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British Commodity Prices, 1815 - 1914
The Rousseaux Price Indices of a Composite of Agricultural and - 30

Industrial Prices, 1815 - 1914, recalculated to a base 100 =
average of prices of 1810 - 19; and 25-year trend lines fitted

by the "Least Squares" method for 1815 - 39, 1840 - 64, 1865 - 89, - 20
1890 - 1914,
Source: B.R. Mitchell and Phyllis Deane, Abstract of British

Historical Statistics (Cambridge, 1962), pp. 471 - 3. - 10

[P. Rousseaux, Les mouvements de fond de 1'&conomie anglaise,
1800 - 1913 (Brussels, 1938).]
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BOARD OF ECONOMISTS

Kondratieffis back from Stberia

and ready for a long cycle

More and more
economists believe in
his long wave

BY SHERRY S. COOPER

conomists and financial strategists
are too often fixated on the short-
term movements in the mountain of eco-
nomic and financial data that bombard us
. each day. Money managers, too, often win

 orlose funds based on short-term success

rather than longer-term performance. In-
dividual investors are assured that they
must time the market and wonder why
moving in and out of hot stocks has never
reaped huge rewards. The truth is that
very few of us can pick short-term turning
points with any degree of consistency.

Most of us must save and invest for the
long-term and have neither the time nor
inclination to study the markets with suffi-
cient diligence to aggressively trade our
portfolios with any success. So we should
be heartened to discover that a much less
time consuming, longer-term approach
can be far more successful. Look for the big
picture. Invest regularly for the long-term
in a diversified portfolio of growth stocks.
‘We are in the very early days of a long-term
growth upwave. Expect volatility.

There is a long cycle of economic expan-
sion and contraction that has occurred
throughout modern history — a cycle that
is triggered by pathbreaking technological
| innovation. Most people know of business
| cycles, but the long cycle is the most im-
portant of all as it reflects not only short-
term economic trends, but all facets of na-

* /| tional and international life — from scien-

tific invention, transportation and com-
munication, to productivity, prosperity,
political climate, and foreign affairs. It is
the strongest of all waves: other cycles act
only as brakes or accelerators, strengthen-
ing or weakening, but never diverting the
economy from the long wave path.

The first to spot this long cycle was Russ-
ian economist Nikolai Kondratieff in the

1920s. He was later arrested and banished
to Siberia for suggesting that downturns in
capitalist economies were self-correcting,
not the reflection of inherent defects within
the system. Others have built on his work,
most notably the flamboyant Austrian-
born Harvard economist Joseph Schum-
peter. Although still outside the realm of
mainstream economics, a core and growing
group of economists, strategists, and statis-
ticians continue to see the economic para-
digm in the Kondratieff framework.

I believe we are in the very early stages of
an upwave that will be characterized by
massive investment in new techno!ogy,
rapid productivity growth, rising real
wages, expanding world trade, more pro-
gressive politics, and the outperformance
of stocks. Each upwave has been preceded
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by a period of rapid technological innova-
tion. It is the introduction of the new tech-
nology into everyday life — the use of the
new inventions by a critical mass of con-
sumers — that fuels the upturn in eco-
nomic growth and prosperity.

Steam power and the railways preceded
the upwave of the mid-19th century. This
was followed by electricity and the auto-
mobile, which ignited the growth of the
1893 to 1926 period. The airplane and
television were touchstones of the 1954 to
1973 upwave. Today the Internet and
biotechnology, applied not only to medical
science but agricultu.re, will lead to a non-
inflationary economic boom on a scale
never experienced before. The U.S. stock
market is telling us this.

The end of the Cold War in 1989 set the
stage by unleashing an array of new tech-
nologies originally developed for military
use. The redeployment of these technolo-
gies for peacetime use set a domino effect
in motion, just as it did at the end of the
Second World War. Within the next three
years, a critical mass of households in the
U.S. and Canada will have cost-free Inter-
net access on their television sets and per-
sonal computers. Communication will be-
come instantaneous. Price competition will
intensify as the ability to search for the low-
est price makes most goods commodities.

Science and technology stocks continue
to boom, although today’s hot new issues
often become tomorrow’s burnouts. But
the success stories will multiply. Remem-
ber that many of the largest companies in
the United States today did not exist much
more than a decade ago.

In 1986, the 10 largest companies in the
U.S. were IBM, Exxon, General Electric,
AT&T, General Motors, DuPont, Bell-
South, Philip Morris, Merck, and Amoco.
Little more than 10 years later, Microsoft,
which went public in 1986 and split seven
times, and Intel, which went public in 1971
and split 11 times, have joined the list and
others are soon to follow. Although Canada
has lagged the U.S. increasingly since the
widening of the tax gap in 1980, we never-
theless have had our own successes as well.

The demographics of both Canada and
the U.S. support the upwave. The bulk of
Baby Boomers will not hit their peak earn-
ing years until 2010 to 2015. They will not
retire en masse until 2030. They have and
will continue to provide the venture capl—
tal for the technology boom.

Volatility will remain. Periodic reces-
sions will brake growth temporarily, but
not derail it. Stocks will outperform, but
especially so in the United States, unham-
pered by punitive tax rates and over-rep-~
resentation of declining industries. Cana-
da can and will jump onto this techno-
wave. Investors should as well-

Sherry S. Cooper is Chief Economist
at Nesbitt Burns and a member of the
Financial Post Board of Economists.






