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DR. KRESS: Admiral Hague, General Greeley, and gentlemen: The 
subject of "Economic Indicators," the topic of our lecture today, has 
been part of our orientation period for four years. 

I am going to tell you a little story that ~ts in nicely with this. 
It seems that a businessman, a friend of mine, went back after 15 years 
to an annual reunion of his Alma Mater. Going up to the economics hall, 
he noticed the door waa open~ went in, and saw the ~ same old professor 
that he had had before. So he sat down and began to talk over old times. 

A little later he said: "Professor, I still remember those questiona~ 
you asked us on the economics examination." The professor saidj "I Just 
happen to have the last set of questions here" and handed them to the 
alumnus. He looked at them awhile and said: "Professor, these are the 
same questions we had 15 years ago." The professor said, "Yes, but we 
have different answers now." Our speaker this morning is going to show 
you how to read the indicators so that you can arrive at your own answers. 

As his biography shows, our speaker has had a great deal of experience 
in this ~ield. It is a great pleasure to introduce to you the Assistant 
Director and Chief Statistician, Office of Business Economics, Department 
of Commerce--Dr. Louis J. Paradiso. 

DR. PARADISO: Today I want to go through the types of indicators 
which are used in economic analysis, but without making too much reference 
to the basic indicators in the national income data, because on that 
Dr. Kress is going to make a presentation early next week. 

At the present time practically every analyst, every businessman, and 
every government official is vitally interested in looking at various types 
of economic indicators; and the reason for it is rather simple. Our 
econo~ has been operating at a full production and employment rate for 
quite some time, The question is nat~r~11y raised, Just how long can we 
go on at this very high rate? Will there be a time when the economy will 
have %0 slow do~? What are the signs which we can look at which indicate 
to us the beginning of a possible downtrend in our economy? 

So businessmen are extremely anxious to see whether by looking at 
various indic&iota, they can get some idea aa to whether they point to a 
decline, and in what areas the declines are occurring. Thus, I think it 
is extremely important to get some knowledge of the types of indicatora 
which are available, and which we can look at to see whether we are going 
into a period of recession or whether the economy will continue to have 
the buoyancy that i t  has today. 
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Let me go through and indicate for you the four major uses of 
economic indicators. The first use is that these indicators provide an 
understanding of the current economic situation and the dynamic forces 
in the economy. In other w~rdo we want to look at these indicators from 
the point of view of seeing what are the forces which are making for 
continuing growth in production and in employment, and what are the forces 
which are pulling activity down. 

Second, these indicators serve as guides in appraising the outlook 
for general business. By looking at certain of these indicators, we can 
get some indication of the various trends which are developing. And by 
analyzing those trends, we gain some idea as to whether business is point- 
ing up or is showing other tendencies. 

The Third major use of these indicators is in analyzing sales and 
profits, by companies, by products, and by industries. This is a very 
important use from the point of view of the businessman. Usual ly a 
businessman finds that there is some definite correlation between the 
sales of his product and one or more of these economic indicators. The 
economic indicator for a particular company might be, let us say, the 
trend of construction activity. The Johns Manville Company, for example, 
has found a very good correlation between its sales curve and construction 
activity in the United States. Various department stores around the country 
have developed correlations between their sales and the purchasing power 
of individuals. Many business concerns are forward-looking. Either 
through the employment of their own economists and sSatisticians and 
marketing people, or by using outside consultants, they have developed some 
tie-in between their own bus~n~ss and the indication given by the relevant 
economic indicators. That is an extremely important and practical use for 
these economic indicators. 

Finally, there is a tie-in with the former uses. These indicators 
are used by business as guides to inventory policies, in making invest- 
merit decisions~ particularly on plant and equipment, and in budgeting, 
That goes for their allocation of advertising expenditures for the next 
year~ the determination of how much materi~l~ to buy, and the determina- 
tion of the size of the manpower that is required for the anticipated pro- 
ductlon. 

You will notice that in conjunction with these four major uses the 
underlying basic use is esssntially: ~at can we see in these indicators 
that ~ give us some idea as~ to where business is going? 

There isn,t one indicator that will do this job. Unfortunately, we 
don,t yet have a set of indicatora, or one indicator, to which we can 
point and say: "By looking at this we can tell whether the economy is 
going up or going down., It is a much more complicated matter than that. 
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There a re  groups o f  i n d i c a t o r s  which a r e  e x t r e m e l y  c o n v e n i e n t  f o r  

use as a frame of  r e f e r e n c e  i n  ana lyz ing  the  economic s i t u a t i o n .  The 
firs~ group is encompassed in the national income and gross nat&on~1 
p r o d u c t  a c c o s t s .  Those a~coun~s w i l l  be d e s c r i b e d  l a t e r ;  so I w i l l  
Just% let it go by saying that they provide a general economic background 
and a v a l u a b l e  a n a l y t i c a l  t o o l .  They p r o v i d e  a measure of  t o t a l  economic 
a c t i v i t y ~  wi th  s i g n i f i c a n t  breakdowns,  so as  t o  be ab l e  to  e v a l u a t e  t h e  
vaz'J.otw aal~CtS of t h e  e c o n o ~ .  

These a re  o v e r a l l  g e n e r a l  i n d i c a t o r s  which measure a c o n s i s t e n t  and 
rela~ed set of activities. They have been developed only a relatively 
sho~t ~ ago. It is only in the last 20 years that these accounts 
have been developed i n  the  f u l l  scope i n  which t h e y  a r e  now p u b l i s h e d .  

~ e r e  a re  o the r  systems which mar~ economists  and businessmen use. 
For  example,  t hey  ~ 1 1  t ake  a look a t  a dozen or  so  i n d i c a t o r s  which have 
been selected as typical or representative of economic activities; they 

conclude that if a large number of them are showing declinlng 
trends, the econom~ i s  weakening. 

I n  o t h e r  ~ r d s  you can t a k e  a s e l e c t e d  n , ~ e r  o f  t h e  v a r i o u s  a v a i l a b l e  
indicators and proceed to make an analysis on the basis of the way the 
indicators point at the particular time. The National Bureau o f  Economic 
Reaearch has recently published a stud~ in which they have listed a 
number of indicators some of which point to the direction oE economic 
activity in the period ahead. 

However, this approach is an extremely complicated one, because of 
the  f a c t  t h a t  n o t  a l l  r e c e s s i o n s  a r e  a l i k e .  I n  o t h e r  words i n  one p e r i o d ,  
such aa from 1937 to 1938, there were X number of indicators ~ich pointed 
d o ~ .  ~ e y  would p o i n t  to  ~he p a r t i c u l a r  k ind  o f  r e c e s s i o n  i n  t h a t  
period. Bat if the same number of indicators and the same types o f  indi- 
cators, were to go down, let us asa~ae, in the next six months., it may not 
n e c e s s a r i l y  i n d i c a t e  t h a t  a r e c e s s i o n  would be  under  way, Receas ions  .are 
d i f f e r e n t  i n  types  because  o f  d i f f e r e n t  k inds  o f  f o r c e s  o p e r a t i n g  a t  any 

Consequently# it is not a question o f  t a k i n g  a fixed number Of 
indieators and analyzing that fixed nmaber. You have to utilize all of 
~he Indieators that are available, and analyze those concretely with 
regard %o .the differentiations between them. I want t o  stres~ this, be- 
cause It is a difficult problem to try to determine f r ~  economic indioa- 
t o t s  ~hat business cond.itAons are l~1~ely to  be. It is one o f  the most  
diffitcult problems we have in economic analysis. And yet, by careful 
s c r u t i n y  o f  c e r t a i n  b a s i c  i n d i c a t o r s ,  which  I ah,~1 talk mere about  l a ~ e r ,  
you can ge t  a p r e t t y  good i d e ~  a s  t o  the  t~a~ic u n d e r l y i n g  f o r c e s  making 
f o r  changes i n  our  e c o n ~ .  
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Now let me say a word about the types of these economic indicators 

that are available. 

In general, ~here are two broad categories of indicators. First, 
there are those that give a measure, directly or indirectly, of broad 
aspects of our economy, the general economic picture. There is an 
index of total production, an index of total emplo~went, an index of 
general prices, and of business loans. In other words these are 
indicators that reflect the total economic activity in the united 
States in its broad aspect. 

A second type is called specific indicators. These cover areas of 
activity, which are important in the total economy but do not cover all 
phases of the economy. I will give you examples of this type. They 
are also important. They are the ones business looks at, because of the 
light they throw on specific questions. 

For instance, retail sales is a specific indicator, but, neverthe- 
less, an important one; and there are manufacturers, orders, steel 
production, farm prices. Also, the sensitive commodity price index 
which includes about 28 items, but is significant in its implication. 
Other examples of specific indicators are: machine tool orders, paper 
production, electric power production, and car loadings. 

I will indicate t h~ form in which these indicators appear, so that 
you will have a better guide in using a particular indicator. 

Generally, there are two types of forms in which indicators are 
expressed. One group consists of indicators which represent the dollar 
value or physical volume of an activity.~ For example, national income 
or retail sales are expressed in dollar values° Steel production is 
expressed in terms of tons of ingots. Automobile production is shown 
in number of cars. 

Keep in mind in using an indicator which is exp~esaed in dollars 
that it contains the effect of price changes. Therefore, you may have 
an indicator of that type which moves down not necessarily because total 
physical activity has changed but rather because of a price change. So 
I think it is i,~ortant to bear in mind, when you are using an indicator 
involving dollars, that there is the price factor which can contribute 
to the fluctuations in addition to the contribution made by physical 
volume changes. 

This is the first type--dollars and physical volume, Most indica- 
5ors~ however, are expressed in index numbers. This is a mu~h more 
complicated idea, because an index, as those of you rec~11 who have 
gone through a statistical course, attempts to measure in combination 
a number of different items. For example, it combines the production 
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of apples with the production of wheat and the production Of steel into 
one single indicator of their total production; they combine the price 
of heads with the price of copper and so on into one single indicator 
reflecting the prices of all these commodities. 

Such indicators represented by an index number refleCt changes only. 
you can,t make comparisons in terms of levels. You can make comparisons 
with respect to trends and with respect to the changes which occur 

between one series and enother. 

I am going through these considerations because I think it is impor- 
tant to keep in mind that it is necessary to scrutinize the indicator in 

the form in which it appears. 

The next point is this. An indicator which is reflected by an index 
must be thoroughly understood in terms of what it is and how it is made 
up, before we can really use it intelligently. Let me give you a simple 
example. Let us say we have an index of automobile pro~uCtiono One way 
to cons t ruc t  such an index is to take the total number of  oars produced, 
add up all the Fords, all the Chevrolets, and all the Cadillacs, and so 
on~ and in that way you get the total number of oars produced. It is 
n o t  an index in the sense that you have combined different types of  
things, but it is an indicator o f  automobile prOd1~ction i n  the aggregate. 

However, you can ~I~o construct a different index of au~amobile pro- 
duction tailored to a particular use. For instance, let us say that you 
are interested in determining the effect of changes in automobile produc- 
tion on the demand for steel. Then you may construct an automobile pro- 
duction index by this method: Take the Fords, get the average tonnage o f  
steel that goes i n t o  the Fords; and then weight the total production o f  
Fords by that average tonnage of steel. Take the Cadillacs, get the 
average amount of steel involved in each, and weight the Cadillacs by 
that average, and so on. This method combines different units by dif- 
ferent weights to give r h e a  their relative importance as to the amount 
of ateel utilized in the particular groups of cars. 

Such an index may not necessarily be t~e same as the one ~hich is 
derived by adding the units of  the makes of cars. This is a different 
kind of index and is used for a special purpose. 

Let us go on now to the major economic indicators, exclusive o f  tbe 
ones that relate to the national income and gross national product. I 
shall s~art ~ith the broadest of the overall indicators--covering physical 
production. These are the gross, national product and the national income 
indicators. These are the broadest overall indicators of the production 

of goods and services. 

These measures of our total eoonomio activity are the ones used to  
observe the trends of  business frum one period to another. 
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When the gross national product is adjusted for price changes it 
results in an extremely ~sei~ll indicator of total production. Over the 
long term it shows that national production in the American economy has~ 
increased at an average rate of 3 percent per year. That has been the . 
long-term growth and such growth has persisted over the last 50 years 
or moreo 

Over this period we have had recessions and depressions, however, 
aside from these interruptions the growth has been persistento Such 
growth has reflected two factors : 

F i r s t ,  i s  t h e  p e r e i s t e n t  i n c r e a s e  i n  the  p r o d u c t i v i t y  o f  our 
w o r k e r s - - t h e  p roduc t ion  pe r  manhour. This i n c r e a s e  has been 2 pe r c e n t  
per  y e a r ,  on the average .  The r i s i n g  p r o d u c t i v i t y  i s  r e a l l y  what h .~  

been responsible • natio.ns of the world. It has. 
of living in this country_.t~ ~ ~ SUDs~an%ia~ increase in the standard 

production per manhour, the increase in 
efficiency, and our know-how in i n d ~ . t r l a l  production. 

Second, the  index  of  produc t ion  also r e f l e c t s  the  f a c t  t h a t  our  l a b o r  
force has grown on the average of  about i percent per yearo Thusj the 
2 - p e r c e n t  i n c r e a s e  i n  t o t a l  p roduc t ion  per  mahout:, and t he  1 - p e r c e n t  
i n c r e a s e  per  y e a r  i n  our l a b o r  fo rce  i n  combinat ion  has  r e s u l t e d  i n  a 
l o n g - t s r m  growth i n  our p roduc t i on  o f  3 p e r c e n t  pe r  y e a r  on t h e  average .  
That i s  a very s t r i k i n g  and important f i g u r e .  

You can see the  t r e n d  on c h a r t  1, page 7. Z l i s  c h a r t  r e p r e s e n t s  t he  
r e a l  gross  n a t i o n a l  product ;  t h i s  i s  an  a rea  c h a r t .  You w i l l  n o t i c e  t h a t  
the  top r e p r e s e n t s  the  changes i n  our p h y s i c a l  p roduc t ion  o f  goods and 
services from 1929 through 1953. 

Also notice changes in the dspress~on period and then the wide swings 
through f, he. recovery period, followed by some decline over the period of 
1937 to 1938; and the rise in World War II. You notice ~hat at the 
present time our totel physical production is at the higb~st level that 
we have ever reached. 

As a matter of fact, the current rate is somewhat above the long- 
term trend. In other words, due to the defense effortj we have been 
producing goods and services, both for private and for goverm,ent 
acco~utj at a rate which is somewhat above the long-term growth trend of 3 percent per year. 

~eae areas on the chart indicate the dynamic factors involved in 
our total production. Notice this area representing investment by 
business. It indicates the purchases of plant and equipment, of inven- 
tories, residential housing, and net foreign investment, that is, exports 
less imports of goods and services. 
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This is the segment to watch for signs of whether or not we are 
going to m~4ntain a full employment level in the near future. If 
businessmen curtail their plant and equipment expenditures significantly, 
then trouble may ~e ahead. This is the area where high wages are paid 
and where there is a substantial multiplier factor in terms of income 
and employment. 

You will notice the sharp declines which have oocurred i n  t h i s  
sector of investment. In the war period most o f  ~ capital formation 
was on government account. More recently, the level has been at a 
record high and was mostly on private account. 

The upper section represents the total purchases of goods and 
se~vlces by the Federal, State, and local governaents, including pay for 
the military forces, pay for civilian personnel, purchases of  munitions 
items, and all other kinds of purchases. You will notice that, except for 
the big bulge during World War II, these expenditures have shown a rather 
slow upward trend, which was accelerated since the outbreak of the war 
in Korea. This part here (indicating) reflects the rising defense 
expenditures since June 1950. 

Finally, the middle section shows the relative stability of con- 
sumer purchases of goods and services. 

Now let us get on to the other indicators. The next one of major 
importance is industrial production as measured by the Federal Reserve 
Board. 

This index is a measure of manufacturing and mining production. 
It goes back to 1919 and is available monthly. There are many break- 
downs of this particular indicator--into over a hundred industries. 
Separate indexes are available for each industry and combinations of 
various industries and industrial groups can be derived for use in 
special analyses, 

This index is used quite extensively by businessmen because of the 
close correlation that can be obtained between its fluctuations and 
various changes in various lines of business activity. For example, the 
paper industry uses this index by relating the nondurable goods part of 
the index. 

~here are all kinds of combinations which can be made of the 
various components of the index. It is broken down generally into two 
major groups of industries. There is the durable goods segment which 
includes iron and steel, machinery, transportation equipment, furniture, 
and glass production, that is, hard goods industries. These are Combined 
into one single index. This is a very dynamic group and production in 
this sector fluctuates most widely. 
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The o t h e r  s e c t o r  comprises the  nondurable  goods group o£ i n d u s t r i e s .  
This covers  food,  t e x t i l e s ,  g a s o l i n e ,  l e a t h e r ,  rubber ,  and so on.  

I% should  be no ted  t h a t  the  i n d u s t r i a l  p r o d n c t i o n  i ndex  f l u c t u a t e s  
a g r e a t  d e a l  more than the  more gene ra l  index  o f  t o t a l  p r o d u c t i o n  ~Lis 
i s  shown i n  t he  second c h a r t .  I t  i s  nece s sa ry  t o  keep t h i s  r e l a t i o n  i n  
mind i n  u t i l i z i n g  t h e  i n d u s t r i a l  p roduc t i on  index  o f  the  Fede ra l  Reserve  
Board. It displays wide fluctuations because it contains many industries 
which respond sharply to changes in total business fl~ctuatione. It does 
not include the production of important segments such as government 
services, construction, and agricvlture. 

Char~ 2, page i0, shows the industrial production index from 1929 
through 1952. It is compared with the real gross national product--that 
is the same indicator which I described before with the exception of the 
fact that I have eliminated the services group from the total. In other ~ 
~rd~ government services and consumer services are deducted so as to 
get JUst the goods part of the total. You will notice that the fluctua- 
tions in the industrial production are much more dynamic than those in 

t he  total output  o f  goods. 

Let us go on to a third basic economic indicator--total employment 

and unemployment in° our economy. 

The Bureau of the i Census publishes each month an estimate of the 
total civilian labor ~orce, employed and unemployed. 

The total unemployed is one of the best indicators we have ~ to 
the g e n e r a l  economic h e a l t h  o f  our coun t ry .  At the  present time 
(September 1953) the number of unemployed is only 1.2 million, This 
actually represents a postwar low, reflecting a full employment economy. 
Moat a hody who wants a job tod  can get one. Our economy is an 
extremely prosperous one, as measured by the high number of employed and 
the low rate of unemployed. 

I n  o rde r  t o  m a i n t a i n  a ~ employment c o n d i t i o n ,  we have t o  employ 
.1% the youu~rs who are entering into the labor force (chart 3, page II). 
I n  o t h e r  words we must have an ever-increasing level o f  employment t o  
main~ai~ a full employment situation. So, whenever we talk about 
stabilisation at a high employment level, we actv__~l_l_y mean that we have 
%o m a i n t a i n  the  c u r r e n t  r a t e  o f  employment and con t inue  to  a~s~rb t h e  
a d d i t i o n s  t o  t h e  labor f o r c e .  

We have been ab le  %o do t h a t ,  w i th  some i n t e r r u p t i o n s ,  i n  the  p a s t .  
Every time we have passed  th rough  a r e c e s s i o n  or  a d e p r e s s i o n ,  the 
economy has bounced back %o a p o i n t  where i t  was able  n o t  on ly  %o 
reemploy those who were u n e ~ e d ,  but ~I-o to absorb the new people 
who came i n t o  the  l a b o r  f o r c e .  That t o  me i s  what makes t h e  American 
econcuy a g r e a t  and dynamic e c o n o ~ ,  as a g a i n s t  o t h e r  economies ,  which 

are static. 
9 
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The data on employment are also broken down by farm and nonfarm. 
So in utilizing this econemic indicator also observe what happens in 
the p~nfarm sector, because the nonfarm sector is where the industrial 
jobs are generated. ~ .  

I should like to point out that this index is used ~rst, by 
observing the trend of total unemployment, and then following the trend 
of the breakdown of the employment bergen the farm sector and the non- 
farm. The course of ncnfarm employment is an important guide because 
if nonfa,r~ e~loy~nt is showing a declining trend and unemployment 

s~, ~nen l~ is ~Ime for some concern and may require action by all 
groups of the economy to prevent a further deterioration, 

There is another breakdown of employment which is available from 
the Bureau of Labor Statistics--employment in manufacturing--broken 
down by various industries. These figures are useful for speci~c 
purposes. If yeu want to find out, for example, whether employment, 
say, in the transportation equipment industry is rising, you use the 
Bureau of Labor Statistics. data for this induatry. ~i~ is a basic 
source of information by industry. 

the way, I want to make one further remark with regard to the 
marked difference between agricultural and nonagricultural employment. 
You will notice the sizable rise in nonagricultural employment over the 
past 20 years. In contrast the agricultural sector has shown a con- 
tinual decline. In fact the average decline over the long te~ has 
been about 200~000 per year. And yet, despite that declining trend of 
agricultural employment, we have had a rising production of agricultural 
products, due primal~ly to the substantial increase in the efficiency of 
the farm workers resulting from various new types of farm equipment, 
soil improvement, methods, and so on. Thus, w~hile the economy as a 
whole has shown a 2-percent increase in production per man-hour~ on the 
average, in agriculture the average increase per year has been 3 percent. 

Another basic set of indicators are the price indexes (chart h, 
page I~). Essentially, price indicators reflect the effects of supply 
and demand. 

Now it is true that many prices are inflexible. In other words 
many prices in our economy don.t change very often. They are determined 
basically by cost considerations. Thus, many prices are less sensitive 
to economic changes than others .  For i ~ t a n c e ,  ag r i cu l tu r a l  equipment 
prices are based essentially on cost factors--raw materials costs, 
labor cos~, overhead cost, and so forth. Hence, they change in the 
main in line with cost changes. Eventually even such prices respond 
to supply and demand considerations. 

Generallyj however~ when prices are fairly stable~ a condition of 
rough balance between supply and demand may be assumed to exist. That 
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is what we have been having in over a year in the industrial area. Our 
economy has stepped up its production of gooda, until we have fi~=!~ 
caught up on practically all of the major items in relation %o demand. 

You will recall that not too long ago we were short of steel, 
copper, and aluminum. The Controlled Materials Plan was in operation 
for these metals. Most of these items now are being produced in 
adequate quantity, due to the fact that industry has been spending 
billions of dollars on new plant and equipment resulting in a greatly 
expanded capacity to produce the basic materials, We are producing 
enough now to meet both the needs of the armed forces and the very high 
demand from the civilian econce~. 

There are two types of price indexes. First, there is the whole- 
sale c ~ , ~ ) d i ~  price index of the Bureau of Labor Statistics. ~ is 
broken down in.to three major g r o u p s - - i n d u s t r i a l  prices, farm prices, 
and farm and processed foods. 

Industrial prices have been very stable in over a year. In con- 
trast, farm prices have dipped about 13 percent since the middle of last 
year. 

Here is a situation in the economy which is rather interesting, 
where in the farm sector prices are declining, while in the industrial 
sector prices are stable. Thusj in the farm sector incomes have dropped, 
both the gross and the net income; and that decline has had repercussions 
on the purchases of farm equipment and other products bought by far,~rs. 

In the i~us~rial sector incomes have been rising with the result 
that the total personal income, which Dr. Kress will speak about nex~ 
week, today is at a peak rate, ~mounting to an annual rate of 288 bil- 
lion dollars. Personal income is a basic indicator which, when used in 
conjunction with the total employment and unemployment, indicates that 
the economy today continues strong. 

On the other hand other indicators show some easing off /~om their 
recent high levels. Steel production is at 95 percent of capacity opera- 
tion, down a little from earlier this year. It looks like t h~ automo- 
bile industry might be somewhat lower in the second half. Investment 
by business may decline somewhat. 

I gave that as an illustration to indicate how these indicatore~ 
are used by individuals to appraise the economic situation. The basic 
principle is to look at all groups in order to get a proper appraisal 
as to what might lie ahead. 

The other type of price index is the Consumers, Price Index of 
the Bureau cf Labor Statistics. This index is one which doesn,t 
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f l u c t u a t e  aa much as the  wholesale  p r i c e  indax,  because i t  con ta ins  
c e r t a i n  components which a re  not  ve ry  v o l a t i l e .  For ~ e ,  i n  the  
Consumers l Price Index there are certmln services included, snch as 
prices at barber shops, at beauty parlors, doctors' fees, dentists' fees, 
and rent~. These are not included in the wholesale price index which 

covers only pr i ce s  of goods. 

The consumers I P r i ce  Index i s  ex t r en~ ly  important  from the p o i n t  of  
view of wage contracts. Among its uses is the fact that oom~anies through 
the escalator clause tie their wage scales to the ~vements of this 

particular index. 

Let me put  i t  t h i s  m y :  I f  you want to  see the  d i r e c t  e f f e c t  o f  
i n f l a t i o n  or d e f l a t i o n  i n  t e r m  of  supply  and demand f a c t o r s ,  ~se the  
p r i c e  indexes .  I f  most p r i c e s  are moving up, there  i s  an i n ~ a t i o n a r y  
t r end  developing.  Obviously, c e r t a i n  specifiLc p r i c e s  may go up and 
down and such adjustments donl t  n e c e s s a r i l y  a f f e c t  the  t o t a l  p r i c e  t r end .  
B~t if general prices are moving ahead, then you know that there is an 
imbalance, that the purchasing power is greater than the goods av~lable 

to b~. 

The Conswners' Price Index is broken down into major categories 
such as food, c l o t h i n g ,  r e n t ,  and house fu rn i sh ings .  

The r ecen t  smal~ r i s e  i n  the  index ha~ been due %o t h e  s e r v i c e s  
continuing to increase, particularly rents. The total index, however, 
has been remarkably stable in ~he past year (see charg 4). 

Another index is retail sales. I will Just say a ~rd about that. 
Rets~l sales are used as a measure of consumer demand. In general, it 
goes back to what the consumer has received in money ~ s .  

The sales index is also affected by price c h~n~es sinoe it is 
reported in dollar receipts by retail stores. 

This in~x is broken down into about 23 kinds of stores. It is 
published monthly by the Dep~nt of Commerce. It is necessary to be 
carei~l in using the sales index and in analy~ing it because at tames 
certain components may be rising while others are declining. 

What I am getting at is that first, you observe the ~rend of the 
total and you scrutinize ~he changes in the co~ponents. Don't rely on 
one sector. Don't rely on just the trend of automobile sales, for 
example. Automobile sales may fall o£f in the second half of this year 
as a result of a seasonal decline. Hence, this would not be a good 
indicator of the trend of consumer demand in this period unless ,11ow- 
ance is made for the seasonal factor. 
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There i~an art in analyzing these figures that goes beyond Just 
looking at numbers. These economic indicators, it is true, are indexes 
expressed in numbers; but in using them we have to take a look at the 
numbers in relation to reality, not Just in terms of abstract figures 
divorced from the activities they represent, 

Now, let me indicate the nature of two types of basic indicators 
which are extremely important from the point of vie~ of forecasting 
business activity. 

The first comprises the data on new and unfilled orders which the 
Department of Commerce publishes monthly. These are basic key indicators 
so far as businessmen are concerned. New and un~hlled orders, particularly 
in the durable goods area, reflect the amount of busdn~ss which is coming 
in and how much the manufacturers have on their books to work on. There- 
fore, these indicators are called anticipatory indicators. They ludlcate 
what business is 11kely to do in the mmx~ three to six months on the basis 
of the orders which firms have on their books and of the rate at which 
new orders are coming in. 

The way you use these indicators is to take the unfilled orders and 
calculate their ratio to sales. That tells you how many months of sales 
a producer has in the backlogs he holds. Those months of s~_es will vary 
from one company to another and from one induatry to another. But the 
average can be compared to what is considered to be a normal ratio. 

Let us consider the lower part of chart 5, page 17--durable goods 
manufacturers. The chart shows the ratio of unfilled orders to sales of 
the durable manufacturing industries--those producing steel, nonferrou~ 
metals, automobiles, all kinds of machinery and so on. That combination 
at the present time, the second q1,~r~r of 1953, has 70 billion dollars 
worth of orders on their books. Now the sum of 70 billion dollars, if 
translated into sales--in other words the number of months of current 
sales--is around five months. The ratio was roughly about the same a 
year ago--about 5.2. 

But notice the difference between the volume of un~illed orders 
that business now has on its books--five months--as compared with pro- 
Korea of only a little more than two months, rate of sales at that time. 
In other words business now has~ 2.5 times as many unfilled orders on its 
books in relation to sales as in the more normal period prior to our 
defense program. Thus, this particular indicator shows a very favorable 
position with respect to the amount of backlogs held by business. 

Now, it is true that orders can be quickly cut if business gets 
bad. It is absurd not to note that possibility of cancellation. It is 
a fact, I will admit, that if things turn sour, it doesntt take very 
long for businessmen to cancel these orders. But, given the high rate 
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of the current income /low and given the high rate of employment, the 
order position supports a continued favorable situation. 

Theae order indicators point to the condition that will likely be 
true for three to six months. That is a fairly short period. They 
don,t necessarily tell you what is going to happen over the longer term. 
They are essentially short-term indicators of the business outlooko They 
are an important group of indicators, and businessmen watch them very 
closely. Also, they are broken down into different industries--machinery, 
transportation equipment, and so on, so that developments in these areas 
can be watched by lines. 

The other type~of anticipatory statistics, which we look at very 
closely, is associated with the intentions of businessmen to invest in 
plant and equipment. ~ is an important indicator because of the 
dynamic character of this sector of our economy. This is the area which 
often causes trouble in our economy. So, if we can obtain directly from 
the businessman hi,~elf what he is planning to do six months from now 
with respect to purchasing plant and equipment, it provides an indication 
of how this phase of business is likely to go. 

The Department of Con~uerce and the Security and Exchange Con~ission 
sample about three thousand business firms quarter after quarter and get 
their anticipations six months ahead. These anticipations indicate what 
their programs are with respect to buying plant and ui 
example, we Just anal ed th ~ pmant. For 

yz e businessmen,s antmcipa~ion through the 
fourth quarter of this year. The most recent survey show~ a fairly small 
• decline in the outlays anticipated in the fourth q,~-~6er from the peak 
third quarter rate of this year 

Chart 6, page 19, illus.trates the amounts involved in business 
expectations on plant and equipment. You notioe that the second half o f  
1953 is a little bit above the f~rst half. If we had a breakdown into 
quarters, i~ would show a small decline in the fourth quarter, with the 
third quarter rate higher than the first quarter. 

You can see the tremendous amounts of money which are being spent 
by business on moderni~.ation of plant and on putting in new capacity. 
In the first quarter of this year the annual rate was 27 billion dollars 
on new plant and equipment alone. In the second quarter it went up to 
27o5 billion dollarso In the third quarter business anticipates spending 
over 28 billion dollars, and in the fourth quarter the amount is going 
down to a little over 27 billion dollars. 

These are very high rates of expenditures, which add to our capacity 
to produce. They have been a very substantial factor in our being able 
to e~inate price and other controls in the early part of this year 
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without having much effect on the price structure. We have eliminated 
most controls and yet the index of industrial wholesale prices has been 
fairly stable. 

~here are other indicators used by various individuals but I do 
not have the time to discuss~ them fully. There is the series on bank 
l:_ans=. Consumer credit ~ important. It was especially important last 
¥ ~r oecause o~ T41e z~ct ~nat we eliminated Regulation W. Expenditures 
on residential housing is a very important index. That has shown a 
decline recently. People are worried because we may not be able to 
maintain the recent rate of one million nonfarm housing starts per year. 
But the  cu r ren t  i s  ~ t i l l  v e r y  h igh by any s t andard .  

Au tomobi l e s - - th i s  i s  used as  an i n d i c a t o r  i n  the  cona~-~_r durab le  
goods s e c t o r .  The ra~e o f  output  cont inues  to  be h i g h - - t h e  annual  r a t e  
o f  p roduc t ion  i s  6 m i l l i o n  ca r s .  Can the i n d u s t r y  ma in t a in  t h a t  r a t e  ? 
Up to  now i t  has. been doing ve ry  w e l l .  There i s  no i n d i c a t i o n  o f  auto  
s a l e s  running  i n t o  s e r i ous  t r oub l e .  Again the  ques t ion  i s ;  Wi l l  con- 
sumers buy. at the rate of 6 million passenger cars per year? 

Steel production--for many, many months the steel indus~a 7 was 
operating at i00 percent capacity. Now it is down to 95 percent. Wi l l  
the  r a t e  go back to  100, or w i l l  i t  drop below 95 pe rcen t?  

Let me briefly summarize the use made of the basic indicators. The 
general indicators are used by government agencies to obtain information 
as a guide to  fiLscal p o l i c y  and var ious  p r o g r a ~  r e l a t i n g  to  domes1~ie and 
fo r e ign  a f f a i r s .  

Businessmen use these indicators as guides in their short-term and 
long-term programs. By looking at these indicators they see what the 
basic changes are and thus have a better guide in --king their plans 
for the purchase of materials and equipment and the eaployment of work- 
ers they will need. 

Labor uses these indicators for getting some idea of the labor 
market and as to what is happening to the real purchasing power of t~e 
workers. Many groups base their policy ~thpregard to wage rates on the 

of some of these indicators. As you know, one of these basic 
indicators--Consumers, Price Index--is the key factor in ~ wage-con- 
t r a c t  n e g o t i a t i o n s .  

N a t i o n a l  groups i n  f o r e i g n  coun t r i e s  fo l low these i n d i c a t u r s  c l ~ l y  
because t hey  recogn ize  the impact  o f  a change i n  American bus iness  a c t i v -  
i t y  on f o r e i g n  economies. For e x a ~ l e ~  the  a n a l y s i s  o f  these  i n d i c a t o r s  
i s  extremely impor tant  to  businessmen i n  Canada, Yrancej and Grea t  
Britain because o f  the impact of changes in our economic picture on these 
e@onomies ® 
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There are many other interesting things that I would 1~ke to cover, 
but I just don,t have the time. 

MR. N--IELASON: Dr. Paradiso  i s  ready to answer questions. 

QUESTION: I was wondering about the reliability of the sources of 
data on which you base all these signs. 

DR. PARADISO: That is another lecture. There are many sources 
used for any of these indicators. Just to give you an example, the 
sources for compiling the industrial production index are pretty much 
data collected by trade associations, by other business groups, and 
census data, both on an enumeration basis or by samplingo Some data are 
collected directly by the Bureau of Internal Revenue and the Social Secur- 
ity Board. A good deal of it comes from goverm, ent agencies, activities. 

I might say this- the Department of Comerce Just published its 
1953 biennial compilation of economic data called "Business Statistics., 
This book contains all of the economic indicators I have discussed and 
more. In fact ~here are 2,600 business indicators, including ~he gen- 
eral indicators as w~ll as specific ones relating to practically all 
major industries. 

The publication "Business Statistics. carries these indicators by 
months from 1949 to date and by years back to 1935. The monthly figures 
can also be obtained for earlier periods in prior isaues of this publica- 
tion. 

So~ if you want the primary and secondary sources of data, here is 
a good place to go. You can use "Business Statistics. for data through 
195~ and the monthly issues of the "Survey of Current Business. of the 
Department of Co~aerce will bring these up to date. The Federal Reserve 
Bulletin has monthly monetary statistics, department store activity 
data, and the industrial production index. 

The o r i g i n a l  sources are  so numerous t ha t  i t  would t ake  a long 
time to  mention t h e m .  L i t e r a l l y  there  are thousands of  such sources .  
Business provides much of  the informat ionj  e i t h e r  through sampling or  
f u l l  coverage. Then the  r e g u l a t o r y  agencies o f  the Federal  Governmentj 
the E l e c t r i c  Power Commission, the  I n t e r s t a t e  C o ~ e r c e  Commis~ionp the 
Soc ia l  S e c u r i t y  Board, and the Bureau of I n t e r n a l  Revenue~ c o l l e c t  a 
g rea t  deal  o f  in format ion  i n  conjunct ion  wi th  t h e i r  r egu l a r  work. That 
in format ion  i s  u t i l i z e d  to ob ta in  math o f  the data  and mueh of  the basic  
background material used in these indexes. 

QUESTION| ~hat I was wca~dering about i s  whether t h i s  in format ion  
i s  vo lun ta ry  or pa id  fo r .  
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• DR. PARADISO: For the government co l l e c t i ons  practically all of  
it is Of a voluntary nature, with the exception of the censuses which 
are mandatory--they have to be collected by law, although this year 
Congress failed to approp~te the funds. 

The Securities and Exchange Commission -1~o does have some mandatory 
provisions about collecting certain information. But generally we try to 
collect the data from the businessmen themselves on a voluntary basis. 
They us~al l~  are extremely coopera t ive .  Much of  the da ta ,  f o r  iDsta~ce,  
the  p r i c e  o f  commodities, i s  ob~4ned from t rade  journa ls  and from repor t s  
which businessmen themselves~ make to various ne~papers: on price quota- 
tiomse So that the information is really a combination of voluntary 
reports, as well as reports gathered from various trade and published 

S O ~ e S .  

QUESTION: On chart 6 do the increases shown from 1950 up to 1953 
represent increases to our industrial plant or the inflated coat of 
maintaining them? 

IR. PARADISO: In chart 6 the increases actually represent the total 
value of the additions to plant and equipment e In other words it is the 
value of ~he new factories, the new machinery, tools, the new generators, 
the new electric power plants, the new commercial buildings, stores--the 
actual value of these new capital expenditures made by business during 
those periods. 

They are affected, however, by whatever price changes occur over 
that period. So that if we ~23 ow for the price changes, we still would 
have a very high level of physical additions, higher than a~hing 
have had prior to this postwar period4 

QUESTION: I should like to direct your attention to chart i and 
then to chart 2. In regard to chart i, I would like to specifically refer 
to .the l i n e  indicating investments:, domestic and foreign. You indicated 
that this investment is going down. It was my uuderstanding from your 
explanation that it was practically the same as the investmen~ in plant 
and equipment. ~ is one going down and the other going ~? 

~. PARADISO: There is one major difference. The total investment 
line includes two cc~nents which are not in the plant and equil~uent llne; 
that is, changes in business inventories and net foreign investmento 

"Total investment" is a broad term. It includes expenditures for 
plant, expenditures for equipment, and expenditures by businessmen for 
add~n z to inventories. It is that combination that results in this 
divergenceo 
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QUESTION: One further question--does chart 6 include the foreign 
investment in plant or is that merely the domestic? 

DR. PARADISO: Chart 6 does not include the net foreign investmento 
It represents expenditures made by business in this country on plant and 
equi~aent. 

~R. NIKLASON: Thank you very m~ch, Dr. Paradiso, for a very 
interesting and instructive ~-cussion of a coEplex subJect~ 

(17 1953--250)S/e. 
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