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H;,(/L: Land values rose phenomenally in 80s * “{The capital theat
3 migrated, on security of rising 1.v., caused the l.v. torise =-- s
i3 cumulacive., & vulnerable, "purstable'.)
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‘ This inelasticity si tuation re money flows between nations may
have its counterpart in intra-natiomal situations, and may have
some slgnificance for business cycle. Suppose a given area
enjoys an increased demard for its exports. Z No, don't have
to start off that way: just suppose an Increased demand is
anticipated, and so investors flow in to pro dice capital to
meet the futuwe demnd. Immediate effect of this is to draw
resources away from producing the article, and into capit al
product ion. Suppose inelastic demand. Its mrice rises, more
m flows in. This m 1s used by its reciplients to bid up resources
for their own use, thus further restricting supply of the item --
if thelr demand is entirely fa local products, indeed, the
increased price of the exported moduct will not emcourage it s
produc tion, as other prices will rise proportionately -- well,
that's only true if the export is the =1l source of money. Anyway,
m will continue to flow into tle area, toth for the export %
for securities. For a time this may be an explosive or cumulative
situation -- over a considerable range at least -- until price
of the export rises out of the inelastic range, and the declining
supply of it brings in less, rather than more, money. About that
time the capital built with the securitie s may come into production,
and the price of the export fall as spectacularly as it rose, to
the great loss of the irwestors. Here would be a situati on ideal
for miscalcul ation,

I suspect thi s may be involved in many booms, such as our

‘ urban boocms of the 20s.
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Chi. has not grown in s compact body because Xport
hokolble O pass over old areas that were partly built yn

st B € bulldings to virgin tracts, and tho

n‘ﬁaujtv 3 frequently caused them to raise prices of
land i¢“dmgo;n1ny new improvements to prohibitive figures,

p. 293: examples of holdouts in Chi causing business




“her. is a true relationship, womewhat correspondin;
to underconsumptionism.

: ﬁhen investment is heavy, tils creates the illusion
that laboris more productive than it really is. In & local-
ity, at least, this is clear, where the labor hired to
build the houses is also hired to build stores to serve the
people in the houses, and also to serve the laborers who
build the stores. Now when the stores and all are finished,
suppose the laborers remain ther:, and are either unemployed
or find much less productive occupations. Now they have
much less to exchange, in real terms, for the services of
the stores. And suddenly, cumulatively, it is realized in
all segments of the economy, that they have been investing
on the assumption that other segments of the economy are
much more productive than they actually are. -- that their
potential customers, the rest of the economy, do nol have so
much to give in return for their products as they anticipated.

his would be cspecially striking & cumulative where, as in
the urban example, the customers anticipated were being
financed py the very investment of those who expected them
as customers. But it is muci the same when, for The economy
as a whole, they are being financed by investment .s &
whole, and it stops in a cumulative panic.

Then of course comes the realization that investments
nave been made below .he margin at which people want to
invest -- probably below zero, in fact. And investment
ceases abruptly. These investments were made by people
who thought that what they produced from them would exchangze
for a great deal more in real terms than it turns out to,
because they thousht the Em non-investment part of the
economy, i.e. labor, was more productive than 3% 1s. Ihis
last answers the question, why were terms of trade less
favorable for investors just because economy as a whole
turned out to be producing less -- wouldn't this apply to
their competitors as well as complements. But theilr
competitars are other investors, their complements in
pgrexgxe market are mainly labor. They expected their
investments to live in an economy where they werc scarce
& desired, and the tiing that would muke Them so was that
the economy was producing lots of other kinds of goods to
exchanze for them. The people they expected to sell the
services to aren't producing anytoing. -- this is not only
labor incomes that are cut off, but property incomes too,
that aren't producing anytining.

In other words, we produced a lot of houses. While we
producing them, we thought we could sell them for a great
deal of claims on goods in general. But the people to whom
we expected to sell them only appeared to be productive
enough to give us what we expected for the nouses becausge
they were producing houses themselves, which wer. overvalued
by the investors. Our laborers were trading their claims o
the houses they built for claims on goods, and we thougnt
they were actually that productive of goods. When we stopped

J - L3 1 » )
building houses and started selling them, we discovered the




buyers could not give us the zoods we expected.

ent in

e of the
producing it.

Work this ot
cumulation. Lil
thing produced










ANNO4
SV
A3INNVOS




Some sald was a buyer's strike. Was, indeed, widespread
resent ent to inflation; but m spent on goods did not fall,
However physical volume fell, for m spent didn't rise, either,
Wh=n they started to throw inventories on mkt., cumulated.
Another factor in cumulation was that bank credit, with which
the inventories were being held, was withdrawn -- and, as
prices fell, I suppose more & more was withdrawn, forcing
more sales, (which is very interesting regarding depressions
in general. When real inv. opp. fall, banks etc. look for
lending opp., and their short term funds find way, inter alia,
into making it easier to hold inventories. And when banks
have trouble, & call loans, this forces inventories onto
mkt -- as well as many other things. Land? Which in itself s
is a good thing, butit cumulates, & ruins banks, Bankrupts
individuals, thus destroying investment opp. which tho se
individuals represent.)
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Hacker, ch. 17, cont

The p.w. were far in advance of pop. & mkts, hence
"the bubble burst" --(a process I now think I understand:
investors employ factors, are fooled into thirking the
things in whic h they invest will find consumers ultimately
because of the pop. ¥f & p.p. which the investments themselves
engender. This process is cumulative, upwards &% downwards;
i1s variously described in different thearies, but is AYWA
often there underneath. When the investors slacken off, as
they eventually must, present markets are reduced, this
causes pgore slackéning, & a panic, a bust)

ec : : Lot terdependence
pankin Icructure; snat-1i-one fails-or -consbtrietbs eredit,

ore

Nasrzoes o0 wa , inial consumer, tTiae 10rc ronounce

imreeraepenaence,

osses after 1920. Which stoppec
reinvestment) for a while, (for, 1f you

n invest
are holding back inventories, you have nothing to re >
after all %- a big point It i1s not just that you have no

place to put the stuff if you did buy it, but also you have

nothing with which t Dbuy 1it.

Were grea ni
new investment (&




Yotse—on—thap-9.

; 1. Inflation lowers real holdout prices partly by overcoming institutional
/ﬁL difficultles. For example during world war 2 delinquencies on Portlang
real 2state were mostly paid up, clearing the titles so property might
be more easily put intd use. Survey of Portland Finance, p.24
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A prime cause of depression deflation was

that contingency reserves had to be higher
because lines of credit were smaller. But

these lines were smaller not just because

business prospects were worse, but because
banks were going ge-bust, and this was due
to land speculation inter alia.
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Warren and Pearson, Prices, NY, John Wiley and sons, 1933

Ayres, Leonard, Turning Points 1n Business Cyclea M, 1940, Mac-

millah.

p. 19. ".......until they become willing to sell atprices low
enough so that the properties will pass into the possession of
peonle who do want them."+~-says depression in r.e. values continues
until then.

v. : changss ars in durable production mostly.
p. 9: 1835 land boom, "an exceptional advance" in short term ir",
and downward movements of bond and stock (italics mine) prices"

(What more natural, in time of good prices and easy capital issues,
that competition should take the form of bidding up factors, and that
the proceeeds of issues should be used to buy Tand for industrial
sxpansion or speculation. I have no figures or anything on spec. in
industrial sites, but I predict that when I find some I will discover
they kept going up until 1931 or so, since 1“dustr*al construction
kept going. Still, industrial construction was more revived in
30s, no? Yes, by de, April'47, p. 439. It didn't recede as much
and 1t revived more. Perhaps because the sp=culation was done by
the potential users to greater extent.)

Since most factor rewards ars investment when investment's rediduum
is squeezed out no factor rewards arepald, desplte existence of demand
for consumption. Since margin of profit is fairly small, ff a small
change in the margin can ckango investment greatly, chargo curront
factor rewards greatly. This involves showing that income doesn't
equal ¢ plus 1, but mostly Just 1.
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