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(}CONOMICS
Is the long cycle

-

why we don’t grow?

By putting new life into an old theory, a group of
economists have highlighted both the causes and possible cures
of our present creeping pace of industrial growth

No matter how gloomy any gather-
ing of businessmen and economists
may be these days, one bright note
always provides an occasion for a
complacent round of self-congratu-
lations: Business may not have been
booming for the past five years, but
at least this lack of bounce has not
yet led to a severe depression.

It’s a question, though, whether
this new stability should be a cause
for unalloyed satisfaction. For a
number of recent studies suggest
that the forces that have produced
this stability cut two ways: They
may be keeping the economy out of
a depression, but they also may be
keeping it from another surge of in-
dustrial growth.

Long view. To see why this is so,
you have to look at what’s been
happening during the past five years
. of industrial doldrums in the light of
what these economists call the long
cycle—a very different breed of
animal from the ordinary business
cycle. Ordinary cycles run an aver-
age of four years, while long cycles
have averaged about 20.

The idea that there are long cycles
in the economic growth of indus-
trial countries is hardly new. It was
promulgated earlier in the century,
for example, by a Russian economist,
Nicolas D. Kondratieff, who attrib-
uted each of the great surges in
Western economic growth to fresh
gold discoveries. And Harvard’s late
Joseph A. Schumpeter built his fa-
mous theory of capitalist economic
development on the idea that there
are long waves produced by bursts
of major invention and innovation.

Later studies showed that neither
of these theories could explain all
the long waves in U.S. industrial
development, and the long-cycle
theory fell into disrepute. Now, how-
ever, it has been revived due to the
work of National Bureau of Eco-
nomic Research economist Simon
Kuznets—the father of the U.S. Na-
fional Income Accounts.

78 ECONOMICS

Two kinds of cycle. Kuznets re-
jects the idea that long waves are
produced by any single factor. They
can be produced by war, inflation or
innovation—indeed by anything that
causes investment to soar.

Kuznets, who teaches at Harvard,

draws a sharp distinction between
the long waves of economic growth
and the ordinary garden variety
business cycle. .
The  ordinary
cycle is due
mainly to
changes in in-
ventory policy.
In the broad
sweep of U.S.
economic  his-
tory there have
been many of
these cycles; 26
show up in the
NBER’s business cycle chronology
that dates back to 1854. These cy-
cles vary greatly in length, but the
average from peak to peak or from
t_rough to trough is approximately
four years.

In contrast, the long waves—or
Kuznets cycles as economists are
now calling them—have an average
length of abpout 20 years. Unlike or-
dinary business cycles, which reflect
an alteration of actual rises and de-
clines in the economy, the long
waves show up only in changes in
the rate of economic growth.

Over any period as long as 10
years, the U.S. economy has always
shown positive growth. But in the
upswing of the long waves the rate
of growth is fast, and in the down-
swing it is slow.

Behind the wave. Kuznets _finds
the explanation of the long cycle mn
what’s happening to business invest-
ment in new ipment.
A long upswing starts when new in-
vestment opportunities give rise to
a fresh wave of capital spending.
The whole economy then responds
with a burst of growth. The money

-

Simon Kuznets

Housing & nole come, beets
‘.WM,Y
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supply begins to grow fast, the bal-
ance of payments improves, con-
sumer spending accelerates (partic-
“ularly for housing), labor markets
tighten, population burgeons. Dur-
ing a long upswing, the short cycles
are a series_of big upward leaps
followed by only short recessions as
the economy pauses to catch its
breath.

But the U.S. economy has never
found a way to keep the rate of
growth of capital spending from
taEering off. And when it does, the
whole process is thrown into re-
verse. The short cycles become
labored. And each of the complete
long declines that the U.S. has ex-
perienced in the past has ended in
a big bust.

Where does the U.S. now stand
in long-wave chronology? The new-
est long wave, Kuznets says, started
in the mid-1930s and reached its
peak in the culmination of the great
postwar capital spending boom of
the mid-1950s. And the slow growth
years since have been a period of
long-cycle decline.

Since  1956-
1957 many of
the old symp-
toms of long-
term decline
have appeared.
Bert G. Hick-
man, long-cycle
expert at the
Brookings Insti-
tution, cites hstai;
tistics whic :
how  ha o Bert G. Hickman
growth of the money supply has
been painfully slow since 1957, that
unemployment has become chronic,
that the balance of payments has be-
come weak, that housing expendi-
tures (in constant dollars) haven’t
grown much, and that even popula-
tion growth has slowed.

No bust, no boom. But if the cur-
rent long downswing shows some
disturbing similarities to those of
the past, it also shows a reassuring
difference. The previous long de-
clines have all ended in smashes,
such as the severe depression of
1873, the panics of 1893 and 1913,
and the depression of the 1930s.

But this one hasn’t yet ended that
way—and long-wave experts are al-
most unanimous in thinking that it
won’t. Like most economists, they
believe that the New Deal’s financial
reforms of the 1930s and the vast
growth of government expenditures
since the beginning of World War II
make a new crash highly unlikely.
But what is surprising—and disturb-
ing—is their view that these changes
also may make it difficult for the
economy to embark on the rapid

>
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27 NEW DEVICES TO MEET YOUR
CHANGING CONTROL NEEDS

© Threaded Explosion-proof Enclosure,
CR107 Type X (Pub. GPC-B64)
© New Proximity Switches,
CR115 Type D (Pub. GEA-7318)
Stainless-steel Oil-tight Pushbutton Enclosure,
(Pub. GEA-7348)
Sheet-steel Oil-tight Pushbutton Enclosure,
(Pub. GEA-7348)
Avutomatic Transfer Panel,
CR160 Type T (Pub. GPC-B65)
Mechanical Counter,
CR114 Type A (Pub. GPC-B66)
Electrical Read-out Counter,
CR114 Type B (Pub. GPC-B67)
Pressure Switches, CR127 (Pub. GEA-7302)
Double-throw Magnet Operated Limit Switch,
CR115 Type A (Pub. GEA-7305)
Integral HP Manual Starter,
CR1062 (Pub. GEA-6358)
Shielded Foot Switch,
CR150 (Pub. GEA-7086)
One-piece Terminal Boards,
CR151 Type D (Pub. GEA-7317)
Limit Switch,
CR9440 Type K (Pub. GPC-B68)
Drum Switches, CR102 (Pub. GEA-7000)
Geared Rotary Limit Switch,
CR115 Type E (Pub. GEA-7339)
Square Indicating Lights,
CR103 Type C (Pub. GEA-7366)
Ambient-compensated Overload Relay,
CR124 Types K and L (Pub. GPC-B71)
D-c, CR120 Type A Relay (Pub. GEA-7345)
High-fidelity Relay,
CR120 Type K (Pub. GPC-B69)
Single-circuit Relay,
CR120 Type H (Pub. GPC-B70)
Multi-circuit Relay,
CR120 Type J (Pub. GEA-7345)
Lockout Relay,
CR125 Type L (Pub. GPC-B71)
Reed-switch Relays,
CR120 Type G (Pub. GPC-B59)
Heavy-duty Pushbutton Stations,
CR2940 (Pub. GEA-7348)
Oil-tight Pushbutton Operators,
CR2940 (Pub. GEA-7348)
Sectional Terminal Boards,
CRI151 Type C (Pub. GEA-7317)
Isolating Switch Block and Overload Relay
Adaptor Kit,
CR151 Type A9 and A18 (Pub. GEA-7317)

For more information, write Section 810-05,
General Electric Co., Schenectady 5, New York.
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cided that a stalemate between this
country and the Soviet Union is de-
veloping and that it makes no sense
to continue building up U. S. nuclear
forces beyond present goals.

No bombers. For the first time
since before World War II, the U. S.
today isn’t producing a manned
long-range bomber. Next year, the
final production contracts will be
awarded for Polaris missiles and sub-
marines; the year after that, the final
orders for the Air Force’s Minute-
man ICBM.

Efforts are being made to improve
both missiles—Polaris and Minute-
man—and if improvements turn out
to be substantial, some additional
output could be ordered.

In other fields, major research
projects are working on an advanced
ICBM and on experimental manned
vehicles such as the X-20 (formerly
Dyna-Soar) and an “aerospace
plane.” These could be the forerun-
ners of new strategic weapon Sys-
tems, but the Pentagon doesn’t yet
see prospect of volume production.

Aircraft purchasing. Despite the
supplanting of long-range bombers
by missiles, military aircraft buying
is still on the way up. The Air Force
will buy more than 1,000 McDonnell
Phantom fighters over a five-year
period, on top of big Navy orders
for the same plane. Big production
contracts are expected for the Gen-
eral  Dynamics-Grumman  TFX
fighter for Air Force and Navy and
for Lockheed’s C-141 turbofan trans-
port, when they get through the de-
velopment stage.

Aircraft buying could be swelled
even more if experimental vertical
take-off and landing (VTOL) planes
pan out and if the Army gets an
O.K. for its plan to convert several
divisions into airborne assault units.
The Army has proposed to buy
more than 20,000 fixed-wing planes
and helicopters at a cost of more
than $1-billion in the next five years.

Besides, the Air Force must sooner
or later replace its fleet of around
3,000 administrative planes, which
include ancient C-47s.

Shipbuilding. Also likely to help
offset the tapering of strategic
weapon procurement is a spurt soon
in shipbuilding. Much of the Navy’s
fleet is due for replacement; 75% of
the ships were built during World
War II. McNamara’s office won'’t say
how much modernizing and replace-
ment is planned, but it is likely at
least to balance the phasing-out of
Polaris submarine construction.

The Navy has proposed a mini-
mum of 518 new vessels at an annual
cost of about $3-billion through
1971, but this has been scaled back

by McNamara. A major new element

~
* l
~a

sought by the Navy: a class of 3
Hawk destroyer escorts craxﬁt‘lbd -
with electronic equipment. S

Missiles and space. Unknown
quantities in future military pro-
curement include the Army’s Nike-X
anti-ICBM project and the Air Force
space program. Technological break-
throughs could push military spend-
ing substantially higher.

Meanwhile, buying of ordnance
equipment, vehicles, and other con-
ventional hardware is scheduled to
peak in about a year, then perhaps
slide off, as the Army achieves its
modernization goals.

Pentagon thrift. While the major
downtrend in costs of defense is in
the strategic retaliatory forces, Secy.
McNamara’s vigorous cost-cutting
program is having a potent over-all
effect. McNamara is pushing to trim
the buying of spare parts, to tighten
controls over inventories of all kinds,
to introduce new efficiencies in pro-
curement procedures, and to elimi-
nate “goldplating’ in designs.

McNamara also says that the past
two years’ buildup has “put us in
a position where we can now afford
to move more carefully in the initia-
tion of new major weapon system
developments.”

McNamara and Hitch have intro-
duced a system of heightening cost-
consciousness by projecting defense
projects and costs for five years,
lumping projects that have related
missions and collectively estimating
long-term costs. These projections
are tentative and, Hitch explains,
“not predictions of future budgets.”

Economic impact. However, Mor-
ris’ office has been directed to trans-
late such projections into potential
economic impact on procurement.
It has completed a study covering
about 180 plants in more than 60
cities involved in major aircraft and
missile contracts, showing the effect
of these contracts on employment
levels. Similar studies are being
started in other phases of procure-
ment.

Officials won't discuss specifics of
their aircraft-missile study, first be-
cause they say national security is
involved and second because they
don’t want to create “either unrea-
sonable panic or unjustified hope by
revealing what we see ahead.”

Nevertheless, the study gives them
a good idea of which communities
may be unduly dependent on federal
contracts, and unofficial hints are
going out to leaders in the commu-
nities involved. There’s no sign that
the Pentagon is going to base future
procurement decisions on local eco-
nomic effects, but it seems to feel
that a warning to some communities
is in order. End
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growth that has always followed ° o~

long-cycle declines in the past.

Chief culprit. The main reason is
to be found in the chief corollary of
the growth of government spending
—the sharp rise in tax rates. As
Hickman sees it, the rise in tax rates
has greatly blunted the potential
impact of rising capital spending. In-
stead of coursing through the
economy, a bigger percentage of
fresh investment dollars now finds
its way into the government’s coffers.

The Federal Reserve, too, con-
tributes to the new rigidity of the
economy. According to NBER econ-
omist Manuel i revious
long-cycle revivals were abetted by
monetary buoyancy. The ingenuity
of financial institutions in finding
ways to increase the quantity of
money based on a limited gold sup-
ply gave the economy a zest that
Fed controls no longer allow.

Other problems. But government
isn’t responsible for all the new
potential difficulties of growth:

= In previous long upswings, the
U.S. was able to rapidly expand its
industrial work force by drawing on
the farm population and immigrants.

In the 1960s the U.S. will be
forced to draw its industrial workers
from a relatively fixed base of popu-
lation that is growing fast only
among the young and old. The num-
ber of workers in the prime 35-44
age group will actually shrink.

That means that any new upswing
that gets started could be held back
by a dearth of workers of the ages
in which productivity is highest.

» Automation and other techno-
logical changes that now provide the
main motive power for new invest-
ment are reducing the boost that the
economy gets from new capital
spending. Because these changes
have greatly increased the efficiency
with which capital can be used, it
now takes fewer dollars of new in-
vestment to produce a dollar’s worth
of output. This drop, means new in-
vestment projects now require less
cash—hence create fewer jobs and
less purchasing power.

Why wait? None of these develop-
ments, of course, means that the
U.S. is stuck on a path of slow
growth forever. “I'm sure that the
long cycle will turn around some
day if we just wait for a new wave
of inventions or for the upsurge in
the prime population that will occur
in the late 1960s,” says Hickman.

“But then,” he adds, “why wait?”
For Hickman sees the effects of
these factors as “slow and uncer-
tain” compared with “the immediate
results that could be achieved by a
substantial tax cut to augment pri-
vate demand.” End

BUSINESS WEEK February 16, 1963
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(New “Thermo-

See for yourself. The paper is white; the co
Copying Machine and its companion unit turn
color—even bound books. Your copy comes o
first copy from a THERMO-FAX Copying Mac

What's more, every key spot in your off
Copying Machine. No copying bottlenecks! T
two square feet of desk top.

If your prime need is the best copies Y
company, you owe it to yourself to see what
today? You needn’t send a valentine. Just a not
St. Paul 19, Minn. Or phone your ever-faithf

Watch “Challenge Golf" Sat




