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SCIENTIFIC HERITAGE OF MYKHAILO TUGAN-BARANOVSKY
(on the occasion of the anniversary of the foundation
of innovation economics theory in Europe and the anniversary
of the National Academy of Sciences of Ukraine)

In 2019, it will turn 125 years since, in 1894,
the book Industrial Crises by Mykhailo Tugan-
Baranovsky [1] was published. This research laid
the foundations of modern innovation theory of
economic development. Its results changed the
understanding of economy in the world and have
not lost their edge till nowadays.

Based on the study of industrial crises from
which, economies of United Kingdom and the
United States were suffering in the 19" century,
the prominent Ukrainian economist Mykhailo
Tugan-Baranovsky [1] developed the theory of
periodicity of industrial crises. Especially impor-
tant is his conclusion on the economic cycle,
which explains crises as one of its four phases.

Intensive discussions among European schol-
ars, which arose around the search for the causes
of cyclical fluctuations eventually had led to the
theory of innovations by Joseph Schumpeter who
explained the crisis as the adaptation of the econ-
omy to the changes induced by innovation ... [3],
and the property of innovation to lap the econo-
my as a wave [4].

Tugan-Baranovsky’s research [1] triggered a
wave of studies of currency and financial crises.
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The theory of economic cycles has become a fun-
damental work for the further study of the mac-
roeconomic environment — interest rates and
exchange rates — that affects fluctuations in cap-
ital flows which, according to Joseph Schumpet-
er, is an important factor for managing the devel-
opment of economy and innovation.
Tugan-Baranovsky’s research [1] had contrib-
uted to new developments, which eventually be-
came components of the innovation theory that
led to a worldwide discussion on the causes of cri-
ses and their mechanisms. Below, there is a very
short list of new areas in science, which had arisen
from Tugan-Baranovsky’s conception of econom-
ic dynamics cyclicality, which, in turn, had laid
the foundations for almost all economic and so-
cial sciences related to economic development:

+ Joseph Schumpeter’s theory of innovation de-
velopment (1911—1947, The Theory of Eco-
nomic Development | 3], Business Cycles [4]);

+ the theory of the role of investments in science,
technology, and new territories by Arthur Spi-
ethoff (1902, Vorbemerkungen zu einer Theorie
der Uberproducktion [5]);

+ the theory of cycles of the economic conjunc-
ture by Nikolai Kondratiev (1928, Big Cycles
of the Conjuncture [6));
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+ Albert Aftalion’s theory of the demand effect on
production (1909, Crisis of Overproduction [71);

+ the theory of interest rate dynamics by Knut
Wicksell (1936, Interest and Prices [8]), Irving
Fisher (1930, Theory of Interest [9]), and J.M.
Keynes (1936, General Theory of Employment,
Interest and Money [10]);

+ the theory of business expectations by Arthur
Pigou (1927, Industrial Fluctuations [11]);

+ the effect of the accelerator and the derived de-
mand by J.M. Clark (1934, Strategic Factors in
Business Cycles [12]);

+ the theory of non-equilibrium in the monetary
sphere by Friedrich von Hayek (1935, Prices
and Production [13]).

Tugan-Baranovsky’s research Periodical In-
dustrial Crises [ 1] secured his leadership in the six
areas. He was the first one whose contribution to
a new branch of science, economic dynamics, had
been recognized and appreciated in Europe. Eng-
lish economist John Maynard Keynes called him
the most prominent Slavic economist.

Secondly, he was the first to understand and
to show the nature of economic crises, thereby
triggering a series of economic studies related
to this problem. The burst of attention towards
the economic cycles had resulted in such out-
standing discoveries as Joseph Schumpeter's in-
novations and in the appearance of economic
schools that dealt with problems of anti-cyclical
and anti-crisis regulation of economic processes
all over the world.

Thirdly, Mykhailo Tugan-Baranovsky descri-
bed the monetary and financial crises as exemp-
lified by inflows and outflows of gold from cent-
ral banks (and between central banks) of Eng-
land and the United States.

Fourthly, he was the first who described the
mechanisms of sudden stops of capital and sud-
den stops of systems.

Fifthly, the scholar described the crisis mecha-
nism of economic systems under a fixed exchange
rate that at that time was the Golden Standard
and chronologically accurately outlined in detail
the sequence of processes that inevitably led the
system to a monetary and financial crisis.

Sixthly, Tugan-Baranovsky was the first who
described the cyclicality and cycles of domestic
financial flows.

In addition to the above, it has recently been
found out that he was a pioneer of the theory of
cyclical nature of external financial flows and
their sudden stops.

At the end of the 20""—beginning of the 21
century, world emerging markets with fixed ex-
change rates underwent crises. Modern studies
of these phenomena again drew attention of
scholars towards Tugan-Baranovsky’s Industrial
Crises [ 1], confirming the relevance of this genius
work.

The study of the Asian crisis of 1997—1998 by
experts from the London Institute for Develop-
ment [14], the Inter-American Development
Bank (BID) [15, 16], the Swiss Bank for Interna-
tional Settlements (BIS) [17], and the World
Bank [18] identified the cause of its occurrence,
as a stop of capital flows. G. Calvo called it "the
effect of a sudden stop of capital” and “the effect
of systemic sudden stop, (SSS)”. As it was wide-
ly recognized, the effect was aptly named, and
G. Calvo, for a while, was considered a pioneer in
this field. However, R. Dornbush found that ear-
lier (in 1928), an American scholar, Frank Tauss-
ih, referred to this effect as he pointed out that
the main reason for the crisis was not the rate of
capital flows, but their sudden stop. The sudden
stop of capital inflows, which is followed by capi-
tal outflow, occurs as a result of growing external
deficit and increasing real exchange rate. In other
words, the sudden stop occurs under the current
account crisis, which is explained by financing
the current account deficit at the expense of capi-
tal inflow [ 19, 48].

The Figure shows the economic mechanism of
sudden stops in national economies of Eastern
Asia in 1997, where within a few weeks, capital
flows stopped and reversed. The exchange rate
(and GDP) fell down, and BOP current account
balance almost immediately changed from deficit
to surplus as import declined while export grew.

However, having carefully studied Industrial
Crises [1], one can see that for Mykhailo Tugan-
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Asian Crisis
Indonesia, Korea, Malaysia, Philippines, and Thailand
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Sudden stop in South-Eastern Asia in 1997
Source: Calvo and Talvi (2005) and Calvo, Izquierdo and Talvi (2006) [17].

Baranovsky, the effect of sudden stops is a corner-
stone in describing the causes of industrial crises
in the Great Britain, the United States, and later
throughout Europe. Therefore, Tugan-Baranovs-
ky must be reasonably considered a pioneer in
this field.

The world significance of Industrial Crises by
Mykhailo Tugan-Baranovsky [1] becomes more
clearly evident if to draw a parallel between his
work and the scientific heritage of John May-
nard Keynes [10] as all further world studies of
macroeconomics are in line with Keynesian Rev-
olution, while all subsequent world studies of
economic dynamics, including innovative and
evolutionary processes, appeared to be a legacy of
Tugan-Baranovsky'sideas. This fact puts Ukraine
in the forefront of the countries that have made a
major contribution to the development of world
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civilization. This research [1] translated into oth-
er languages has become mandatory for studying
economic disciplines in all world leading univer-
sities.

Mykhailo returned to Ukraine in the summer
of 1917. For a short period, he was the Minister
of Finance in the UPR government. In 1918,
together with V. Vernadsky, A. Krymsky, and
M. Vasilenko he became a co-founder of the Uk-
rainian Academy of Sciences, the chairman of
its socio-economic department, and the founder
of the Institute for the Study of Economic Si-
tuation and the Institute of Demography.

Mykhailo Tugan-Baranovsky was born and
died in Ukraine. He considered himself Ukrai-
nian. This was the main reason why this promi-
nent scholar chose Ukraine as a place of life in his
mature years.
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