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high during the “bust” and low during the “boom”.... [T]he theory does 
not predict an increase in employment during the boom, or a decrease 
during the bust. Moreover, it predicts an actual increase in current output 
during the bust. These are puzzling implications, to put it mildly, and 
they follow from the ABC[T]. 

All of the foregoing critiques are essentially the same in a 
crucial respect:  they are based on a view of ABCT as simply a 
garden-variety neoclassical theory of sectoral shifts. This is encap-
sulated in the term “overinvestment” which implies too many 
resources allocated to the capital goods’ sector and too few to the 
consumer goods’ sector. overinvestment always logically implies 
underconsumption in this two-sector model, whose relative 
price is the interest rate. This model differs not in the least from 
a two-commodity, two-country international trade model with 
increasing costs and incomplete specialization. In this model the 
imposition of a tariff, say, on wine will distort the relative price 
between wine and cloth, increasing the relative price of wine and 
stimulating the movement of resources from cloth to wine in the 
country importing wine. The relative price and flow of resources 
will move in the opposite direction in the wine-exporting country. 
If the tariff is then removed, the result will be a counter-movement 
of resources out of each country’s import-competing industry into 
its export sector. 

Now let us go a little beyond the comparative static model of 
undergraduate textbooks and assume: an imperfect degree of 
labor mobility; a production function for each good that includes 
inconvertible fixed capital; and static expectations about policy. In 
this case, there will be a “boom” in the import-competing sector 
and a “bust” in the export sector of both countries when the tariff is 
initially imposed. Transitory unemployment will appear and some 
investment in fixed capital will be lost, but things will go on pretty 
much as they had before. These effects will be exactly symmetrical 
in the opposite direction when the tariff is removed. 

Note that variations in the money supply are not completely 
neutral in this trade model despite the fact that there is only one 
relative price. If we assume that individual value scales are differ-
entiated from one another and that unanticipated injections of 
new money initially are unevenly distributed to those consumers 
whose marginal valuations favor wine over cloth, then the price 


