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Preface To

The English Edition

Some of the ideas submitted in this book go back as far as 1907 ;
all of them had been worked out by 1909 , when the general framework
of this analysis of the purely economic features of capitalistic society
took the shape which has remained substantially unaltered ever since.
The book was published for the first time, in German, in the fall of
1911. When, after it had been out of print for ten years,I consented,
not without some reluctance, to a second edition,I omitted the seventh
chapter, rewrote the second and the sixth, and shortened and added
here and there. This was in 1926. The third German edition is merely
a reprint of the second, from which also the present English version
has been made.

I should be passing a very damaging verdict on what I have
done and thought since the book first appeared, if I were to say that
my failure to make alterations of other than expository consequence
was caused by a belief that it is satisfactory in every detail. Although
I do consider both the outlines-what might be termed the “vision” -
and the results as correct in the main, there are many points on
which I now have another opinion. To mention but one , by way of ex-
ample: when the theory of the business cycle, which the reader finds
in the sixth chapter, was first worked out, I took it for granted that
there was a single wave-like movement, viz. that discovered by Ju-

glar. I am convinced now that there are at least three such movements,
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probably more ,and that the most important problem which at present
faces theorists of the cycle consists precisely in isolating them and in
describing the phenomena incident to their interaction. But this ele-
ment has not been introduced into the later editions. For books, like
children ,become independent beings when once they leave the par-
ents’ home. They lead their own lives, while the authors lead their
own also. It will not do to interfere with those who have become stran-
gers to the house. This book has fought its own way, and nightly or
wrongly has won its place in the German literature of its time and
field. It had seemed to me best to leave it undisturbed as much as pos-
sible. I should hardly have thought of an English translation but for the
suggestion and encouragement of my eminent friend Professor Taussig.

For similar reasons,I have not followed the example of my great
teacher Bshm-Bawerk , who with infinite care took notice of every ob-
jection or critique and embodied his own comments in his later edi-
tions. It is not any want of respect towards those who did me the honor
of careful criticism of my argument that leads me to limit controversy
to the minimum. I have to confess, however, that I have never come
across an objection on essential points which carried conviction to my
mind.

In aim and method, this book is frankly “theoretical. ” This is
no place for a professio fidei on method. Perhaps I think somewhat
differently now about the relation between “factual” and “ theoreti-
cal” research than I did in 1911. But my conviction stands that our
science cannot,any more than others, dispense with that refined com-
mon-sense which we call “theory” and which provides us with the
tools for approaching both facts andpractical problems. However im-
portant may be the bearing of new masses of unanalysed, especial-

ly statistical, facts upon our theoretic apparatus - and undoubtedly
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increasing wealth offactual material must continually suggest new theo-
retical patterns,and thereby currently and silently improve any exist-
ing theoretical structure-at any given stage some theoretical knowledge
is a prerequisite to dealing with new facts, that is with facts not alread-
y embodied in existing theorems, If this knowledge remains rudimenta-
ry and subconscious,it may be had theory but it will not cease to be
theory. I have not been able to convince myself, for example, that such
questions as the source of interest are either unimportant or uninterest-
ing. They could be made so,at all events,only by the fault of the au-
thor. I hope, however, to supply before long the detailed material
which is here missing by more “realistic” studies in money and cred-
it interest,and cycles.

The argument of the book forms one connected whole. This is not
due to any preconceived plan. When I began to work on the theories of
interest and of the cycle, nearly a quarter of a century ago,I did not
suspect that these subjects would link up with each other and prove
closely related to entrepreneurs’ profits, money, credit ,and the like,in
precisely the way in which the current of the argument led me. But it
soon became clear that all these phenomena — and many secondary ones
—were but incidents of a distinct process,and that certain simple prin-
ciples which would explain them would explain also that process itself.
The conclusion suggested itself that this body of theory might usefully
be contrasted with the theory of equilibrium,which explicitly or implic-
itly always has been and still is the centre of traditional theory. I at
first used the terms “statics” and “ dynamics” for these two struc-
tures, but have now (in deference to Professor Frisch) definitively

ceased to use them in this sense. They have been replaced by others,
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which are perhaps clumsy. But I keep to the distinction , having repeat-
edly found it helpful in my current work. This has proved to be so e-
ven beyond the boundaries of economics, in what may be called the
theory of cultural evolution, which in important points presents striking
analogies with the economic theory of this book. The distinction itself
has met with much adverse criticism. But is it really untrue to life or
artificial to keep separate the phenmﬁena incidental to running a firm
and the phenomena incidental to creating a new one? And has it nec-
essarily anything to do with a “mechanical analogy” ? Those who have
a téste for delving into the history of terms should rather, if they feel so
inclined, speak of a zoological analogy; for the terms static and dy-
namic were, although in a different sense, introduced into economics
by John Stuart Mill. Mill probably had them from Comte ,who,in turn,
tells us that he borrowed them from the zoologist de Blainville.

My cordial thanks are due to my friend Dr. Redvers Opie, who
with unparalleled kindness undertook the arduous task of translating a
text which proved very refractory to the operation. We have decided to
omit the two appendices to Chapters I and III of the original ,and also
passages or paragraphs here and there. In some places, the exposition
has been modified and a number of pages have been rewritten. As the
argument itself has nowhere been altered, I think it superfluous to give
a list of the changes.

JOSEPH A. SCHUMPETER
CAMBRIDGE ,MASSACHUSETTS
March,1934
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CHAPTER [
The Circular Flow Of
Economic Life As Conditioned

. . o)
By Given Circumstances

The social process is really one indivisible whole. Out of its great
stream the classifying hand of the investigator artificially extracts eco-
nomic facts. The designation of a fact as economic already involves an
abstraction , the first of the many forced upon us by the technical condi-
tions of mentally copying reality. A fact is never exclusively or purely e-
conomic ; other-and often more important — aspects always exist. Never-
theless ,we speak of economic facts in science just as in ordinary life,
and with the same right; with the same right,too, with which we may
write a history of literature even though the literature of a people is in-
separably connected with all the other elements of its existence.

Social facts are, at least immediately, results of human con-
duct, economic facts results of economic conduct. And the latter
may be defined as conduct directed towards the acquisition of
goods. In this sense we also speak of an economic motive to action,
of economic forces in social and economic life, and so forth. Howev-
er,since we are concerned only with that economic conduct which
is directed towards the acquisition of goods through exchange or pro-
duction, we shall restrict the concept of it to these types of acquisition,

@ This title is chosen with reference to an expression used by Philippov-
ich. Cf. his Grundriss II. Bd. ,Introduction.
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