CYCLICAL MOVEMENTS

YCLICAL movements are movements of a periodic charac-
ter, superimposed on the general long-run tendencies of the
economy. We shall now proceed to a more detailed analysis of
such movements. To begin with, a distinction should be made
between general cycles and specific cycles. General cycles refer
to movements of the entire economy of a country or even of the
world as a whole; specific eycles refer to individual markets or
commodities. We shall give examples of the latter in chap-

ter viil. In this chapter we shall deal only with general cyclical
movements.

PERIOD

One very important characteristic of general eyclical move-
~ments 1s that they are periodic or at least quasi-periodic. As
Higures 20 and 21 show, they are far from regular. It is possible,
therefore, to question their periodic character, and one might
maintain that the figures show nothing but an accidental suc-
cession of Increases and decreases. We shall refer to this
question later. To the extent that a periodic movement can be
observed, the length of the period shows great differences. Dis-
tinctions have been made on the following basis: (a) long
cyclical waves with a period of about forty years, (b) the normal
wave with a period of from seven to eleven years, and (¢) the

short American cycle with a period of from three to four years.
- These various cycles have not always been uniformly named.
Cycles under (), in particular, have sometimes been called
short cycles to distinguish them from those under (@) and some-
times long cycles to distinguish them from those under (¢). To
end this confusion, Schumpeter! has proposed to name the three

1. Business Cycles (New York: McGraw-Hlll Book Co 1939)
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types of waves after their discoverers, viz., (a) Kondratieffs.®
by Juglars, and {¢) Kitchins.

The best-known long eveles, in particular the long cvele in
prices, do mdeed show a pm*md of about forty vears, at least
m tween t}w tnme_p;;ﬁ in 1850, 1896, and 1933; the peaks around
10, 1873, and 1920 are further apart (Fig. 20). But Professor
W ALCIILAIIL, W hm nhas made further studies 1 this field, has also
discovered long waves with a period of about twenty vears and
a few with a much longer period of perhaps a hundred vears or
more. The latter tvpe of wave could be observed, with any
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62 THE DYNAMICS OF BUSINESS CYCLES

rather the extremes for the average periods that can be ob-
served in a large number of series.

The shortest cycles occur especmlly in the United States. In
some series, however, particularly in the rate of interest for
short—~term credits, such cycles can also bé observed in European
countries. o
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Fia. 21.—Cyeclical components of various economic series for the United Kingdom.

The curves represent deviations from nine-year moving averages expressed in units of
their own standard deviation. '

DAMPING

Since most cycles are irregular, it is difficult to measure their

degree of damping. Since, roughly speaking, cycles repeat
themselves with approximately the same amplitude, no “gross”

da,mpmg can be observed, that is to say, there is no damping

in the observed cycles. It is very well possible, however, that
the cycles do have a natural tendency toward damping but are

continually kept going by new disturbing factors. Again, it is
difficult to state with certainty that the amplitude has remained
~approximately the same. The crisis of 1929 showed a very large
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amplitude, and from 1t a certain tendeney toward antidamping
mrht be mferred. Against this, however, it should be borne in
med that sharp and crises have alternated

over the past century,

less prononneed

Cyveles i the most nopportant economie series are on the
whaole 1f not exactly at least approximately simultaneous. This
applies i partreular to eveles m the general level of prices and
i the general level of activity, In this connection, the price level
may refer to the prices of commodities at different stages of
production, such as raw materials, semmanufactured products,
finished products, either at wholesale or retail, and also to the
wage rate and the rate of mterest. Activity may be measured
cither as the volume of production in the broadest sense of the
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64 THE DYNAMICS OF BUSINESS CYCLES

ments, the latter being net additions per unit of time to that
capacity. As said above,® a series resulting from the cumula-
tion of another series normally shows a lag of about one-
quarter of a period compared to that series (Fig. 22).

Although most of the important economic series show cyclical
movements approximately simultaneously, certain minor differ-
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Fia. 22.—Cyclical movements in productive capacity and activity as shown for
shipping. The capacity series represents the tonnage of the commercial fleets of the most
important countries. The activity series is a transportation index for the most impor-
tant commodities. Both series are shown as three-year moving averages (in order to
eliminate random fluctuations) of deviations from nine-year moving averages.
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Fre. 23.—Lags between the cyclical component of certain important economic series

tor the United Kingdom. Deviations from nine-year moving averages expressed In units
- of their own standard deviation.

ences In timing may, nonetheless, be observed. These differ-
ences are not always systematic, but sometimes they are.
Figure 23 indicates some of them. Normally, share prices
slightly lead the series of production and the general price
level; and these, in turn, slightly lead the wage rate and the
rate of interest. There are also small differences in phase be-
8. Cf. p. 19, supra. ' l
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tween the prices of commodities at different stages of produc-
tion. Prices of raw materials subject to active competition show
cveles on the whole somewhat earlier than prices of other com-
modities. Retail prices lag M;mwwhut Iwhxml wholesale prices.

It 15 often not easv to ::it:te, rmine the lag between two series

{
cach of which has 1ts own mrv.fmmr maovements. A more wlimf“ﬁe

)i caus ] l v connect ;terd ,r
Murig % }W lines HH‘“{ aﬁtwi I Imptvr . It 1S uhvimmlv easter 1o
determime lags for series for which monthly data are available
than for those for which only annual data exist. Except for the
United States, unfortunately, only annual figures are available

LT 1
forthose economie variables that are most important to business-
evele analvsis, s mh as national meome, total consumption ex-
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66 THE DYNAMICS OF BUSINESS CYCLES

own immanent development can be observed at least for certain
periods; during these periods, therefore, no regular relationship
between residential construction and the general business cycle
can be observed. In all countries residential construction ap-
pears to be strongly influenced by abrupt changes in confidence;
this 1s a further reason why its fluctuations may show a pattern
quite different from that of the general business cycle.
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Fie. 24.—Production series with different relative amplitudes in the United States.
Durable goods and nondurable goods (index numbers, 1935-39 = 100).

AMPLITUDE

The regularities of business cycles appear clearest in their
amplitude, particularly in the ratio of the amplitudes of differ-
ent phenomena. The relative amplitude of various series, that

1s to say, the ratio of their amplitudes to their average height,
varies considerably. To mention only a few of the most impor-
tant economic series, the production of durable goods has a
‘much larger relative amplitude than has the production of
nondurable goods (see Fig. 24). The relative amplitude of the
production of raw materials, also, is somewhat larger than that
of finished produects, and the relative amplitude of the produc-
tion of luxury commodities is larger than that of commodities of
first necessity. '
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The differences m amplitude of the production series are
matched by mam*zf’w;mmHn;f differences in amphtude of the em-
plovinent series in different hranches of mdustry, but each em-
ploviment series tends to show a shightly smaller relative am pli-
tude than the corresponding production series.

Among the price sertes, raw materials show the greatest rela-
tive amplitude, and the cost-of-hving mmdex and the wage rate
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f neomes are arranged according to size, the highest and
lowest mceomes Huetuate more strongly than those in the middle
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~HAPE

As has been mdieated, the shape of the fluetuations is often
quite rregular. Random mmfluences produee sometimes an ace-
¢ Mw ahion, someties a retardation, of the movement. Random
nations are partiealarly mnportant i series that  are
firect i}* or mndirecthy connected with agriculture, sinee all these

wertes are at least partially deternmned by erop fluctuations
whiel, from an cconomie pomnt of view, have an almost en-
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influence of long waves on the business cycle; in the downswing
of the long waves there would, according to him, be short
recoveries and long depressions; and in the upswing of a long
wave, long recoveries and short depressions. With respect to
series such as the price level, which show clearly the influence of
long waves, this statement might be proved generally if one
might assume an entirely symmetrical normal business cycle.
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Fic. 28.—Example of cyclical movements with sharp peaks. Pig-iron price and
short-term rate of interest 1n the United States.

In the downswing of the long wave the total movement of such
a series would then be represented by the sum of a falling line
and a symmetrical wave movement, in the upswing by the sum
of an ascending line and a symmetrical wave movement. For
most types of symmetrical waves this sum would yield rel-
atively long depressions and relatively short recoveries during
the downswing of the long wave and rather shorter depressions
and longer recoveries during the upswing. This, however,
would not be the case for all symmetrical movements. It would,
for instance, not hold for a zigzag movement, which is charac-
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terized by very sudden changes of direction. Most ceyelical
series, though, do not show such sudden reversals.

There are o number of other asyvmmetries. Somes series show
<sharp peaks and fLa,t troughs: other series show flat ])mka

and sharp troughs. A flat peak or a flat bottom will oceur in the
case of Y henomena whiceh

have an upper or lower limit. Thus,
employvment cannot inerease above the total labor supply.
Owing to this upper himit, this sertes will normally show flat
peaks. The rate of interest, on the other hand, cannot fall below
07 this series will therefore show flat bottoms. Sharp inereases
and sharp deereases will be found for sertes which are partie-
ularly ~ensitive. Before the first World War the rate of discount
of the central ?.,.,umk 11 wd to respond quite sharply to redue-
trons 1 the gold stock. In boom periods w 1’(}1 ilrht credit the
disconnt rate show ml mntw sharp peaks (see g, 28,

~tmilar peaks can be observed for the prices mf’ mineral raw
materials. In some Mmm periods the demand for these materials
imereased tremendously, while the limited eapacity of produe-
Mum did not permit any great merease in the quantity supphied.
Prices if they were free, as they usually were at the time) m-
creased rapidly under such conditions and fell agam rapidly as
SOOTL AN ilw tension eased. The sharp price peaks indicated cer-
tain spots in the economy, certain bottlenecks, where the ten-
sion between demand and supply was most pronounced. Some-
times these spots are of decisive imfluence for the amplitude of
the evele in the entire economy, since they provide a brake to
further expansion. Not every cvele, however, shows bottle-
necks. Various upper turning points show rather flat tops for the
r iees of investment £20 odds.




