applicable tesodam
Smith’s “invisible hand” liberal theory, Keynes'sate interventionism theory and even neo-Marxisbtles.

The issue of the economic cycle and the crisisvisrg complex one that cannot be analyzed and eq@an

a few pages, because talking about the crisist@n@donomic cycle supposes an analysis of all &spéthe
market economy. Thus, we try to found out whichttedse theories best explain the economic cycles and
crises and we believe that the Great Depressio29ef33 confirmed to a great extent the “Austriatheory

of the economic cycle.
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1 Introduction

The global financial and economic crisis that s@in 2007 is probably the most serious crisisrafte
the Great Depression, during the last 80 yearis. d reason for reopening the debates, meditations,
questions regarding the causes for the startindisfcrisis, the effects and the solutions for aagni
out of recession.

The opinions regarding the elements that startecttisis differ among the specialists from thisaare
On the one hand, there are opinions according tichwthe state intervention made possible the
starting of the financial and economic turbulentest we experience and the involvement of the
public authorities will not attenuate the econoutiiiculties, and on the other hand, there are @sic
that say that the starting of the crisis is basedhe inadequate behaviour of the economic agents,
characterized by selfishness, greed, speculation,Without pretending to counterpoint a personal
point of view comparable as level, the goal of pinesent paper is to analyze comparatively the main
economic theories regarding the economic crisesder to identify the theory that best explainegl th
economic crises.

2 Conceptual Approachesregarding the Economic Cycle and the Economic Crisis

Thus, first of all, we would like to explain theraept of “crisis” and in this context, we have to
approach a notion without which we cannot offerlaxptions, namely that of “economic cycle”.
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In the specialized literature, there is almost aanimous agreement regarding the fact that the
economic activity does not have an uniform, lineaolution, but it is fluctuating, registering inree
periods increases, standstills or decreases ofptbduction, inflation, interest rates, labour force
employment, etc. Based on the statistical data seweral countries, we could notice the existemce o
the macroeconomic level of several types of econorycles that overlap and interpenetrate, as it
follows: Kitchin cycles (in Joseph Kitchin’s opimie- cycles of the monetary offer that last 3-4 ggar
Juglar cycles (in Clement Juglar’'s opinion — cremtihtractions and periodical crises at every 9-10
years), Berry cycles (25-30 years), Kondratiefflegq50-60 years), Strauss cycles (90-99 years) and
cycles of the modern world (300 years).

The studies regarding the cyclic evolutions in #tenomies with competitional market are focused
first of all on the decennial cycle (average orldggwhich is covered by an ample literature
comprising a wide variety of points of view.

Thus, according to some opinions, an economic agpeesents “an oscillation of the production, the
income and the employment on national level thatlg lasts between 2 and 10 years, this period
being characterized by a significant expansiorinoitdtion of the activity in most of the sectorstbé
economy” (Samuelson & Nordhaus, 2001). Althougts¢éheconomic fluctuations have irregularities,
the economic cycle can be considered as a sucoassascending and descending stages. At the same
time, there aren’t two identical economic cyclag, they can often share similarities.

Anyway, as John M. Keynes stated, by “cyclic movetnege understand not only that the ascending
and the descending tendencies once they havedstiotaot maintain forever the same direction, but
also that they are overturned in the end” (Keyr#)9). Therefore, the economic cycle includes
several stages, that is: expansion, crisis, remessid invigoration of the economic activity (Hdber
1946).

Regarding the crisis phenomenon, Keynes statedtti@areplacement of an ascending tendency with
a descending one often takes place unexpectedlynaadiolent manner” (Keynes, 2009), while the
shift from a descending tendency to an ascendiegnot characterized by a sudden turning point.

At the same time, Gottfried Haberler wants to viimy concept of “crisis” by comparing it with the
concept of “depression”, that most of the times arengly used as having the same meaning.
According to him, the term “depression” shall beedishaving the meaning of “a process or a
continuous state of affairs of more or less extengiuration” (Haberler, 1946), where the “real
income consumed or the volume of consumptionhgad, the real income produced or the volume of
production per head and the rate of employmentadlieg or are subnormal in the sense that theee ar
idle resources and unused capacity, especiallyashlakour” (Haberler, 1946).

The same author assigns to the concept of “crigis”’meanings. In the technical sense of the theory
of the business cycle, crisis means the turningitptiiat marks the shifting from prosperity to
depression. In the regular sense of the daily laggwsed by the financial media and frequently used
in the economic writings, this means an acute sbhténancial shortages (acute poverty), panic,
bankruptcies, etc. Technically speaking, a crisiggually (but not always) accompanied by an acute
crisis in the regular meaning of the word. On thkeo hand, an acute financial crisis can and
occasionally appears in a moment when there isrists ¢n the technical sense. In other words, the
crisis does not always mark the shifting from aqubof prosperity to a depression one, but sometime
it appears during a depression or even during egerf prosperity without transforming it into a
depression.

As Ludwig von Mises stated, “During the boom periag are talking about good business, prosperity
and advance. Its inevitable consequence, the readfmt of the conditions to the real data of the
market is called crisis, syncope, period of badrimss, depression” (Mises, 2002).

In this context, we agree to the statement thatcljwe expresses the positive and the negative
deviation determined by aendogenousomplex of factors (the economic system includegsdelf
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destabilizing mechanisms that generate cyclic diatbns) andexogenousomplex of factors (sun
spots, natural conditions, wars, discoveries of geld deposits, etc.)

3 Theories Regar ding the Economic Crises

At the question “Why do economic crises appear®’ dnswers of the economists are extremely
varied. At the same time with the manifestationhef first fluctuations of the economic activitytime

XIX century, the representatives of the schoole@inomic thought have been preoccupied to offer
explanations regarding the causes of the econoygie eand the manifestation of the economic crises.
There is a diversity of antagonic opinions, butRasibini states, “ideas matter” (Roubini & Mihm,
2010) and, without an understanding of the econadaas that influenced the period of the previous
crises and the recent ones, we cannot understamdligdowe get into that situation and how can we
get out of it. In this context, in the present gasgh, we undertake to review selectively the tiesor
regarding the economic crises, in an attempt tdyaadhem comparatively and to identify which of
them explain to a greater extent the recent ecomand financial crisis.

The classical economic thougtriginates in the writings of Adam Smith, Jean-BstptSay and John
Stuart Mill. According to the classical approadhme tset up of the economy is based onrtatiral
order. The classical economists believe in the natuaals| in the self-regulating virtues of the
economy reflected by the famous metaphor of theisible hand” that expresses the miraculous
process through which “the selfish and divergetdrasts of the individual economic actors somehow
manage to coagulate under the form of a stablemsy#tat regulates itself” (Roubini & Mihm, 2010).
They use the method of scientific abstraction aedludtion, and the preferred analysis environment is
the microeconomic one. At the same time, they arevioced that only by having a fair individual
behaviour, only by ensuring the personal intetbstsocial peace can be ensured, not otherwise.

The conception of the classical economists reggrdive society in general and especially the
economic activity targets its functioning accordioegits own laws and excludes the involvement of
the state in the economic area, the only acceptedvention measures of the state being necessary i
order to eliminate the obstacles that come actussMay of the free competition. For the classical
school, the competition game is the one that allthvesprices of the market not to stray away for a
long period from the natural prices, by means efdignal system of the prices according to whieh th

producers guide their activity, thus the startifi@ general economic crisis is not possible.

The postulates of the Classical School that frabwiti the classical economists and the neoclassical
ones without differentiating them are synthesizgdbynes (Keynes, 2009) under the form of three
hypotheses that he disputes: 1)The real incomeusleo the marginal disutility of the volume of
employed labour force; 2) There is no involuntangmployment in the strict meaning of the word; 3)
The offer creates its own demand, a theory forredlély J. B. Say according to which overproduction
is impossible by its own nature.

Essential to the classical conception is the ideprices and salaries flexibility that acts as H-se
regulating mechanism eliminating any excess of demar offer through which labour force
employment is retaken to the maximum level and petidn is maintained at the potential level.

Within this analysis framework, in the liberal datist system, a crisis of the general and proldnge
overproduction is not possible and the recession ardy be the result of a wrong allocation of
resources iganas, 2005). Thus, they know the concept of economiclegybut consider it a
temporary deviation that is going to correct itself

The trust of the classical school representativeshe self-regulating capacity of the economy
determined them to look for the causes of the srigetside the economy through exogenous
explanations of the economic mechanism, such faabeated by J.S. Mill, of psychological order —

objective alternation of some states of optimisrd #re state of pessimism or that proposed by W.S.
Jevons, known under the name of “theory of solatsSp
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John Stuart Mill is considered to be the first §Reubini & Mihm, 2010) that dealt with the study of
the crises in its works; he tried to explain theymieans of an external shock or “an accident”. #hil
the prices rise and there is the certainty of sbigh profits, the economic agents will want to earn
more and they will resort to credit in order toriggse the production of goods, determining othieepr
increases. The unexpected failure of some compaviiledetermine a “general distrust” on the market
which will make difficult to obtain a credit and order to pay the debts (the credit not being atésl
anymore), the individuals will start to sell. Thilse prices drop and the panic replaces the prsviou
safety feeling.

W. S. Jevons, a representative of the neoclagiealy, considers that an external disturbancej suc
as solar spots, could disturb the balance of thatlvee on the planet and therefore the agricultural
production and those events could unbalance theoaties of the countries, culminating with a crisis.

As a result, taking into account the self-reguigtoapacity of the markets, the idea that crises are
started by external causes remains essential tect@ol of classical economy, thus the markets can
be disturbed by certain external events, but theyshock resistant and they cannot collapse.

The Great Depression (1929-1933) shattered theicttons regarding the self-regulating capacity of

the economy for ensuring the balance between ecasand investments, under the conditions of the
full employment of the labour force. Therefore, fxplaining the economic cycle, the causes of
endogenous - exogenous type came up as decisiverdieg to them, the cycles resulted from the

conjugation of the action of some internal factofsthe economic system, the interdependencies
within it and some exogenous circumstances toased on them, the economic system included in
itself destabilizing mechanisms that generatedicyhictuations and the exogenous factors (natural,
social, political conditions, etc.) could favourkander their action.

The manifestation of the crises and unemploymemnpimena, specific to the Great Depression,
represented decisive factors in the revaluatiothefliberal economic doctrine and the consideration
of the economic analysis according to other prilesipshowing the limits of the private initiative i
solving some economic-social problems with sigaific impact on the society and major
dysfunctionalities of the mechanisms of the mag@inomies, confronted with serious disturbing
phenomena. Since the appearance in 1936 al.the Keynes'sGeneral Theory” and for 30 years,
the economists applied the Keynesian version oétlomomic cycle. Thus, in order to fight against th
destructive effects of the world economic crisigluding of the manifestation of the cyclicity diet
economy, the state restored to intervention measasea viable alternative to the disturbances that
came up in the functioning of the market mechanisms

Keynes's conceptions regarding the economic cyele lze found again in the chapter 22 of the
“General Theory” that states that “the essentiaratter of the commercial cycle and especially its
regularity regarding the sequentiality and duratioat justifies the denomination of cycle is mainly
due to the manner in which the marginal produgtiat the capital fluctuates [...] the commercial
cycle should be better considered as caused bylecalychange of the marginal productivity of the
capital, although it is complicated and most of timees worsened by the changes associated with
other variables important on short term of the eooic system” (Keynes, 2009).

In the Keynesian conception, the succession optbsperity and the recession stages can be analyzed
in causal relation to the evolution of the margimdficiency (productivity) of the capital, in
interdependency with the interest rate. Keynes idens that the classical economists wrongly
interpreted two notions: the interest rate andntfaeginal efficiency of the capital. From his podit
view, the marginal efficiency of the capital is &thupdated rate that would make the present vdlue o
the series of annuities given by the expected liisnafought by the capital good during its lifelde
equal to its offer price” (Keynes, 2009), and tkplanation of the crisis “is not especially an ease

of the interest rate, but a sudden collapse ofribgginal efficiency of the capital” (Keynes, 2008%,

a result of the manifestation of some psycholodmetiors (panic, future uncertainty).

From the Keynes’s point of view, the behaviour loé tentrepreneur in the investment act mainly
depend on the relation between the anticipateditprate and the interest rate; the entrepreneur is
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interested in investments under the conditions hirclvthe desired profit rate will exceed the levEl

the interest. At the same time, the entrepreness dmwt ignore the acceleration effect according to
which an increase of the consumption can deterraimencrease more than proportional of the
investments in the area in which these goods araifaetured for which the demand has increased, in
the same way in which an investment expansion stageend only because the sales are stabilized at
a certain level or are increasing, but at a loweel than the previous one.

Thus the full employment of the labour force depend Keynes’s opinion, on the aggregate demand.
During a crisis period, if the salaries are reduaad the workers are laid-off, people will consume
less and the demand will decrease. As the demarréabes, the entrepreneurs will not be interested
anymore to invest which determines new reductidrtb@ salaries and dismissals. In this context, the
consumers will decrease the consumption and wi saore, thus reducing the demand even more,
creating the “paradox of saving”.

On the other hand, during a period of economic geaty characterized by “overinvestment”
(Keynes, 2009) (the meaning assigned by Keynedotérm is that of investments made under
unstable conditions and that do not least becéwese do not satisfy the expectancies that generated
them), the famous economist considers that theisnlgonsists not in the increase of the interatd r
because it would discourage some useful investmemdsit would decrease the inclination towards
consumption, but by intervening through the reatmn of the earnings or the reduction of the
interest rate in order to stimulate consumptioneseh measures refer to the suppression of the
depressions and the maintenance of a state ofi“qurasperity” (Keynes, 2009).

Thus, for Keynes, in the absence of a self-requjathechanism that redirected the economy towards
the full employment, due to the fact that priced aalaries are not flexible, the solution consists
applying monetary and fiscal policies that stimedathe economy and that maintained at the same
time high levels of the production and the emplogtra# the labour force.

The instability manifested at the middle of the’@@termined the authorities and the economists to
question the general theory of Keynes. Neverthelesording to Hyman Minsky (Minsky, 2011), the
current economic theory interprets in an inexachmea the work of Keynes and the financial quasi-
crises of 1970, 1974-1975, 1979-1980, 1982-1983vetce not the result of the Keynesian policies,
but of the fragility of the financial system ane tpeculative financing.

In that context, in the’70-'80, theonetarist schoamposed itself, that appeared at the end of the'40
at the University of Chicago and the leader wadadviilFriedman whose convictions were also shared
by the collaborator of A. Schwartz and by othessaacriticism towards the Keynesian orthodoxy in
force. The results obtained following the applicatof the monetarist policies in the '70-'80, altigt
contradictory, attested the fact that the policyimiting the money offer led to the stop of infta,

but regarding the issue of unemployment, the offs@ution consisted in the stimulation of the offe

The followers of the monetarist theories tried iplain the cyclical evolutions through the credit
evolution: its excessive increase stimulated expan®ut it disturbed the economic balance, leading
to the recession stage. According to them, the aoan cycle could be a purely monetary
phenomenon determined exclusively by errors conenhity the authorities in charge of the monetary
policy. Criticized for their unilateral charactéhe monetarist theories regarding the economicecycl
grew and diversified especially due to the contrdyuof the specialists from the Monetarist School
(M. Friedman, A. Schwartz). Friedman and Schwaftered a much different interpretation than that
of Keynes regarding the crisis from the '29-’33nsinlering that it was caused by the reduction ef th
deposits and reserves from the banks (“Great Cdidrd), and that the collapse of the money offer
diminished the aggregate demand that at its tutericéned the reduction of the expenses, incomes,
prices and labour force employment.

One of the most recent monetarist elaborationsrdsgde cyclical evolution as a result of the dredi
policies adopted by the central banks: when thduce artificially the interest rate, they stimuléie
initiation without sufficient economic grounding sbme investment projects that at a certain point
prove to be unattainable because the producticriaare actually more expensive than the initial
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evaluations. The recessive stage begins when dnbeg impossible for the entrepreneurs to achieve
the scheduled objectives and they reduce theirstinvents. Particularly, the monetarists recommend
the maintenance of a constant growth rate of theetaoy mass in order to ensure the stability of the
prices and thus to preserve the neutrality of thenetary policy in relation with the process of
achieving the general balance.

Paul Samuelson, author of theeoclassical synthesidbelieved that the theories regarding the
economic cycles must be classified in two categof@amuelson & Nordhaus, 2001), that is: external
theories and internal theories. From his point @wy the external theories considered that the
economic cycles originated in the fluctuationstod factors from outside the economic system, such
as wars, revolutions and elections, price of ddicavery of gold deposits, migration of the popiokat
discovery of new resources, scientific discoverdgsl technological innovations, sun spots and
weather; on the other hand, the internal theone& into account the mechanisms from inside the
economic system that determined the self-generabibrthe economic cycles. Developing the
Keynesian conception, Paul Samuelson explainedyttlecal evolution based on the interdependency
between the multiplier and the accelerator, medmsiwhose functioning could determine the
economic expansion and recession (Haberler, 1$46in the point of view of professor Minsky, the
neoclassical synthesis, that included monetarishoes and Keynesian elements, failed to explain
how it was possible for a financial crisis to appeat of the normal functioning of the economy and
neither why in certain periods the economy was eqisiale to the crisis, while in other periods was
not (Minsky, 2011).

After the success registered by the monetaristssistng in the eradication of inflation from the
American economy, the velocity of money circulatllecame extremely unstable, according to some
authors, due to the emphasis, during that period,ogm the monetary policy and those changes
compromised the monetarist conception. In thatexdnat the beginning of the '70, Robert Lucas set
the bases of a new school of economic thougméw classical economict which also contributed
Thomas Sargent and Robert Barro, as main représesta

The new classical economics adopts the fundampritadiples of the traditional classical model, that
is: 1. The prices and the salaries are flexiblé[Here are certain stable natural values of theabias
through which the markets adjust themselves; 3.dritg explanation for the temporary deviations of
the observed values of the respective variables filwe natural values is related to the imperfect
character of the anticipations.

But, in this new analysis framework, the new cleglsieconomics brings something new, an
innovating element, the so-called hypothesis dbnal anticipations. According to this hypothesis,
the economic agents formulate their expectatiors iational (objective) way, that is on the badis o
the best information found at their disposal, bgenstanding the manner in which the economy and
the effects of the policies applied by the govemiienction. Thus, the state cannot fool anymoee th
citizens because they are well informed, they haseess to the same information as the public
servants and they have the capacity to forecaduthiee and the consequence is the predictabifity o
any economic policy and therefore its ineffectivene

The representatives of the new classical economaiésabout thetheories of the economic cycle
equilibrium (Samuelson & Nordhaus, 2001), according to whietr@ng perception on the evolution

of salaries and prices makes the labour offer loehig or too small which leads to the cyclical
fluctuation of the level of production and employreA variant of these theories argues that the
unemployment increases during the recession pebedzsuse the workers have high salaries that they
won't give up.

As a result, the real economic equilibrium is spsibée to be affected only by the non-anticipated
elements of the economic policy. The unpredictaddEaments of the economic policy can have a
temporary effect on the real equilibrium, but teffect has nothing to do with the inability of the
economic agents to use the available informatian, ibis related to the insufficient information
regarding the behaviour of the authorities thadften unpredictable. The hypothesis of the flexible
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prices means that the economic policy can influghedevel of the production and the unemployment
only if it takes the economic agents by surprisd disturbs their perceptions. But if the policy is
predictable, it would be difficult to take them byrprise, thus, on the long term, the economiapoli
cannot have any effect on the evolution of the enun activity that is exclusively determined by its
real factors.

The new classicaltheory is much similar to the classical approacttjuding the source of the
fluctuations of the economic activity and the diséhrium states: shocks or changes imposed from
outside the system.

Some authors (De Soto, 2010 &Minsky, 2011) agre there are no big divergences between the
Keynesians and the monetarists, but on the contiiaeye are several similarities among them, due to
the fact that both sides used the same economarythErom their point of view, the crises have
exogenous causes (psychological, technological oanefrors of the monetary policy), and the
economic cycle can be eliminated, if we do not tak® account the forces that produce
disequilibrium, endogenous to the system, that teaeconomic cycles. Thus, according to them, the
causes of the instability are the events found ideitshe functional dynamics of the economy.
Nevertheless, there are also differences, meahggthe monetarists thought that the reason for the
destabilization of the economy is the change ofrttemey offer and the Keynesians explained the
crisis by variations in aggregate demand.

Unlike the monetarist and Keynesian macroeconomisesAustrian Schookhdopts a theory of the
endogenouscauses of the economic crises which explains theaurrent nature (corrupted
institutions: the fractional reserve banking anel aktificial expansion of the credit) (De Soto, @p1

The “Austrian” economists (especially Ludwig von 9ds, Friedrich von Hayek and Murray
Rothbard) explained the economic cycles as a monatal financial phenomenon, a consequence of
an artificial expansion of the credit by banks astfier financial intermediaries that determined
differences between the monetary interest rate #ued natural interest rate and that was not
accompanied by a corresponding increase of thenteny savings. Therefore, through the
expansionist monetary policy, the interest rate arificially reduced below the natural interestera
(the interest rate that resulted from the manifesteof the preferences of the individuals regagdin
the ratio between savings and consumption) whi¢araened the investments to exceed the savings.
Thus, for a more reduced interest rate, precisatiuéed by the artificial expansion of the credit,
several investments that were considered unpréditathen became apparently profitable
(malinvestments).

Generally, such monetary expansion would have cgigeions on the level of the prices that would
gradually increase and that would overturn manyhef profitability expectations of the economic
agents. In time, in the areas that absorbed withrifyr and preponderantly the fictitious capitdiget
economic agents would realize that they extendegsskvely the capital structure corresponding to
their business. They were the ones that under tlractive appearance of the cheap credit,
overinvested in comparison with the real exigen@édhe market. When the need to limit some
economic developments — in excess — became injithlen the crisis manifested itself.

Therefore, from the point of view of the “Austriatonomists, the crisis is not caused by the
decrease of the demand, an argument supported yneKebut on the contrary, by the expansion that
precede it and that modifies the structure of thedpctive apparatus, thus, for them, the crisis is
structural in nature. The economic cycles, with #iernation of the periods of expansion and
depression, occur due to the resource transfer foma activity to the other, following the
modification of the relative prices of the prodoctifactors and of the goods.

Nevertheless, Roubini draws the attention on tlee flaat the Austrian approach is wrong when it
comes to the short term policies (Roubini & Mihm.1R). Thus, in the absence of some governmental
investments, the crisis can turn into total depoesand according to Keynes and Minsky, on short
term it would be better to avoid a collapse of dwire financial system through more flexible
monetary policies, stimulating expenses and tanagoins. But, on average and long term, we have to
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apply the teachings of the Austrians: the reductibthe level of debt both by the population and th
companies and the banks, the companies and thelmlds that are insolvent should go bankrupt and
start fresh, because maintaining them for an unaéed period only prolongs the agony and nothing
else.

Roubini, as well as Keynes, are somehow in errecabse the distinction between the short term and
the long term economic actions is a theoretical émeéhe concrete economy, the temporal horizons
interpenetrate and the short term economic policidhe government (for example, fiscal incentives)
produce long term effects (structural deficiendash as an overbidding of the financial servicesfor
the commercial ones to the detriment of the indesior the productive activities).

To the judgment error regarding the temporal harjzamother error adds, maybe even more serious,
regarding the economic circuit or flow and the aggite structure of the economy, more precisely, the
separation between macroeconomics (aggregates asicdemand and offer, national output,
investments and consumption, general level of thieep, etc) and microeconomics (prices of the
market, salaries, etc). Thus, since Keynes ana@ tipet present, in the mainstream economics, we have
a static circular economic circuit or flow, focusaa the concept of equilibrium (as in the principfe
communicating vessels), where saving representkeak”, from the economic system, while the
consumption as much as possible (from where itliseeshe importance of the multiplier and the
accelerator) is the propulsion factor of the ecoicomechanism and the factor for maintaining the
equilibrium.

Moreover, microeconomics and macroeconomics akedirthrough statistical data, a fact which even
a post-Keynesian such as Robert Solow consideretietestrange, because he talked about a
“decoupling” between micro and macroeconomics.

In the dominant theory (where we can place allrtheclassical synthesis, from post-Keynesians to
monetarists and the followers of the new classtcalnomics), the money is neutral. In other words,
the variation of the money offer can have only sherm effects on the real economy (inflation or
deflation), but it cannot produce structural magifions (that is mutations in the orientation ¢ th
economic agents and therefore in the structurdn@feconomic activities). Thus, the facility of the
fiscal or monetarist solutions for the economisesi and implicitly the idea that the fine tuning b&
done (aggregate demand = aggregate offer) forutherhployment of the labour force, the sustained
economic growth or, if applicable, the maintenaoicthe stability of the prices.

If from various reasons (as in the old “bankingasah the stimulation of business and commerce or
as in the Keynesian macroeconomics, the reachitigediull employment of the factors, especially the
labour force or, more recently, the maintenancefeconomic growth) there is an excessive increase
of the money offer, the result is an extension e production periods or, in other words, the
employment of too many factors in the productiorcapital goods, apparently profitable. When the
problems arise due to the incapacity of the baalsistain the excess of projects, the economieris
starts and these capital goods or, more preciiedge producing economic branches are no longer
profitable. In this context, the introduction ofdiibnal quantities of money means the prolongatibn
the “agony” with devastating or even disastrouse@# in the future. On the other hand, the
stimulation of the aggregate demand through puwhticks (public investments) means to distort even
more the structure of the economy. Therefore, évire shock is painful, it must be left to manifes
itself, because it would produce a shorter crisi$,a depression.

Rothbard showed the contribution of the Austriagotly to the explaining of the economic history in
the paper “America’s Great Depression” (Rothba@)®. Far from being a proof of the failures of
the uncontrolled capitalism, the Crash from 1928her illustrated the dangers that resulted froen th
involvement of the government into the economy. Hutenomic collapse came as a necessary
correction of the artificial boom induced by then@al Bank by means of monetary expansion in the
‘20. The attempts of the government to “heal tHea$”, only worsened the situation. For Rothbard,
the bank policy was the key of the American ecormamistory.
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The fact that at the same time with the changd@fcbnditions of an institutional system, mosthsf t
part of a theory previously used lost its significa or suddenly limited it, precisely representeal t
signal, the proof of its falsity. The rejection thie universal character of the Keynesian theory was
generated by the crises from the '70 from the wast&conomies. An even more convincing
invalidation of the monetarist theory was deterrdibg the failure of the monetarist recipes of “dhoc
therapies” in Russia, Eastern Europe, as well asctiegorical refusal of China and the dynamic
development of its economy.

Following the performed analysis, we can conclud# tvhile the classical theory, the Keynesian, the
monetarist and the new classical economics betieaiethe crisis is determined by exogenous causes
to the system, the Austrian School believes in gedous causes.

Recently, the American professor Hyman Minsky, a&®d to be gost-Keynesiarconomist, has
presented in his book “Stabilizing an Unstable Exoy’ a theory regarding the financial crises that
are based on an interesting hypothesis, the hypistlté the financial instability (Minsky, 2011).
According to this hypothesis, two sentences ar@lval The capitalist market mechanisms cannot
lead to a state of total equilibrium with stablé&ces and full employment; 2. The cause of the seario
economic cycles is represented by financial charmtics that are essential to capitalism. Praltyica
Minsky brings again to our attention an aspect tiegt already been mentioned by Keynes in the
General Theory, an aspect that got lost in theemtestandard theory. Therefore, his important
contribution is his attempt to understand the themrKeynes, that demonstrated with undisputable
arguments that the “success in the attempt to ntaéesconomy work can only be temporary; the
instability is an inherent and unavoidable defdée¢he capitalism” (Minsky, 2011).

At the same time, from a different perspectiveh& economic thought, some economists update the
concept of &nimal spirits, used for the very first time by the classicéldials such as David Hume,
developed by J. M. Keynes and presented as regnhirty hypothesis regarding the economic crises in
the thesis of the Nobel prize laureate George Akerhd the professor Robert J. Shiller (Akerlof &
Shiller, 2010).

In 1739, David Hume publisheth Treatise on Human Nature”a paper where he used the term
“animal spirits” in order to identify the reasormat stayed at the basis of the decision makingpén t
actions of the human beings, as major study sulpédiuman nature. Later on, J. M. Keynes
developed that concept in his pap@é General Theory of Employment Interest and Maoney
Keynes found that the “animal spirits” representbd determinant factor based on which human
beings, when they had a choice, rather decidedttthan not to act. Keynes reached to the conaiusio
that the taking of the economic decisions was uastt § simple rational mathematical calculus, but an
impulsive process, led by human feelings, expematiexperiences and states of trust and pessimisms
that can cause fluctuations in economic activitgyies, 2009).

Without animal spirits and resorting only to mattaics and economic analysis, the economy will fall
in a permanent state of apathy, because it is ldesgiat the human being limited their reactions or
decided not to react at all: “If the animal spisitweak, and the spontaneous optimism starts tk, roc
leaving us to depend only on the mathematical @=fiens, the enterprising spirit will fade and die”

(Keynes, 2009).

Thus, according to the opinion of the great ecosgrttie crisis is not necessarily the result dbretl
calculations, but rather “the consequence of thealamce of the delicate equilibrium of the
spontaneous optimism” (Keynes, 2009). Thereforeyniés explains in the chapter 22 from the
General Theory dedicated to the economic cycléabiethat the prosperity stages are characteriged b
optimism, even overoptimism, many investments, daune of capital goods, high prices, increasing
production costs, till the moment when a collap¢he marginal efficiency of the capital appears,
which makes crisis even more difficult.

In the context of “animal spirits” developed by Kep, George Akerlof and Robert Shiller, the
“animal spirit” is associated with the manifestatiof trust, with a naive optimism that pushes the
consumer to exaggerated expenses and the busimessiom big investments, people believing that
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the economy will permanently grow, offering thespibility to the two authors to include in their
paper the most important economic issues thatfareemwith the animal spirits: the social limits of
profit; the illusion of money; changes in the eamim actions; legends instead of facts and numbers;
corruption; exuberance and overtrust. In their igpinthe “animal spirits” represent the key-element
(Akerlof & Shiller, 2010) in a different vision othe economy that explains the fundamental
instabilities of capitalism and reaffirms the ralé the state in correcting the unbalances that are
related to the irrationality of the markets or Wm®ng perceptions of the individuals: “Such a wasfd
animal spirits gives the state the chance to ietevIts role is to establish the conditions inclour
emotional states can be used in a creative manrggder to serve for a higher purpose. The statg mu
set the rules of the game” (Akerlof & Shiller, 2010

The animal spirits, as Akerlof and Shiller demoaistd, are decisive factors in the evolution of the
economy, for the starting of the economic crises,umfortunately, not yet for the economic thought,
as well as the neoclassical theory, whose reprabess argue that the economists should not take at
all into account the animal spirits. Neverthelgls,crises return and evolve and this is the readon

we believe that the economists and the authoriiesild begin to review the theories and also to
evolve in their manner of economic though, becdiuse do not face accordingly this challenge, then
we have to accept that not only the economy isigisc but also the economic science.

4 Conclusions

Finally, we would like to emphasize the main difleces between classical economics and the
mainstream economic theory, as it follows:

1. Macroeconomics and microeconomics as distinct igt@reas and economic policy do not exist,
but there is only an economic system, if the exgioesin allowed, or a certain economic order.

2. There is no short term and long term, but econa@uitvities on different temporal horizons.

3. The interest rate is not given by the “marginalogfhcy of the capital”, but by the offer and the
money demand. On the contrary, the interest rgj@lates the savings and the investments. From here
it results the importance assigned by the classittathe “healthy” money, eventually with a 100%
reserve of precious metals or at least fractidbaimehow, the classical economists preoccupiedéy th
real economy (production, distribution and consuamjthave also thought that money is “neutral”.
But believing that the state is nothing else thajudge and a supervisor of the game of “free
competition”, they could not think that there arematary or fiscal excesses and therefore radical
deviations from the relatively balanced evolutidrttee economic activity. This is the reason why for
them the crises can only be temporary and the eskaycles have exogenous causes.

Also, we would like to synthesize the main diffezes between the “Austrian economy” and the
mainstream economic theory, as it follows:

1. Admits the ideas of the classical, less the erfemtue-labour, salary fund, the theory of capital
etc.).

2. There is no static economic “circular flow” focusaa equilibrium but amconomic procesS he
activities are developed in time, dynamically ahdttis why the structural relations matter (among
prices, categories of goods, activity brancheg.etc.

3. There is not homogenous “capital” that can sumlutha goods used for the production of other
goods and for giving a monetary expression to thBuot, on the contrary, there are different
categories of capitals, in different relations wille market and the categories of consumer goods.
They result from different production periods andni different relations between the market of the
factors (the past of the activity of the enterpried the market of the consumer goods (the future)

4. Time and money matter count a lot in the estimated the economic calculations of the
enterprises. Thus, money cannot be neutral. Threreto distortion of the ratio between the future
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consumption and the present consumption, thateigptite of time or the price of money (interest),
determines a long lasting variation of the struetnfrthe capital or the production periods.

The present economic crisis will lead to the radsstoon of the manner in which the government can
properly influence the economy. Basically, the déston must end in changes that would lead to a
better equilibrium between discretion and rulesthe fiscal policies of the governments. The
successful solving of the crisis will depend on #deption of a pragmatic solution that took thet bes
from both sides, that of the “invisible hand” ahditt of the “visible hand”.

Thus, we subscribe to the Mises’s opinion, accagrdinwhich in a market economy, “the main task of
the political power is to protect the unobstrudhgadctioning of the market economy against fraud or
violence appeared inside or outside the countryis@ll Economic Policy. Thoughts for Today and
Tomorrow, 2010), and a functional market economgdseadministrative and judicial organs that
established and followed the observance of thesmiléhe economic game by all economic and social
actors.

Each of the presented theories contain some teabh economic thought current has something
relevant to say. Without pretending to have solihedldilemma related to which one of the theories
(classical, Keynesian, monetarist, Austrian Scheial,) explain better the economic cycles and srise
we believe that the Great Depression of ‘29-'33ficored to a great extent the “Austrian” theory of
the economic cycle.

Causa causorum of the economic cycles is the exees®ney offer. The concrete manifestation is
represented by “malinvestments”- wrong investmemist overinvestments, as it was wrongly
interpreted by many authors. If monetary overoffgisted, why wasn't inflation produce in what
many economists called “the longest period of smstheconomic growth”? (Alan Greenspan called
the ‘90 and the beginning of the 2000, “The Greaidktation”) (Greenspan, 2008). Due to the high
increase of the labour productivity that theordlycleads to a decrease of the prices, productiviat
enough people rediscovered in the high-tech inths&trProbably, most part of the money excess
materializes in the financial sector where it heseh place an exponential increase of the pridbeof
assets or the general price index. But this phenomgroves the “Austrians” right by saying that
important are the relative prices that maintairtesl $tructure of the economic activities and not an
“illusory” macroeconomic aggregate.

However, two problems remain somehow unsolved lgy Alstrian theory of the economic cycle
(which will be the subject of another study): 1.0tsis not the economic cyclicity a characteristic
the capitalist system?; 2. Is there or is thereandichotomy between a supposed “real cycle” and a
“financial cycle”, given the overwhelming importanof the financial-banking sector in the present
day?

Nevertheless, the instability accompanies the abgliteconomy with a complex structure and on-
going evolution that can determine the manifestatibthe very high inflation phenomena and deep
crises. In these cases, the public institutiond policies must intervene in order to restrain the
instability impulse, by identifying and applyingme adequate policies, but we cannot say if it must
be a Keynesian, monetarist or Austrian policy, biseahere are several types of crises and if aytheo
worked in a certain context, it does not mean ithaill also have the expected effects in the pnése
Thus, we have to analyze more carefully the pagirder to understand it, to adopt solutions that
combine the liberal thought with the interventiardge and of course, also to include in the public
policies the animal spirits.
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