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15. The Cycle of the Agerepgate Basic Price Spread, There 1s &

sense in which one may speak of the fraction of basic outlay that
moves to basic income as the "costa" of basic production. It is true
that that sense is not at all an accountant's sense of "costs": for
it would include among costs the stl,andard of living of those who re-
ceive dividends but not the elemsnt of pure surplus in the salaries

of managers; worse, it would not include replacement costs, nor the

part of maintenancc that is purchased at the surplus final market, ..

nor the accumilation for sinking funds vhich is a part of pure surplus
income, But however remote from the accuuntant's reaning of the term,
costs, it remalns that there is an aggregate and functional sens¢ in
which the fraction of basic outlay moving to basic income is an index
of costs, For the greater the fraction that basic income 1s of total
income (or total outlay), the less the remainder which constitutcs
the ageregate possibility of profit. But what limits profit may be
termed cost, Hence e propose in the present section to speak of
luait,
(1 - ®)fo', and as well of G"f0", as cosis oi‘/ production, having
warned the réader that the costs in questlon are aggrepate and func-
tional costs in a sense analogous to that in which forced savings are
savings,

I_n.a;ny' given interval, the rates of outlay, {O! and {n, are func-
tions, not of the indices of quantities sold at the final markets, Q!
apd Q", but of these indices corrected by the acceleration factors, af
and &, Thus, when the productive process is expanding or contracting,
-[b' ié some price level index mltiplied by a'Q',and $0" is soue price

level index multiplied by a"n, In expansioné a! and a" are greater
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~ than wnity, sinte current production is for future greater sales; in

contractions a' and a" are less than unity since then current produc-

tion is for future reduced sales. Lot us now Introduce two cost price

indices, p! and p", which are defined by the equations,

| - o0 = pag = {0 (e8) _‘

vhence by equation (5) o N

;Il w7 platQ! ¢+ pmamQ® ' ' (47)
Now, when §D' satisfies general conditions of circuit acceleration by

being zero, so that fE' eguals §I¢, then since $E' equals P'Q' one may

write
PIQT = plafQ! ¢ pramge (48)
Dividing through by p'Q' one may write
J = Pt/pt = a' ¢+ a"R .(49)

where J is the basic price spread ratio, being the selling price index,
P!, divided by the cost price index, p', and R is the ratio of surplus
to basic activity indicated by the fraction, p"Q"/p'Q'. It follows that
the basic price spread ratio, J, is the sum of the basic acceleration

factor, a!', and of the product of thc surplus acceleratiorn factor, a”,

with the surplus~to-basic ratio, R.




Vardations in R involve no new elements. At a first ectimate R
will be increasing during the surplus expahsion when Q"/Q% is increas-
iné, but decreasing during the basle expansion when Q"/Q' is decreasing,
Taking into account the further quotient, ﬁ"/p',-one would expect it

to be constant, inasmuch as cost prices in basic and surplus unite

- have the same general deterﬁinants; and inasmch as there arcse any

divefgence bétween p" cnd p', one would expect iﬁ tolreinforce our
initial estimate; pf/p? would increase, if anythiﬁg, in the surplus
expansion, but would decrease, if anything, in the basic expanéion.

The influence of R on the apggregate basic price spread is obvious,
The greater the fraction of total basic income Lhat is derived from
surplus outlay, the less the fraction of total basic income {hat is
gerived from basic outlay. But total basic incoms becomes basic ex-

penditure 2nd basic receipts. And ihe source of basic price spread

}is the diffcrence between basic receipts and the fraction of basic

1 s s .
outlay going to basic income, A very rough illustration may be had

1f we identify basic income with aggregate wages and aggregate wages
with costs of all production and, as well, with ihe receipts of basic
sales.l Then the greater surplus activity, the greater surplus aggre-
gate wages, the smaller the ffaction ol total wapes paid by basic pro-

ducers, the smaller the fraction of total costs paid by basic producers,

" the smller the fraction of basic recelpts reqﬁired to meet basic costs,
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‘Now in any expansicin it 1s inevitable that quantities und;r pro~-
duction run ahead of quantities sold. Current production is with
refercnce to future sales and, if_théro is an.axpansion, then future
uales_gre going to be greater than current =ales, ﬁut in the free
economles the acceleration factors are not held dovn to the minimum
that regults from this consideration, During the surplus expznsion
the basic price spread ratio, J, will increase from an jncrease of R,
of a", and alsc of a'. The advance of the price spread ratio will
vork out through a rise of basic price level and selling prices gen-
erally will mount. Now when prices are rising and due to rise further,
the thing to be done is to buy now when prices are low and sell later
when they are high. There results .a large amount of specwlative liguid
investment, Eatch producer orders more materials, more semi-finished
goods, more finished goods, than he would otherwise. Moreover, he éﬁkes
this speculative addition to a fuiure demand estimated upcn current
orders received, so that the further back in the production series any
producer is, the greater the speculative element contained in the ob jec-
tive.evidence of current orders received, the mere rosy the estimate
of future demand, and the greater the speculative element he adds to

this estimate when he places orders with a producer still further back

, in the series.

Thus, an Initial rise in prices sets going a speculative expansion

that makes the acceleration factors guite notabls, expénds the price
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spread still more, and Btiﬁulates a pace of further acceleration that

it will be gquite impussible to maintain., Differentiating equation
(49)‘one has

dd = da' 4+ Rda® + a"dR (51)

Here the cyclic factors are R and dR: in the surpluQ expansion R is
increasing and dR 1s positive; in tho basic expansion R is decreasing
and dR is hegativé. R 15 a fractional quantity and dR the increment

of a fraction. On the other hand, as long as expansion continues, the
surplus acecleration factor, a', wlll be grezater than unity, Upon this
background enters the performance of da' and da", with thLe former pre-
ponderant since the coefficient of da" is the fraction, R.

Now during initial proportionate expansion dRt will be zero, btut
da' and da' will be positive for a while as a short-term acccleration
develops. At least in the basic shtape it will prove impossible to main-
tain a generalized rate of expansioq,#nf&“ﬂéﬂmatVi9@m4pr@f333&v , 30
that da' will become negative. The event will probably take place when
the surplus acceleration factor, a", has reached a high level fate 80
that da™ i¢ zero. It follows thet dJ becomes negative with da' and
in this dJ will be all the more negative if there is any faltering in
the surplus stage to give a negaﬁi?e da" as well, Thus, the price
spread ratio, J, contracts; the basic price level falls; speculators
are disillusioned, There is a mincr crisis: {irst, speculative agsets
are frozen as every one wisheé to seil before prices fall further and
no one wishes to buy uwntil they féll further; then there is a period of
liquidation as 1liguid assebs are sold for whatever price they will

fetch, The gravity of this first crisis will depend exclusively upon
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the magnitude of the speculative development; the sclvency of specu-

. lators, and their ability to weather the storm without liquidating

thelr stocks. Whebther it 1s a squall or a tempest, the underlying
long-term development soon sets things right. Fbr as the surplus
stage generalizes long-term acceleration, R increases and dR becomes
posltive to éxpand again the price spread and to kcapi it eﬁpandiné.
As this proceeds, there develops another speculative boom, Tha sure
blus acceleration factor, a", mounts and remiins constant at its maxi-
mum; the basic acceleration factor mounts and then contracts; previous
phenomena are repeated with the difference that the negative dat is
mitigated by a positive dR, and that throughout this crisis there is
at work a pozitive dR to bring things back to an even kecel., VWhen the
rate ol expansion is restored, the basic stapge will move into a general
long-term acceleration; for a while yet dR will remain positive and a-
{third specvlativa boom develops, Thila bocm suffers no resiqgctions
from a limited potential {or short-term acceleration, since both stages
are now expanding in long-term style. Both acceleration lactors can
mount to hgpd waxima and remain at the summiis with da' and da® both
zero, Mirther variations of the price spread thus depend exclusively
uvpon dR, and this becomes negabive as the surplus expansion gives
place to a basic expansion, When then prices begin to fall to effect
the continual reduction of the price spread, there follows sooner or
later the resl and final crash, Speculative embarrassment makes both
da' and da" negative to augment the rate of contraction of the price

spread and intensify the embarrassment, Assets are frozen and then




for the remainder of the cycle should be a basic expansion which our

"basic price spread ratio supposes fD! to be zero throughout, 4 specu-

ibo

llquidated in a great drop of prices, Worse, there is no recovery;

ill-adapted economies transform into a depression.

It may be noted that the triple crisis per cycle may perhaps
correspond to Prof. Schumpeter's combination of three small cycles
named Kitchens in cné larger cﬁcle named a Juglar which has a ten-
year périod. The pattern of six Juglars in one gixty-year Konﬁragiéff
vould seem to result from the quasi-logical connection between suce-
cessive long-term accelerations, A fundamental tranaformation of the
capital equipmeni of an economy needs preparatory long-term accelera-
tions that open the way for it; and once the fundamental transformation
1s achleved, there are other subsidiary transformations that for the
firét time become concrete possibilities. Such a time series has more
afrinities with a philosophic theory of history than the merely mechan-
ical structures that we have been examining. A theory of the Kordratieff
is in terms of the precise nature of the fundamental transformatien,
e.g. railroads, but the theory of the Juglar and Kitchen that has been
developed here depends solely upon the structure of the productive pro-
cess and the measure of human adaptation to the requirements of an
acceleration in that structure,

It is to be recalled that the account given of the cycle of the

lative boom in the stock markel which encourages basic sperding may
be represented by a positive §D': there is an excess release of money
from the redistributional function to the basic demand function, Al-

ternatively, it may be represented by an upward revision of the

fractions, gy, of total current income going to basic demand, while the
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fact that the surplus final market sﬁfers no contractionﬁthea results
from the excess of the rate of new fixed investment over the rate of
pure surplus income, so that fD" is positive. In either case, & move-~
ment of thie; type with its basis in redistributional optimiem will .
offset any tendency towards a contractlion of the price spread and will
reinforce any tendency of the prics épread to expand, On *the other

| hand, the subsequent stock market break intensifies the crisls eof the
circuits, removing the props that had hitherto swollen expansive tenden-

cles, and leaving the system with a greater helght from which to fall,
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