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DR. KRESS:  A d m i r a l  H a g u e /  G e n e r a l  Nib lo ,  M i s s  B o u t e l l e ,  
G e n t l e m e n :  We a r e  ge t t i ng  r e a d y  o u r  m o n t h ' s  p r o c e d u r e  th i s  m o r n -  
ing.  T h i s  a f t e r n o o n  we h a v e  m o v i e s  d e v e l o p e d  by  the  C o m m i t t e e  f o r  
E c o n o m i c  D e v e l o p m e n t  and  t h e y  show the  g e n e r a l  b a c k g r o u n d  of the  
i n d u s t r i a l  c u r v e  of the  U n i t e d  S t a t e s .  I a m  s u r e  you  w i l l  f ind  t h e m  m o s t  ~ 
i n t e r e s t i n g .  C e r t a i n l y  I r e c o m m e n d  t h e m  to  you .  

O u r  s p e a k e r  t h i s  m o r n i n g  is  the  Ch ie f  E c o n o m i s t  o f  t h e  N a t i o n a l  
I n d u s t r i a l  C o n f e r e n c e  B o a r d  (NICB) .  I a m  s u r e  tha t  you  do not  n e e d  to 
be  r e m i n d e d  of wha t  tha t  i n s t i t u t i o n  i s .  The  NICB i s  the  o l d e s t  r e s e a r c h  
and  e d u c a t i o n a l  i n s t i t u t i o n  f o r  c o o p e r a t i v e  s t u d y  of the e c o n o m i c  and  
a d m i n i s t r a t i v e  p r o b l e m s  of A m e r i c a n  b u s i n e s s  by e c o n o m i s t s  and  b u s i -  
n e s s m e n .  I t  w a s  founded  in  1916 by  a s s o c i a t i o n s  r e p r e s e n t i n g  12 
b r a n c h e s  of i n d u s t r y .  I t s  f o u n d e r s  b e l i e v e d  tha t  the  A m e r i c a n  v o l u n ,  
t a r y  c o m p e t i t i v e - e c o n o m y ,  founded  on  p r i v a t e  p r o p e r t y  and  i n d i v i d u a l  
l ~ e r t y ,  i s  the  one  b e s t  s u i t e d  to  p r o m o t e  e n d u r i n g  h u m a n  w e l f a r e ,  and  
t ha t  i m p a r t i a l  f a c t f l n d i n g  and  e d u c a t i o n  w i l l  k e e p  that '  s y s t e m  sound  and 
h e a l t h y .  T h e s e  p r i n c i p l e s  have  b e e n  the  b a s i s  of a l l  the  a c ~ v i t i e s  of the  
NICB f o r  38 y e a r s .  

I th ink  i t  i s  s a f e  to  s a y  the  NICB i s  r e a l l y  the  f a t h e r  in  o n e  f o r m  o r  
a n o t h e r  of t h e s e  e c o n o m i c  i n d i c a t o r s  t ha t  we  a r e  to  t a k e  up t h i s  m o r n -  
ing ,  a n d  t h e r e  i s  no one  who k n o w s  m o r e  abou t  t h e m  than  d o e s  o u r  
s p e a k e r .  His  b i o g r a p h y  d o e s n ' t  show t h a t  h e  i s  a l s o  an  a d j u n c t  p r o f e s s o r  
of e c o n o m i c s  a t  N e w  Y o r k  U n i v e r s i t y ,  w h i c h  m a k e s  h i m  doub ly  w e l c o m e  
f o r  o u r  p u r p o s e .  

The: NICB hol.ds s e v e r a l  m e e t i n g s  e a c h  y e a r ,  and  i t  i s  c u s t o m a r y  
f o r  o u r  p e o p l e ,  i n c l u d i n g  o u r  C o m m a n d a n t s ,  to  a t t e n d  t h e i r  c o n f e r e n c e s .  
T o d a y  we  h a v e  the  p o s i t i o n  r e v e r s e d .  We h a v e  the  'NICB m e m b e r  a t t e n d -  
ing  o u r  c o n f e r e n c e .  

I t  i s  a p l e a s u r e ,  P r o f e s s o r  G a i n s b r u g h ,  to  w e l c o m e  you  to th i s  
p l a t f o r m .  

P R O F E S S O R  GAINSBRUGH: I a m  go ing  to s p e n d  m y  a l l o t t e d  t i m e  
d i s c u s s i n g  w i th  y o u  the  t r e n d s  s h o w n  in  %he d o c u m e n t  t ha t  you  h a v e  
b e e n  a s k e d  to  t ake  u p  t h i s  m o r n i n g .  I a m  g iv ing  y o u  s o m e  p r e f a t o r y  
c o m m e n t s ,  t h e r e f o r e  w i l l  y o u  t ake  out  of y o u r  f i l e s  a copy  of the  
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will be hopelessly lost. 

W i t h o u t  i t  b o t h  y o u  a n d  I 

A n  e c o n o m i s t  is m o r e  f r e q u e n t l y  d e s c r i b e d  t h a n  I w o u l d  ~ i s h ,  f o r  
m y  o w n  p e r s o n a l  c o m f o r t ,  a s  a f e l l o w  w h o  i s  n e v e r  i n  d o u b t  b u t  f r e -  
q u e n t l y  w r o n g .  I w a n t  t o  s h a r e  w i t h  y o u  m y  d o u b t s  a s  w e l l  a s  m y  c o n -  
~ i c t i o n s  a b o u t  t h e  c u r r e n t  s t a t u s  o f  t h e  e c o n o m y  a n d  i t s  l o n g e r - t e r m  
p r o s p e c t s .  I w a n t  to  do  t h a t  o n  t h e  b a s i s  of  t h e  b e s t  d o c u m e n t  t h a t  h a s  
y e t  b e e n  d e v e l o p e d  to  a s s i s t  y o u ,  a s  w e l l  a s  t h e  e c o n o m i c  f r a t e r n i t y ,  i n  
i n t e r p r e t i n g  e c o n o m i c  t r e n d s .  I t h i n k  t h e  b e s t  b u y  i n  t h i s  c o u n t r y  f o r  
t w o  d o l l a r s  a y e a r  i s  t h i s  l i t t l e  d o c u m e n t ,  " E c o n o m i c  I n d i c a t o r s " ;  t h e  
s y n t h e s i s  of  " w h a t  w e  t h i n k  w e  k n o w "  a b o u t  t h e  c u r r e n t  h e a l t h  a n d  p r o -  
s p e c t i v e  t r e n d s  w i t h i n  o u r  N a ~ o n .  

I w o n d e r  i f  a n y  of  y o u  a r e  a t  a l l  a c q u a i n t e d  w i t h  t h e  o r i g i n  of  
" E c o n o m i c  I n d i c a t o r s .  " W h e n  t h e  C o u n c i l  o f  E c o n o m i c  A d v i s o r s  w a s  
e s t a b l i s h e d  a b o u t  e i g h t  y e a r s  a g o ,  t h e r e  b e g a n  to  b e  c i r c u l a t e d  w i t h i n  
t h e  C o u n c i l  a s e r i e s  o f  c h a r t s  t h a t  w e r e  s t u d i e d  i n t e n s i v e l y  b y  m e m b e r s  
of  t h e  C o u n c i l  o f  E c o n o m i c  A d v i s o r s  i n  a r r i v i n g  a t  t h e i r  o w n  a p p r a i s a l  
of  h o w  t h e  e c o n o m y  s t o o d .  A s  t h i s  w a s  d e v e l o p e d  i t  w a s  m o v e d  i n t o  t h e  
P r e s i d e n t ' s  o f f i c e  a n d  s u p p l i e d  to  h i m  e a c h  w e e k  a n d  e a c h  m o n t h .  T h e  t 
w o r d  s l o w l y  f i l t e r e d  o u t  t h a t  t h e r e  w a s  s u c h  a d o c u m e n t ,  a n d  M e m b e r s  
o f  C o n g r e s s  t h e n  b e g a n  to  a s k  t o  b e  p l a c e d  on  t h e  l i s t  f o r  t h i s  m o n t h l y  
r e p o r t .  S h o r t l y  t h e r e a f t e r  t h e y  f e l t  i t  w a s  s o  i m p o r t a n t  t h a t  t h e y  a s k e d  
t h a t  i t  b e  m a d e  a p u b l i c  d o c u m e n t .  I t  h a s  s u b s e q u e n t l y  b e c o m e  t h e  m o s t  
s o u g h t - a f t e r  d o c u m e n t ,  I t h i n k ,  o n  t h e  c u r r e n t  s t a t u s  o f  t h e  e c o n o m y  of  
a n y  d o c u m e n t  a v a i l a b l e  i n W a s h i n g t o n .  

Y o u  a r e  a l l  b u s y  m e n ;  y e t  e a c h  of  y o u  h a s  an  i m m e d i a t e  a n d  d i r e c t  
c o n c e r n  i n  t r y i n g  to  u n d e r s t a n d  w h e r e  t h e  e c o n o m y  i s  a n d  w h e r e  i t  m a y  
b e  g o i n g  I r e c o m m e n d  to  y o u  t h a t  a h a l f - h o u r ' s  s t u d y  e a c h  m o n t h  of  t h e  
c h a r t s  a n d  t h e  t w o  o r  t h r e e  s e n t e n c e s  of  i n t e r p r e t a t i o n  w i l l  do  m o r e  to  
a s s i s t  y o u  in  u n d e r s t a n d i n g  c u r r e n t  e c o n o m i c  t r e n d s  t h a n  a n y  o t h e r  
a m o u n t  o f  r e q u i r e d  r e a d i n g .  

I n  m y  p r e s e n t a t i o n  t h i s  m o r n i n g  I a m  g o i n g  to  l e a v e  f o r  D r .  K r e s s  
t h e  i n t e r p r e t a t i o n  of  t r e n d s  i n  n a t i o n a l  a c c o u n t s ,  a k e y  s e t  of  c h a r t s  
c o n t a i n e d  in  " E c o n o m i c  I n d i c a t o r s .  " P e r h a p s  t h e  g r e a t e s t  s i n g l e  c o n -  
t r i b u t i o n ,  t h e  g r e a t e s t  i n v e n t i o n ,  b y  m y  f r a t e r n i t y  d u r i n g  t h e  p a s t  q u a r t e r  
o f  a c e n t u r y  w a s  t h e  d e v e l o p m e n t  of  a s y s t e m  of  n a t i o n a l  a c c o u n t s .  
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! w i l l  be  d e a l i n g  l a r g e l y  w i t h  t h e  r e m a i n i n g  e c o n o m i c  i n d i c a t o r s .  
T h e r e  a r e  s o m e  32 m a j o r  e c o n o m i c  i n d i c a t o r s  w h o s e  c o u r s e  i s  t r a c e d  
in  t h e  d o c u m e n t  b e f o r e  y o u .  A l l  I h a v e  to  do i s  d e a l  w i t h  24 of  t h e m  
a n d  l e a v e  8 of t h e m  to D r .  K r e s s .  

Now,  l e t  m e  g ive  y o u  the  c e n t r a l  f r a m e w o r k  a r o u n d  w h i c h  m y  c o m -  
m e n t s  a r e  b a s e d .  T h e r e  a r e  v a r i o u s  t y p e s  of e c o n o m i c  i n d i c a t o r s .  
S o m e  of t h e m  a r e  b e s t  d e s c r i b e d  a s  t h e r m o m e t e r s .  T h e y  i n d i c a t e  
w h e r e  we  a r e  a n d  t h r o w  l i gh t ,  too ,  on  h o w  we  got  w h e r e  we  a r e .  O t h e r s  
we  h a v e  f o u n d  a s  a r e s u l t  of s t u d y  o v e r  m o r e  t h a n  o n e - t h i r d  of a c e n t u r y  
a r e  n o t  o n l y  s i g n i f i c a n t  a s  t h e r m o m e t e r s  b u t  e v e n  m o r e  s o  a s  b a r o m e t e r s .  
You  s e e  y o u  c a n  u s e  e c o n o m i c  i n d i c a t o r s  (a)  f o r  d i a g n o s i s  a n d  (b) i n -  
c r e a s i n g l y ,  I a m  c o n v i n c e d ,  no t  o n l y  f o r  p u r p o s e s  of d i a g n o s i s  b u t  a l s o  
f o r  p u r p o s e s  of p r o g n o s i s .  We w i l l  s t u d y  b o t h  t h e r m o m e t e r s  a n d  b a r o m -  
e t e r s  no t  o n l y  f o r  d i a g n o s i s  bu t  to t h r o w  s o m e  l i g h t  on  p r o g n o s i s .  We 
w i l l  d e a l  b a s i c a l l y  w i t h  two  q u e s t i o n s - - t h e  f i r s t ,  l o o k i n g  a t  e c o n o m i c  
i n d i c a t o r s ,  w h e r e  w e  a r e  a n d  how w e  got  w h e r e  we  a r e ;  s e c o n d - - a  m o s t  
h a z a r d o u s  p u r s u i t ,  l e t  m e  a s s u r e  y o u ,  on  t h e  b a s i s  of  t h e  k n o w l e d g e  of 
w h e r e  we  a r e  a n d  how w e  got  w h e r e  w e  a r e - - l o o k i n g  a t  t he  q u e s t i o n  of  
w h e r e  we  m a y  be  go ing .  We s h a l l  l o o k  p a r t i c u l a r l y  a t  a s e r i e s  of e c o -  
n o m i c  i n d i c a t o r s  w h i c h ,  in  c y c l e  a f t e r  c y c l e  i n  t he  p a s t ,  h a v e  t h r o w n  
s o m e  l i gh t  on  the  p r o b a b l e  f u t u r e  c o u r s e  of  b u s i n e s s  a c t i v i t y .  

So m u c h  t h e n  b y  w a y  of p r e f a c e - - a n d  now to  w o r k .  F i r s t ,  d e a l i n g  
w i t h  t he  b a s i c  q u e s t i o n s  of w h e r e  w e  a r e ,  l e t  u s  s t a r t  w i t h  o u r  f i r s t  
e c o n o m i c  i n d i c a t o r .  T h i s  d e a l s  w i t h  c h a n g e s  in  p h y s i c a l  ou tpu t ,  t h e  
t o t a l  u n i t  p r o d u c t i o n  of g o o d s ,  f o r  t he  m o s t  v o l a t i l e  s e c t o r s  of t h e  
e c o n o m y ,  m a n u f a c t u r i n g  and  m i n i n g .  

T h e  f i r s t  s e r i e s  of  e c o n o m i c  i n d i c a t o r s  t h a t  w e  w i l l  l o o k  a t  a r e  
t h o s e  d e a l i n g  w i t h  c h a n g e s  in  p h y s i c a l  o u t p u t - - v o l u m e t r i c  m e a s u r e m e n t ,  
f f  y o u  w i l l .  T h e s e  a r e  s h o w n  on p a g e s  12 t h r o u g h  14. T u r n  to  t h a t  
h i g h l y  r e s p e c t e d  e c o n o m i c  i n d i c a t o r ,  s e c o n d  p e r h a p s ,  o n l y  to  t he  l a t e r  
i n n o v a t i o n  of  g r o s s  n a t i o n a l  p r o d u c t  a n d  n a t i o n a l  i n c o m e ,  t he  t r a d i t i o n a l  
m e a s u r e  of  p h y s i c a l  o u t p u t  i s s u e d  b y  t h e  F e d e r a l  R e s e r v e  B o a r d ,  on  p a g e  
12, i t s  i n d e x  of i n d u s t r i a l  p r o d u c t i o n .  

T h i s  i s  an  a t t e m p t ,  t h r o u g h  the  u s e  of  i n d e x  n u m b e r s ,  to  s e t  f o r t h  
in  one  s i n g l e  m e a s u r e  c h a n g e s  in  t h e  p h y s i c a l  o u t p o u r i n g s  of t h e  N a t i o n ' s  
f a c t o r i e s  a n d  m i n e s .  W h a t  we  do h e r e  i s  to  c o m b i n e  the  p r o d u c t i o n  of  
s t e e l ,  o f  t e x t i l e s ,  of  t o b a c c o ,  of  p e t r o l e u m ,  a n d  so  on ,  i n t o  o n e  m e a n -  
i n g f u l  a g g r e g a t e ,  a n  i n d e x  of  i n d u s t r i a l  p r o d u c t i o n .  N o w ,  k e e p  in  m i n d  



t he  l i m i t a t i o n s  of t h i s  m e a s u r e .  I t  d e a l s  on ly  w i th  p h y s i c a l  output  
in  m a n u f a c t u r i n g  a n d  m i n i n g ;  and  y e t  i t  i s  l a b e l e d  a s  an  i n d e x  of t o t a l  
i n d u s t r i a l  p r o d u c t i o n .  I t  r e l a t e s  to  on ly  about  20 o r  25 p e r c e n t  t h e r e -  
f o r e  of the  t o t a l  i n d u s t r i a l  a c t i v i t y ,  r a t h e r  t han  t o  100 p e r c e n t  of the  
t o t a l  i n d u s t r i a l  a c t i v i t y ;  bu t  i t  r e l a t e s  to the m o s t  v o l a t i l e  f o r m  of i n -  
d u s t r i a l  a c t i v i t y ,  n a m e l y ,  m a n u f a c t u r i n g  and  m i n i n g .  

H e r e ,  v e r y  qu i ck ly ,  y o u  c a n  s e e  a c l e a r  m e a s u r e  of r e c e s s i o n - -  
w h y  a t  l e a s t  s o m e  of us  f ind  j u s t i f i c a t i o n  fo r  the  l a b e l  w e  app l i ed  to  the  
c h a n g e  in  b u s i n e s s  a c t i v i t y  w h i c h  b e g a n  l a s t  J u n e .  If  you  wi l l  look  at  
t h e s e  m e a s u r e s  on page  12, you  w i l l  f ind t ha t  we  r e a c h e d  a peak  of 137 
(wi th  47-49 as  a b a s e )  in  m i d - 1 9 5 3 .  We h i t  t ha t  peak  of 137 in  May  and  
a g a i n  in  Ju ly ;  T h e r e a f t e r ,  the  e c o n o m y  t r e n d e d  d o w n w a r d ,  a t  l e a s t  i n  
t e r m s  of p h y s i c a l  output  of f a c t o r i e s  and  m i n e s .  And note  the  t r o u g h ,  
a t  l e a s t  a s  i t  i s  c u r r e n t l y  v i s i b l e ,  w a s  s t r u c k  in  M a r c h  o r  A p r i l - - f r o m  
p e a k  to t r o u g h ,  p h y s i c a l  output  d e c l i n e d  about  10 p e r c e n t .  

This ~s the origin then of the phrase "the 10 percent recession" 
that is very frequently used to describe what has happened during the 
past year. On the other hand some of the measures with which you will 
grow familiar tomorrow will show only a 4-percent recession. The 
gross national product is down only 4 percent from its peak in the sec- 
ond quarter of 1953. This index of industrial production, however, is 
a more sensitive measure which reacts more violently to both the up- 
swing and downswing of the economy, and it does show that we are turn- 
ing out almost i0 percent less than we did a year ago--at least in the 

vital sectors of manufacturing and mining. 

It shows one other thing that gives some degree of comfort, since 
March or April the recession is tending to saucer out--and that is 
another highly descriptive phrase. The bottom may have been struck 
in this highly sensitive index In.March or April. The subsequent course 
h a s  b e e n  s l i g h t l y  u p w a r d ,  123 to 124 in  May ,  a g a i n  124 in  June .  You 
c a n . n o w  e n t e r  the  J u l y  f i g u r e  w h i c h  w a s  no t  a v a i l a b l e  at  the  t i m e  the 
e c o n o m i c  i n d i c a t o r s  w e r e  i s s u e d - - 1 2 4  f o r  J u l y .  If you  w a n t  m y  g u e s s  
a s  to wha t  the  i n d i c a t o r s  d id  in  ~ u g u s t ,  I t h ink  I wou ld  s u g g e s t  t ha t  you 
put  a s l i gh t  m i n u s  f i g u r e  b e c a u s e  of the c u t b a c k  in  a u t o m o t i v e  p r o d u c -  
t ion  and  the  f a i l u r e  of s t e e l  to r e b o u n d .  C e r t a i n l y  t h e r e  w a s  l i t t l e  
i n d i c a t i o n  in  Augus t  of a s h a r p  u p t u r n  in the s e c t o r s  tha t  w e r e  down 
the  m o s t ,  m a n u f a c t u r i n g  and  m i n i n g .  And t h e r e  i s  c o n s i d e r a b l e  q u e s t i o n ,  
at  l e a s t  in  the  m i n d s  of the  b u s i n e s s  e c o n o m i s t s ,  as  to the c o u r s e  of th i s  
i ndex  in the  m o n t h s  i m m e d i a t e l y  ahead .  We h a v e  a h i g h l y  t e c h n i c a l  
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q u e s t i o n  tha t  I can  on ly  r e f e r  to in p a s s i n g - - t h e  qu ick  c h a n g e o v e r  in  
c a r  m o d e l s  th i s  y e a r ,  as  c o m p a r e d  wi th  p a s t  y e a r s ,  and  w h a t  t h e y  
m a y  do to the  i ndex  of i n d u s t r i a l  p r o d u c t i o n  l a t e r  th i s  y e a r ,  

H e r e  t hen  i s  o u r  f i r s t  i n d i c a t o r  of w h e r e  we  a r e .  In a u t h o r i t a t i v e  f o r m - -  
a f o r m  h i g h l y  r e s p e c t e d  in  b u s i n e s s  b e c a u s e  i t  i s  u n d e r s t o o d  in  b u s i n e s s ,  
a f o r m  too,  tha t  i s  c l o s e  t o  the h e a r t s  of the  s t o c k  a n a l y s t s ,  :if not  t h e  
b u s i n e s s  a n a l y s t s - - t h e  i ndex  of i n d u s t r i a l  p r o d u c t i o n  s h o w s  t h e  m a g n i -  
tude  of r e c e s s i o n  to be a 1 0 - p e r c e n t  a d j u s t m e n t  s i n c e  l a s t  y e a r .  I t  
s h o w s  a t r o u g h  in  M a r c h  o r  A p r i l  1954 w h i c h  g ives  s o m e  p r o m i s e  of 
r e c o v e r y ,  but  a r e c o v e r y  tha t  h a s  thus  f a r  b e e n  h a l t i n g  in c h a r a c t e r .  

One v i r t u e  of th i s  p a r t i c u l a r  e c o n o m i c  i n d i c a t o r  i s  t ha t  it g ives  us  
a m e a n i n g f u l  a g g r e g a t e .  A n o t h e r  v i r t u e  is  tha t  i t  p e r m i t s  us  t o  a n a l y z e  
c h a n g e s  in i n t e r n a l  c o m p o n e n t s .  Some  of t h o s e  c h a n g e s  a r e  shown  on 
p a g e s  13 and  14. V e r y  f r e q u e n t l y  t h e r e  i s  an  a t t e m p t  to  i g n o r e  off the  
d e g r e e  of r e a d j u s t m e n t  t h r o u g h  w h i c h  we a r e  going.  As I s a i d ,  I a m  
going  to s h a r e  m y  doubts  w i th  you  as  w e l l  as  m y  c o n v i c t i o n s - - a n d  c l e a r l y ,  
one of the  s i g n i f i c a n t  c h a n g e s  in the c o m p o s i t i o n  of m a n u f a c t u r i n g  i s  the  
s h a r p  d e g r e e  of c o r r e c t i o n  w h i c h  h a s  t a k e n  p l a c e  a n d w h i c h  i s  s t i l l  going  
on in  s o m e  v i t a l  s e c t o r s  of the A m e r i c a n  e c o n o m y .  Look ,  f o r  e x a m p l e ,  
on page  13, at  the  d e g r e e  of c o r r e c t i o n  e x p e r i e n c e d  in  the  s t e e l  i n d u s t r y  
in  t e r m s  of p h y s i c a l  output  as  w e l l  as  in t e r m s  of o p e r a t i n g  c a p a c i t y .  
As l a t e  as  l a s t  w e e k  the s t e e l  i n d u s t r y  w a s  s t i l l  o p e r a t i n g  at  64 p e r c e n t  
of c a p a c i t y - - u n d e r  m u c h  e x p a n d e d  c a p a c i t y ,  to be s u r e ,  to put t h i n g s  
in  p r o p e r  p e r s p e c t i v e .  Bu t  look a t  the c h a n g e  in t e r m s  of p h y s i c a l  ou t -  
put  as  w e l l  as  in t e r m s  of r a t e  of c a p a c i t y .  Go back  to the  y e a r  1953, 
f o r  e x a m p l e ,  s t e e l  output  t hen  w a s  2 .1  m i l l i o n  ne t  tons .  I t  w a s  1.5 
m i l l i o n  tons  d u r i n g  the  w e e k  of A u g u s t  14. 

Not a l l  s e c t o r s  show the  s a m e  d o w n t r e n d .  E l e c t r i c  p o w e r  i s  up 
s o m e  7 p e r c e n t  above  wha t  i t  w a s  a y e a r  a g o .  Coa l  i s  down s h a r p l y .  
The  a u t o m o t i v e  i n d u s t r y  h a s  e x p e r i e n c e d  a c o n t r a c t i o n  of p h y s i c a l  ou t -  
put  of c a r s  and t r u c k s  now, in t e r m s  of n u m b e r ,  s o m e  20 t o  25 p e r c e n t  
off f r o m  the  c o m p a r a b l e  p o s i t i o n  in  A u g u s t  1953. 

You don ' t  h a v e  the l a t e s t  f i g u r e  p o s t e d  t h e r e .  You m i g h t  wan t  to 
add  the  l a t e s t  f i g u r e  f o r  the  w e e k  of i 4  A u g u s i - - 1 1 6 , 0 0 0  as  c o m p a r e d  
wi th  an a v e r a g e  r a t e  of a r o u n d  1 5 4 , 0 0 0  a y e a r  ago.  

On the  nex t  p a g e - - a g a i n  you w i l l  f ind m o r e  m i n u s  s i g n s  as  you  
a n a l y z e  the s u b c o m p o n e n t s  of m a n u f a c t u r i n g  than  you wi l l  f ind  p lus  



signs, a s  c o m p a r e d  w i t h  t h e  r a t e  o f  a c t i v i t y  a : y e a r  a g o .  T h e  t e x t i l e  
i n d u s t r y  h a s  h a d  s o m e  r e c o v e r y  b u t  i s  s t i l l  do~vn to  15 p e r c e n t  b e l o w  
w h a t  i t  w a s  i n  t h e  s e c o n d  q u a r t e r  p e a k  o f  1953.  E v e n  s o m e  o f  t h e  g r o w t h  
i n d u s t r i e s  a r e  w e l l  b e l o w  w h a t  t h e y  w e r e  a y e a r  a g o .  L o o k  a t  t h e  c h e m i -  
c a l  i n d u s t r y - - w e  a r e  i n c l i n e d  to  v i e w  t h a t  a s  a n  i n d u s t r y  w i t h  s u s t a i n e d  
g r o w t h .  H e r e  w e  a r e  n o t  ta lki r~g a b o u t  d o l l a r  f i g u r e s - - w e  a r e  t a l k i n g  
a b o u t  p h y s i c a l  o u t p u t ,  w e i g h t e d  b y  t h e  r e l a t i v e  e c o n o m i c  i m p o r t a n c e  of  
t h e  v a r i o u s  c o m p o n e n t s .  

T h e  m i n u s  s i g n s  s t i l l  p r e v a i l ,  a s  c o m p a r e d  w i t h  a y e a r  a g o .  T h i s  
i s  o n e  o f  t h e  r e a s o n s  w h y  e m p l o y m e n t  i s  d o w n  i n  m a n u f a c t u r i n g - - t h e  
s h a r p  c u r t a i l m e n t  o f  p r o d u c t i o n  in  m a n y  m a j o r  m a n u f a c t u r i n g  i n d u s t r i e s  
i n  t h i s  r e c e s s i o n ;  a l r e a d y  a y e a r  o ld .  

G o i n g  o n  w i t h  t h e  i n d i c a t o r s  w h i c h  d e a l  w i t h  t h e  f i r s t  q u e s t i o n ,  
w h e r e  w e  a r e  a n d  h o w  w e  g o t  w h e r e  w e  a r e ,  l e t  u s  s h i f t  n o w  f r o m  v o I -  
u m e  t o  a n o t h e r  i m p o r t a n t  c o n s i d e r a t i o n - - t r e n d s  in  p r i c e .  T h o s e  a r e  
c h a r t e d  f o r  y o u  o n  p a g e s  3 t h r o u g h  6. T h i s  a r e a  i s  of  V i t a l  i m p o r t a n c e  
a g a i n  t o  b r o a d  s e c t o r s  o f  o u r  p o p u l a t i o n .  M i l l i o n s  of  w a g e  e a r n e r s  h a v e  
t h e i r  c o m p e n s a t i o n  a l t e r e d  i n  a c c o r d a n c e  w i t h  t h e  m o v e m e n t  o f  o n e  o f  
t h e s e  p r i c e  i n d e x e s ,  t h e  c o n s u m e r  p r i c e  i n d e x  h e r e  i s  a d e f i n i t e  m e -  
c h a n i c a l  t i e - i n  b e t w e e n  w a g e s  a n d  c h a n g e s  in  p r i c e  f o r  s o m e  3 to  4 m i l -  
l i o n  w o r k e r s .  T h a t  i s  o n e  o f  t h e  i n d e x e s  w e  w i l l  t a l k  a b o u t .  A n o t h e r  i s  
t h e  w h o l e s a l e  p r i c e s  on. p a g e  4. I b e l i e v e  t h i s  i n d e x  t o  p a r t  of  t h i s  
a u d i e n c e ,  a t  l e a s t ,  i s  p a i n f u l l y  f a m i l i a r - - e s c a l a t o r  c l a u s e s  a r e  f r o -  
q u e n t l y  t i e d  to  c h a n g e s  i n  w h o l e s a l e  p r i c e s .  

O n  p a g e  5 i s  a n  i n d e x  w h i c h  a g a i n  a f f e c t s  t h e  l i v e l i h o o d  o f  m i l l i o n s  
o f  o u r  p e o p l e - - p r i c e s  r e c e i v e d  a n d  p r i c e s  p a i d  b y  f a r m e r s  i n s o f a r  a s  
t h e y  t i e  i n  w i t h  t h e  p a r i t y  r a t i o  a n d  w i t h  s u p p o r t  p r i c e s .  

A s  w e  m o v e  a l o n g ,  y o u  w i l l  f i n d  t h a t  y o u  h a v e  to  k e e p  in  m i n d  c o n -  
s t a n t l y  t h e  r e s e r v a t i o n s  a n d  l i m i t a t i o n s  t h a t  s u r r o u n d  t h e  m a t e r i a l  p r o -  
v i d e d  b y  t h e  e c o n o m i s t s .  We h a v e  a n  i n d e x  c a l l e d  t h e  i n d e x  of  i n d u s -  
t r i a l  p r o d u c t i o n  b u t ,  a s  I t o l d  y o u ,  i t  d o e s n ' t  m e a s u r e  t h e  t o t a l  o f  
i n d u s t r i a l  p r o d u c t i o n - - o n l y  m a n u f a c t u r i n g  a n d  m i n i n g .  H e r e  we  h a v e  
a n  i n d e x  c a l l e d  c o n s u m e r  p r i c e s ,  b u t  i t  d o e s  n o t  r e a l l y  m e a s u r e  t r e n d s  
in  a l l  c o n s u m e r  p r i c e s - - i t  m e a s u r e s  t r e n d s  in  t h e  p r i c e s  o f  g o o d s  a n d  
s e r v i c e s  b o u g h t  b y  o n e  s e c t o r  o f  o u r  p o p u l a t i o n ,  t h e  w a g e  e a r n i n g  
s e c t o r ,  b e c a u s e  t h i s  i n d e x  w a s  s e t  u p  p r i m a r i l y  to  b e  u s e d  i n  c o n n e c t i o n  
w i t h  c o l l e c t i v e  b a r g a i n i n g .  
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Now, a b i t  of the  b a c k g r o u n d  o f  th i s  index--it i s  a f ixed  w e i g h t  
i ndex ,  a~nd tha t  i s  r a t h e r  i m p o r t a n t ,  too. The  B u r e a u  of L a b o r  S t a t i s -  
t i c s  (BLS) s u r v e y s  c o n s u m e r s ,  p a r t i c u l a r l y  wage  e a r n e r s ,  and  
o b s e r v e s  wha t  t h e y  buy  d u r i n g  the  c o u r s e  of a g iven  y e a r .  F r o m  th i s  
s u r v e y  t hey  se t  up a m a r k e t  b a s k e t  of i t e m s  tha t  a r e  c u s t o m a r i l y  p u r -  
c h a s e d  by the  wage  e a r n e r .  F r o m  tha t  t i m e  on the w e i g h t s  in ~the index  
a r e  f ixed .  BLS t h e r e a f t e r  w i l l  con t inue  to  p r i c e  the s a m e  i t e m s  m o n t h  
by m o n t h  and y e a r  by  y e a r  to o b s e r v e  c h a n g e s  in  the  c o s t  of tha t  p a r t i c u -  

l a r  m a r k e t  b a s k e t  o v e r  t i m e ,  

If wage  e a r n e r s  a l t e r  the ' i r  p a t t e r n  of c o n s u m p t i o n  a f t e r  the w e i g h t s  
h a v e  b e e n  d e t e r m i n e d ,  tha t  a l t e r a t i o n  in the p a t t e r n  of c o n s u m p t i o n  i s  
no t  g iven  r e c o g n i t i o n  in the  p r i c e  index .  F r o m  t i m e  to t i m e - - a b o u t  once  
a d e c a d e - - w e  do r e w e i g h t  the  i ndex  on the  b a s i s  of c h a n g e s  in  the m a r k e t  
b a s k e t  in  the  t y p e s  of i t e m s  p u r c h a s e d  by the wage  e a r n e r  s e c t o r  of o u r  
popu la t ion .  F o o d ,  fo r  e x a m p l e ,  m a y  be  g iven  a w e i g h t  of l e t ' s  s a y  30 
p e r c e n t .  P r i c e  c h a n g e s  : t h e r e a f t e r  in  the food s e c t o r  wi l l  be m u l t i p l i e d  
by  the  30 p e r c e n t  in  a r r i v i n g  at  a m e a s u r e  of change  f r o m  m o n t h  to m o n t h  
~nd y e a r  to y e a r  in p r i c e s  pa id  fo r  food by the  wage  e a r n e r .  

S ince  " E c o n o m i c  I n d i c a t o r s "  f o r  Augus t  w a s  p u b l i s h e d ,  the  J u l y  
f i g u r e  h a s  c o m e  out  and i t  b e a r s  out the c o n c l u s i o n  r e a c h e d  e a r l i e r  by  
the  C o u n c i l  of E c o n o m i c  A d v i s o r s  of p r i c e  s t a b i l i t y - - p r e v i o u s l y  m e n -  
t i oned .  If you  wan t  to e n t e r  the  f i g u r e  f o r  J u l y ,  f o r  a l l  i t e m s  i t  i s  115 .2 .  
I hope  i t  i s  c l e a r  to  a l l  of you  tha t  t h a t  f i g u r e  m e a n s  tha t  p r i c e s  h a v e  in -  
c r e a s e d  15.2 p e r c e n t  f r o m  the b a s e  p e r i o d ,  w h i c h  is  47-49 .  Bu t  t h e r e  
i s  no q u e s t i o n - - a n d  th i s  i s  a n o t h e r  s a l i e n t  f ind ing  on w h e r e  we a r e - -  
t ha t  t h i s  e c o n o m i c  i n d i c a t o r  t e l l s  us  tha t  th i s  r e c e s s i o n ,  u n l i k e  p a s t  
r e c e s s i o n s ,  h a s  b e e n  c h a r a c t e r i z e d  by  p r i c e  s t a b i l i t y .  

Look  b a c k  o v e r  the p a s t  y e a r .  In J u l y  1953, the  i ndex  s tood  at  114 .7 .  
T o d a y  the  i n d e x  s t i l l  s t a n d s  at  115 plus  o r  m i n u s  a coup le  of t e n t h s  of a 
p e r c e n t a g e  point .  T h e r e  h a s  b e e n  no s h a r p  b r e a k  in  p r i c e  at  the r e t a i l  
l e v e l  o r  as  you  w i l l  s e e  f r o m  s u b s e q u e n t  c h a r t s ,  a t  the w h o l e s a l e  l e v e l ,  
o r  even  in  the  h i g h l y  s e n s i t i v e  r a w - m a t e r i a l  s e c t o r .  

So we a r e  b e g i n n i n g  to g e t  the b a s i s  fo r  two c o n c l u s i o n s -  - (a) t ha t  
p h y s i c a l  output  w a s  cu t  d u r i n g  the p a s t  y e a r  in  m a n u f a c t u r i n g  and m i n i n g  
by about  10 p e r c e n t  and  (b) t ha t  cut  w a s  a c c o m p a n i e d  by p r i c e  s t a b i l i t y ,  
un l i ke  p a s t  c y c l i c a l  c o r r e c t i o n s ,  i n  w h i c h  a d o w n t u r n  in p r i c e  w a s  one 
of the s a l i e n t  c h a r a c t e r i s t i c s .  T h e r e  i s  s o m e  doubt  w i th in  the e c o n o m i c  
f r a t e r n i t y  as  to w h e t h e r  p r i c e  s t a b i l i t y  i s  to be r e g a r d e d  as  a n  i t e m  of 
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s t r e n g t h ,  c u r r e n t l y ,  o r  as  an i t e m  of w e a k n e s s .  You m a y  wan t  to c o m e  
b a c k  to tha t  f o r  a f u r t h e r  d i s c u s s i o n :  but  i t  i s  a f ac t  tha t  t h e r e  has  b e e n  
r e l a t i v e l y  l i t t l e  p r i c e  c h a n g e  so f a r  in  e i t h e r  the w h o l e s a l e  l e v e l  o r  the  
r e t a i l  l e v e l  of p r i c e s .  

Th i s  f i r s t  i ndex  d e a l s  wi th  p r i c e s  at  the  r e t a i l  l e v e l ,  and  i t  t a k e s  
in  p r i c e s  of goods ,  as  w e l l  as  p r i c e s  of s e r v i c e s .  Tha t  i s  r a t h e r  i m p o r -  
tant .  P e r h a p s  i t  ought  to be s t r e s s e d .  I t  i n c l u d e s  not  on ly  food,  a p p a r e l ,  
and  o t h e r  c o m m o d i t i e s  but  i t  a l s o  i n c l u d e s  the  s e r v i c e  t r a d e s - - t r a n s -  
p o r t a t i o n ,  r e c r e a t i o n ,  and  p e r s o n a l  c a r e ,  a s  w e l l  as  r e n t s  a n d  o t h e r  
h o u s i n g  c o s t s .  

A n o t h e r  f l e e t i n g  no te ,  and  a r a t h e r  g r a t i f y i n g  one ,  t o o - - o f  l a t e  the 
r e n t  index  h a s  begun  to s t a b i l i z e .  That  m a y  have  m o r e  than  a p a s s i n g  
s i g n i f i c a n c e .  If  you  look at  the  r e n t  c o m p o n e n t ,  you  wi l l  find" tha t  i t  
has  r i s e n  r a t h e r  s h a r p l y  in  r e c e n t  y e a r s .  Ren t  c o n t r o l s  he ld  r e n t a l s  
down fo r  a long  p e r i o d  of t i m e  and r e n t s  a r e  s t i l l  r e l a t i v e l y  low as  c o m -  
p a r e d  wi th  o t h e r  p r i c e s  p r e w a r .  T h e y  w e r e  p r e d e s t i n e d  to m o v e  up 
r a t h e r  s h a r p l y  as  d e c o n t r o l  w a s  i n i t i a t ed ;  but  in  m i d - 1 9 5 4  we a r e  b e g i n -  
n ing  to get  s t a b i l i z a t i o n  in the  h o u s i n g  and  r e n t a l  c o m p o n e n t  of the  c o n -  
s u m e r  p r i c e  index .  

We m o v e  on to the nex t  i n d i c a t o r ,  wh ich  d e a l s  wi th  w h o l e s a l e  p r i c e s .  
Aga in ,  w h e n  we s a y  " w h o l e s a l e  p r i c e s "  we don ' t  m e a n  w h o l e s a l e  p r i c e s .  
T h e s e  a r e  not  m e a s u r e s  of p r i c e s  tha t  a r e  c h a r g e d  by the  w h o l e s a l e r s  
but  l a r g e l y  p r i c e s  c h a r g e d  by the  m a n u f a c t u r e r .  A m o r e  a c c u r a t e  l a b e l  
i s  p r i m a r y - t r a n s a c t i o n  p r i c e s - - a t ' t h e  t i m e  a good f i r s t  e n t e r s  the  c o m -  
m e r c i a l  m a r k e t .  

V e r y  qu ick ly ,  the  s a m e  c o n c l u s i o n  e m e r g e s  on page 4 as  on page  
3 - - p r i c e  s t a b i l i t y  in  the r e c e s s i o n  of the pas t  y e a r .  Note  w h e r e  p r i c e s  
w e r e  a y e a r  a g o - - l l 0 . 9 .  Note  w h e r e  t hey  w e r e  as  l a t e  as  3 Augus t  
1954 in y o u r  e c o n o m i c  i n d i c a t o r .  I c an  g ive  you  a f i g u r e  t h r o u g h  24 
Augus t  if  you  l i k e - - v i r t u a l l y  u n c h a n g e d - - l l 0 .  I t  c o s t s  the  c o n s u m e r  
no m o r e  o r  no l e s s  to buy h i s  f ixed  m a r k e t  b a s k e t  today  than  it  d id  at  
the  peak  of the e x p a n s i o n  in  1953. I t  c o s t s  the m a n u f a c t u r e r  no m o r e  
and no l e s s  to buy h i s  b a s i c  r a w  m a t e r i a l s  now than  i t  did a y e a r  ago ,  
d e s p i t e  the fac t  tha t  s o m e  p r i c e s  a r e  down; o t h e r s  a r e  up. The o v e r a l l  
a v e r a g e  of w h o l e s a l e  p r i c e s  i s  e s s e n t i a l l y  w h e r e  i t  was  a y e a r  ago.  We 
can  a l s o  b r e a k  th i s  a g g r e g a t e  down in to  s o m e  v e r y  m e a n i n g f u l  s u b c o m -  
p o n e n t s - - - f a r m  p r o d u c t s ,  p r o c e s s e d  foods ,  and so on. 
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I might direct your attention in passing to the degree of price 
correction which took place prior to the recession, as indicated on the 
chart on top of page 4. Prices had broken rather sharply before June 
1953. That may be a partial explanation of why there has been so little 

price correction during the past year. 

We have looked at prices paid by consumers and at prices paid or 
charged by the manufacturing and fabricating sectors. Finally, we can 
look perhaps at the sickest sector of the American economy at the mo- 
ment--agriculture and the prices received and paid by farmers. As I 
have said earlier, this is an indicator that virtually dictates the eco- 
nomic fate of some 5 or 6 million enterprises, the largest single group 
of private enterprises in the Nation. Observe the degree of price cor- 
rection which that particular sector has undergone. Much of this took 
place before the recession began--some of it has taken place since that 

t i m e .  

The m o s t  m e a n i n g f u l  f i g u r e  on the page in t e r m s  of pub l i c  po l i cy  
is  the p a r i t y  r a t i o  wh ich  r e l a t e s  the  p r i c e s  r e c e i v e d  by f a r m e r s  to the  
p r i c e s  paid  by f a r m e r s - - i n  o t h e r  w o r d s ,  wha t  the  f a r m e r  gets  fo r  the 
m a t e r i a l s  he  s e l i s  to the  u r b a n  popula t ion ,  and what  he ha s  to pay fo r  
the  goods tha t  a r e  l a r g e l y  p r o d u c e d  by the  u r b a n  popula t ion .  When  the 
p r i c e  he  pays  and the  p r i c e  he  r e c e i v e s  a r e  in  b a l a n c e ,  we get  a p a r i t y  
r a t i o  of 100. As la te  as  1952 those  p r i c e s  w e r e  s t i l l  in b a l a n c e - - w e  
had  a p a r i t y  r a t i o  of 100. C o m e  down to the l a t e s t  f i g u r e  p o s t e d  on y o u r  
i n d i c a t o r s  and you wi l l  f ind the  f i g u r e  of 88 fo r  the  pa r i t y  r a t i o .  In ~ s o m e  
s c h o o l s  th i s  i s  i n t e r p r e t e d  as m e a n i n g  tha t  the f a r m e r  has  a 1 2 - p e r c e n t  
de f i c i t  when  it  d o m e s  to e x c h a n g e  of the goods he p r o d u c e s  fo r  the goods  
p r o d u c e d  by the  u r b a n  popula t ion .  The index  of p r i c e s  paid  i n c l u d i n g  
i n t e r e s t ,  t a x e s ,  and wage  r a t e s  is  p a r t i c u l a r l y  i m p o r t a n t  in  d e t e r m i n i n g  
the p a r i t y  p r i c e  and h e n c e  the  suppor t  p r i c e  fo r  a g iven  f a r m  c o m m o d i t y .  

What  is  done t h e r e  i s  to take  the p r i c e  p r e v a i l i n g  for  a g iven  c o m -  
m o d i t y  at the momen% and m u l t i p l y  i t  by the  index  of p r i c e s  paid.  Th is  
in t u r n  is  what  the  f a r m e r  n e e d s  to r e c e i v e  in  o r d e r  to have  a b a l a n c e d  
p r i c e  r e l a t i o n s h i p  fo r  a p a r t i c u l a r  p roduc t .  We then  suppo r t  i t  at  b l ank  

p e r c e n t  of the  p r i c e  so d e t e r m i n e d .  

At the  p r e s e n t  t i m e  t h e r e  a r e  only two m a j o r  a g r i c u l t u r a l  c o m -  
m o d i t i e s  tha t  a r e  s e l l i n g  above pa r i ty ,  and one of t h e s e  i s  t u r n i n g  s h a r p l y  
downward .  The f i r s t  i s  soybeans ;  the  s econd ,  hogs .  All  o t h e r  m a j o r  
a g r i c u l t u r a l  c o m m o d i t i e s  a r e  s e l l i n g  be low pa r i t y .  
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What have  we found out so  f a r ?  To r e c a p ,  f i r s t ,  so  f a r  a s v o l u m e  
of output i s  c o n c e r n e d - - a u t ! ~ o r i t a t i v e  e v i d e n c e  of a s u b s t a n t i a l  d e g r e e  of 
cu tback ,  In the  p r i c e  s e c t o r  the  m a j o r  e v i d e n c e  we have  found is  of 
p r i c e  s t ab i l i t y .  Now, you can  put the two  t o g e t h e r  it1 a m e a n i n g f u l  r e -  
l a t i onsh ip .  I f  you  m u l t i p l y  v o l u m e  by p r i c e ,  you d e r i v e  an o v e r a l l  i n d i -  
ca t ion  of d o l l a r  change  in  e c o n o m i c  ac t iv i ty .  The m e a s u r e  tha t  you get  
f r o m  this  a p p r o a c h  w i l l  f i t  v e r y  nea t l y  in to  the  g r o s s - n a t i o n a l - p r o d u c t  
a p p r o a c h  wh ich  you wi l l  h e a r  about  t o m o r r o w .  A d e c l i n e  i n  p h y s i c a l  
output ,  a c c o m p a n i e d  by p r i c e  s t ab i l i t y ,  g ive s  us an o v e r a l l  d o l l a r  va lue  
of na t iona l /ou tpu t  s u b s t a n t i a l l y  be low w h e r e  i t  was  l a s t  y e a r - - 4  p e r c e n t  
be low for  the  Un i t ed  S ta tes  as  a whole .  F o r  the m a n u f a c t u r i n g  and 
m i n i n g  s e c t o r  about  twice  tha t  p e r c e n t a g e - - b e t w e e n  8 and 10 p e r c e n t  
be low w h e r e  i t  was  a y e a r , a g o ,  s i nce  v o l u m e  was  cut  m o r e  s h a r p l y .  

We have  t h e r e f o r e  i d e n t i f i e d  (a) the a g g r e g a t e  of r e c e s s i o n  and (b) 
we have  had t h rough  the e c o n o m i c  i n d i c a t o r s  s o m e  i n s i g h t  into the  a r e a s  
in  which  r e c e s s i o n  has  b e e n  m o s t  p r o n o u n c e d - - i n  du rab l e  goods ,  m a n u -  
f ac tu r ing ,  and in the a g r i c u l t u r a l  s e c t o r .  

The t h i r d  b a t t e r y  of i n d e x e s  that  we  wi l l  nex t  look at, s t i l l  d e a l i n g  
wi th  the  q u e s t i o n  of w h e r e  we a r e  and how we got w h e r e  we a r e ,  r e l a t e  
to e m p l o y m e n t ,  u n e m p l o y m e n t ,  and e a r n i n g s .  These ,  too ,  a r e  e a s i l y  
a n a l y z e d  th rough  the  data  p r o v i d e d  in e c o n o m i c  i n d i c a t o r s .  T h e  c h a r t s  
in q u e s t i o n  beg in  on page 7 and run  t h rough  page 11. 

Whi le  you a r e  l ook ing  at  page 7, I m i g h t  say  that  a n o t h e r  p r i c e  
i n d i c a t o r  that  i s  shown in " E c o n o m i c  I n d i c a t o r s  " a p p e a r s  on page 6 - -  
s tock  p r i c e s - - b u t  I have  no c o m p e t e n c e  in  that  p a r t i c u l a r  a r e a .  I don ' t  
u n d e r s t a n d  what  i n f l u e n c e s  the  p r i c e  t r e n d s  in that  p a r t i c u l a r  s e c t o r  of 
our  e c o n o m y .  If you b e l i e v e  tha t  i s  an i n t e r e s t i n g  s e c t o r  to o b s e r v e ,  
the  b a s i c  da ta  and the  c h a r t s  p e r t a i n i n g  to it  a r e  on page 6. E m p l o y -  
m e n t  and wage  t r e n d s  a l so  give c l e a r  e v i d e n c e  of the c o n t r a c t i o n  which  
has  t aken  p l ace  o v e r  the pas t  y e a r .  

A p p r o a c h i n g  i t  now f r o m  quite  a d i f f e r e n t  a s p e c t - - p e r h a p s  the m o s t  
m e a n i n g f u l  f i g u r e  of t he  lot ,  a l though  t h e r e  is  s o m e  deba te  on t h i s - - l o o k  
f i r s t  at  the m e a s u r e  l a b e l e d  u n e m p l o y m e n t  page 7. Go back  to a y e a r  
ago and you wi l l  f ind tha t  we had  about  1.5 m i l l i o n  peop le  r e p o r t e d  as 
u n e m p l o y e d ,  in the  e s t i m a t e s  of u n e m p l o y m e n t  t hen  put out by the B u r e a u  
of the  C e n s u s .  C o m e  on to Ju ly  1954 which  i s  s t i l l  the  l a s t  f i gu re ,  and 
you wi l l  f ind tha t  we had  3 .3  m i l l i o n  people  u n e m p l o y e d  or  twice  the 
n u m b e r  that  we had  a y e a r  ago. T h e  t r o u g h - - t h e  peak  of the u n e m p l o y -  
m e n t  f i g u r e - - w a s  r e a c h e d  at about  the  s a m e  t i m e  that  we found t r o u g h s  
in  s o m e  of our  o t h e r  ~conomic  i n d i c a t o r s ,  in F e b r u a r y  o r  March .  
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The abso lu t e  f i gu re  ha s  s o m e  m e a n i n g ,  a l though it  i s  s u r r o u n d e d  
wi th  s o m e  u n c e r t a i n t y  b e c a u s e  of a change  in t abu la t ion .  But  the  r e l a -  
t ive  f i g u r e  is  p e r h a p s  one to wh ich  you wi l l  want  to pay m o r e  a t t en t ion .  
How m u c h  of our  l abo r  f o r c e ,  of%he to ta l  n u m b e r  of peop le  hab i tua l ly  
and t r a d i t i o n a l l y  s e e k i n g  w o r k ,  i's c u r r e n t l y  u n e m p l o y e d  ? Tha t  f i g u r e  
i s  shown on  page  7 in  p e r c e n t a g e  t e r m s - - p r e s e n t l y ,  5 .1  p e r c e n t .  P r i o r  
to W o r l d  War  II t h e r e  was  g e n e r a l  a g r e e m e n t  %hat 5 p e r c e n t  u n e m p l o y -  
m e n t  was  about  wha t  you would  e x p e c t  e v e n  in  p e r i o d s  of h i g h - l e v e l  e c o -  
n o m i c  ac t iv i ty .  This we l a b e l e d  f r i c t i o n a l  u n e m p l o y m e n t - - p e o p l e  who 
would  be m o v i n g  f r o m  one  job to a n o t h e r ,  who,  fo r  v a r i o u s  r e a s o n s ,  
w e r e  d i s p l a c e d  but  who c r e a t e d  in the  m a i n  no g r e a t  s o c i a l  p r o b l e m ,  no 

h a r d  c o r e  of u n e m p l o y m e n t .  

I th ink t h e r e  ha s  b e e n  a change  in  the  c h a r a c t e r  of w h a t  the  e c o n o m y  
i s  w i l l i ng  to a c c e p t  as  a m e a s u r e  of f r i c t i o n a l  u n e m p l o y m e n t ,  and  tha t  
s u s t a i n e d  u n e m p l o y m e n t  a t  the  l e v e l  of 5 p e r c e n t  m a y  no l o n g e r  be r e -  
g a r d e d  as  m e r e l y  f r i c t i o n a l  u n e m p l o y m e n t  wh ich  c r e a t e s  no g r e a t  s o c i a l  
p r o b l e m .  V a r i o u s  s t u d i e s  by the CED and o t h e r  g roups  a r e  i n c l i n e d  to 
v iew 3 to 4 p e r c e n t  as  the m e a s u r e  of f r i c t i o n a l  u n e m p l o y m e n t ,  r a t h e r  
than  the  5 p e r c e n t  wh ich  had  s o m e  d e g r e e  of a c c e p t a n c e  p r i o r  to W o r l d  

War  II. 

T h e r e  i s  s o m e  m e a n i n g ,  then ,  to be r e a d  in to  c h a n g e s  in  the  a b s o -  
lute  f i g u r e s  of u n e m p l o y m e n t ,  and e v e n  m o r e  in  the  r e l a t i v e  f i g u r e s  of 
u n e m p l o y m e n t .  One  o t h e r  m e a s u r e ,  which  is  not  shown h e r e  r e f l e c t s  
the  d u r a t i o n  of u n e m p l o y m e n t .  That  i s  c o n t a i n e d  in  the b a s i c  d o c u m e n t  
put out  each  m o n t h  by the  B u r e a u  of the  C e n s u s ,  c a l l e d  the  "Month ly  
R e p o r t  on the  L a b o r  F o r c e .  " It  w i l l  show tha t  n e a r l y  a m i l l i o n  peop le  
of the  3 .3  m i l l i o n  r e p o r t e d  u n e m p l o y e d  in  Ju ly  had  b e e n  out of w o r k  fo r  
m o r e  than  15 w e e k s .  This  i s  at  t i m e s  r e f e r r e d  to as  the  h a r d  c o r e  of 
u n e m p l o y m e n t ,  as  d i s t i n g u i s h e d  f r o m  the  o v e r a l l  t o t a l  of f r i c t i o n a l  and 

e x t e n d e d  u n e m p l o y e d  c o m b i n e d .  

The l a b o r  f o r c e  i s  s u b j e c t  to wide  s e a s o n a l  swings .  When  s c h o o l  
ends ,  two o r  t h r e e  m i l l i o n  y o u n g s t e r s  may  e n t e r  the l abo r  f o r c e  s e e k i n g  
s u m m e r  e m p l o y m e n t .  F a i l i n g  to f ind s u m m e r  e m p l o y m e n t ,  t hey  wou ld  
be e n t e r e d  in  the u n e m p l o y m e n t  f i g u r e .  As you s e e ,  the  f i gu re  has  
shown no change  in r e c e n t  m o n t h s  and  wi l l ,  I s u s p e c t ,  aga in  show no 
change  in  Augus t ,  w h e n  the da ta  a r e  r e l e a s e d .  The r e a s o n  i s  tha t  we 
h a v e  not  had  the n o r m a l  s e a s o n a l  e x p a n s i o n  in the l a b o r  f o r c e - - p e o p l e  
have  not  e n t e r e d  the  l abo r  f o r c e  in the  s a m e  m a g n i t u d e  as they  have  in  

pas t  y e a r s  c o m e  s u m m e r .  
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T h e r e  i s  an o v e r t o n e  h e r e  that  I wiI1 s i m p l y  r e f e r  to and pas s  on. 
You m a y  v e r y  f r e q u e n t l y  h e a r  i t  s a id  that ,  i f  we hold  th i s  p la teau  fo r  
any s u s t a i n e d  p e r i o d  of t i m e ,  we wi l l  be f aced  with i n c r e a s i n g  u n e m -  
p l o y m e n t ,  fo r  two r e a s o n s :  (1) tha t  each  y e a r  t h e r e  i s . a  n o r m a l  ne t  
i n c r e a s e  s i m p l y  t h rough  the p r o c e s s  of young  people  into the l abor  f o r c e  
and (2) that  we g row m o r e  e f f i c i en t  each  y e a r  and,  if  we ho ld  to the 
s a m e  p h y s i c a l  v o l u m e  of output  for  any e x t e n d e d  p e r i o d  of t i m e ,  i t  wi l l  
t ake  f e w e r  peop le  to t u rn  out the s a m e  v o l u m e  of goods.  

That  is  one s choo l  of thought  p r e v a i l i n g  a t  the m o m e n t .  T h e r e  is  
a n o t h e r  a p p r o a c h  which  p e r h a p s  ought t o  be g iven  i t s  day in  cour t .  That  
s c h o o l  b e l i e v e s  our  l a b o r  f o r c e  was  a r t i f i c i a l l y  swol len ;  f i r s t ,  by the 
e x t r e m e  n e e d s  of Wor ld  War  II, and then  aga in  by the h y p e r s t i m u l a t i o n  
of d e f e n s e ,  and that  c u r r e n t l y ,  and in the m o n t h s  ahead ,  m a n y  of the 
s u p e r a n n u a t e d  and m a n y  of the h o u s e w i v e s ,  who a r e  s u p p l e m e n t a l  wage  
e a r n e r s ,  wi l l  aga in  r e t u r n  to t h e i r  n o r m a l  p e a c e t i m e  p u r s u i t s .  The 
l abo r  f o r c e  m a y  su f f e r  a t t r i t i o n  r a t h e r  than expans ion ;  and h e n c e  a 
p la teau  in e c o n o m i c  ac t iv i ty  would not  n e c e s s a r i l y  i m p l y  a v e r y  s h a r p  
i n c r e a s e  in  the to ta l  n u m b e r  of peop le  u n e m p l o y e d  d u r i n g  the c o u r s e  of 
the nex t  s ix m o n t h s  o r  the nex t  y e a r .  

But  b a s i c a l l y ,  again ,  the m a t e r i a l  on page 7 h e l p s  to exp la in  (d) 
the  p r o c e s s  of c o n t r a c t i o n  which  has  t aken  p lace  du r ing  the pas t  y e a r  
and (b) the  m i l d n e s s  of that  con t r ac t i on .  Note tha t  in Ju ly  we s t i l l  had  
62 m i l l i o n  people  at work  and in Ju ly  1953 we had  63.1 m i l l i o n .  T h e r e  
i s  not  so s h a r p  a d i f f e r e n c e  b e t w e e n  the l e v e l s  of e m p l o y m e n t  a y e a r  
ago and c u r r e n t l y  as  m a n y  peop le  b e l i e v e .  That  b e c o m e s  c l e a r e r  as 
you m o v e  f r o m  m a t e r i a l s  on page 7 to the m a t e r i a l s  on page 8, which  
he lp  to i den t i fy  changes  in the  i n t e r n a l  c o m p o n e n t s .  

Le t  m e  now d i r e c t  spec i f i c  a t t en t ion  to s o m e  of the p e r t i n e n t  
f i g u r e s .  In du rab l e  goods m a n u f a c t u r i n g  we had  about  102 m i l l i o n  
peop le  e m p l o y e d  a y e a r  ago; in  J u l y  1954, only  8 .9  m i l l i o n .  Note the 
ex t en t  to which  the e m p l o y m e n t  had  c o n t r a c t e d  in the m a n u f a c t u r i n g  
s e c t o r - - 1 7 . 4  m i l l i o n  in June  1953; 15.7 m i l l i o n  in Ju ly  1954. 

In o t h e r  a r e a s ,  h o w e v e r ,  you have  had s t ab i l i t y  r a t h e r  than con-  
t r a c t i o n - - i n  the  g o v e r n m e n t a l ,  in  the f inanc ia l ,  in the w h o i e s a l e ,  and 
in the r e t a i l  s e c t o r s .  The v i o l e n c e  of the c o n t r a c t i o n  has  been  c l o s e l y  
conf ined  in the m a n u f a c t u r i n g  s e c t o r  and in  the du rab l e  goods s e c t o r  
wi th in  the m a n u f a c t u r i n g  s e c t o r .  
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t r i e d  tO r a i s e  w i t h  o u  ~ - ~ , . ~  

/P lice of sharp/y lowW'er a_e°Un~erquesdon ^__ 
a~ertin.ent to this ~ro,,~ "Ices ? One other ~e Weprepared to 

u yOU h a v e  h a d  ~ - ~  ~.~" r ~ v e r y  ~ r e ~  - . _ _ O b s e r v a t i o n  i n  p a y  t h e  
~ u m a t e  e v  . . . .  ° -~ - - ~ r  i n  fh i~  ~ -- t h a t  C o n n e ~ + ~ _  

acc°znparded by drast/c inflation. If "'~ th/~_ ~-'-~Eround, hasnZS~°~Vb "~" 
this Very clearly portrayed, We had a Price chart you een 
Were e~nployed, no matter What would see 

rnechardcs o f  Presentation 

We had Inflation in and after WOrld ]~r to the methods Used t 
~lY Put OUt, fi,]ed ~7~_n~ nee the W a r .  ~ r  5 That can b e  a . . . . . . .  

"~?- v~ World Wa- --" ---*ues and ~Va~=~ ,, ~uv~ Wh/ch we ~^ 
J/was as ~--,_ _ ~0, Shows cI-_ . ~=" than, an+y Past inf:a ~ ""="Ked as, if no" ~ariy that 

the past Year and they are st/ll above the zen/th of ~ more n~arked on P~ces have UnderEone a mild COrrect/on OVer 
The dollar Was never worth less than ~t has been in recent years. 

any Past inflation. 

You are also familiar With the Second Part of that h/sfor/c Pattern. On the average in the decade inlnaed/afely 

can be as unstabiliz~n= fo ~- evastatin= ~,_~, 
we have had drasde~ destructive, d fo//ow/n~ every ~reat War, 

don. ~ ~ econo~n .... £~ d=~rz°n. Tha~ process 
• ~ as zn~ladon Was in this st/rnula_ 

Thus far we have aVOided the vital paral/el Which is Clearly found in Price h/story. All this is by way of explanat/on, 
I PUt Price Stability as a Ereat item of Strength durin% Why in zny book 
In many instances this reflected a del~berate Policy PUrSuedthe pastby Year.industry 
because of the Stron~ balance-sheet position in wh/ch if found itself. 

There are two COUrses that could have been PurSued dUrin~ the 
Past Year. One was tO cut Prices violently and to hope that increases 
in volume Would enable sOnae n~od/cu~n of recovery and profit ~o ezner~e 
frown that. The Other Was to recognize the inventory inbalance ex/stinK 
durin~ the Past yea~: to Shed as quickly as one cou/d the excessive in- 
ventory, but not to Unstabilize the exist/n~ Price structure; to cut b a c k  
on Product/on rather than Price; to take the liCkin~ on inventories and 
hope fhrouzh the preservation of Price Stability for a quick, healthy 
recovery. This is a Pattern that has not prevailed 
in Part it reflects the healthy, balance-sheet in Past recessions__ business and a~r~cul 
Could be.4~. _ lure. Th~ ~ Position of COnSUmers 

s*~, soon, a ...... ' . . . . .  ~ why Some of us believe that recovery uae lnventory OVerhan~ is Cleared up. 

8o ZnUch, then, by way of conlrnents Under n~y first topical head/n~, 
where we are and how we ~ot Where we are. ~ SUspect that this is all 
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i s  not i n  

p e d e s t r i a n  to many  of yoU, and that  your  p r i m a r y  i n t e r e s t  
where  we a r e  and how we got where  we a re  but  much  m o r e  in  t e r m S  o~ 

where  we a re  going. . of what m a y  
ther~nomete rs  we have  So I t u rn  next  to so,he of the baror~e t r tc  ind ica to r s  

yourS,  we have s een  a l i e  ahead,  as  d i s t inguished  f roIn  the b u s i n e s s  
i nd i ca to r s ,  with i n c r e a s e d  thus fa r  exan~_tned. Within  m y  l i f e t ime  and 

grea t  change in  our ba t t e ry  of economic  for ina t ion .  Most  not in  ex i s t ence  t int-  
e m p h a s i s  on c u r r e n t  s t a t i s t i c s  for  be t t e r  publ ic  poliCY 

be tween  Wor ld  Wars l 
of the economic tools I have been talking about were of the 

led to the ing World War I. They were. brought into being for~natiOn 
Brookings  Inst i tut ion,  the and II. That  void of per t tnent  economic  data 

l~ational i n d u s t r i a l  Conference  Board ,  the ~ ^ r  ecOnOmic r e s e a r c h  ^ = ~ r c h ,  among ou~= _~ l ~ e d  tools  L~az 
-~ Economic  R = ~ -  _ ~nd Govern~en~ ~ ' "  

~a t iona l  B u r e a u  ~ o n  that  b u s i n e s s  ~ posi t ion of bus ine s s -  
a g e n c i e s - - a  reco~*~--- ins igh t  on the c u r r e n t  
would at l e a s t  provide be t t e r  of the pas t ,  unt i l  the end of 

. . . . . . .  os the improve  _ _ ~ ,  T h e r e a f t e r ,  AboUt a l l  we had  were  dead statiStiCS ment  of s t a t i s t i c s  on 

- -  r I .  The secon~ s ~ P  ~ Wor ld  W a r s  ~ ann ~ .  I 
curren~ ~ i n c r e a s i n g l y  devoted to the th i rd  s tage,  which 
our ef for ts  have been  developInent  of fo reshadowing  s t a t i s t i c s ,  

have e l sewhere  l abe led  as  the of data that  migh t  throw l ight  on future  p e r f o r m a n c e  of the econon~y- 

Some p r o g r e s s  has  a l r eady  been  ~nade on th i s .  Some of the chartS,  
fo reshadowing  ° v e r t ° n e s ' ' t h e y  hint  at what  

beg inning  on page 15, have woodpile,  as  i t  were ,  of 
m a y  l i e  ahead,  they t e l l  u s  the s i ze  of the indus t ry .  I~ook, for example ,  at the m a t e r i a l  on page 15, 

American i nves tmen t .  
Gross  P r i v a t e  Domestic 

to co l lapse .  1~ote what happened to the p r iva te  invest~nent sec to r  
The. economy groWS i n c r e a s i n g l y  i n s e c u r e  as  p r iva te  i nves tmen t  

the pas t  y e a r  and what i s  continuing to h a p p e n - - o n  page 15. Con- beg ins  in  conjunctiOn with and tu rn ing  l e v e l s  

dur ing  d a r t e r -  -25 .9  b i l l i on  s t ruc t ion  expendi tures  ins t ead  of moving r eac t ion  in  manufac tu r ing ,  moved up to even h i g h e r  

down ~vith_ ^ ere we were In 2~ rnzllion a l t h  e 
than in 195~. S=e wh We are up now ~u ~on. excluding pup~u ~ 

~ l a r  . annual  r a ~ .  _ .... ,-,r~ ate conS%ru~ . . . .  a : d  
d~ constrUction-'n~ r--v news for machine tools, turbines, lathes, 

• h e also was con- r~nation. Expenditures been well ~aaintained. 
fo .... s' durable equlp.rnent ~: terms of investment 
other proaUC~ -~ ~eat signi~canu~ * The only change o ~  ~,- which I have already directed your attention, 

~ined to the one sector to 
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the  i n v e n t o r y  p o l i c y  of i n d u s t r y .  Th i s  i s  p a r t i c u l a r l y  i m p o r t a n t  a s  i t  
r e l a t e s  to m o b i l i z a t i o n  p r o g r a m s .  R e c a l l  the  r u s h  to  c l i m b  a b o a r d  the  
i n v e n t o r y  t r a i n  w h e n  i t  w a s  b e l i e v e d  goods  wou ld  be  s c a r c e  in  1951. 
Th i s  i s  c l e a r l y  e v i d e n t  in  the c h a n g e  of b u s i n e s s  i n v e n t o r i e s ,  s h o w n  by  
the  f i g u r e s  in  the  l a s t  c o l u m n .  C o n v e r s e l y ,  w h e n  b u s i n e s s  f inds  i t s e l f  
in  a p e r i o d  in  w h i c h  i t s  i n v e n t o r i e s  a r e  e x c e s s i v e  o r  out  of b a l a n c e ,  i t  
c a n  t hen  p r o c e e d  to f i l l  o r d e r s  off the s h e l f  r a t h e r  t han  f r o m  new p r o -  
duc t ion .  Tha t  h a s  b e e n  the  s a l i e n t  c h a r a c t e r i s t i c  of o u r  e c o n o m y  s i n c e  
m i d - 1 9 5 3 .  

At the  b o t t o m  of the  page ,  s e e  the  m i n u s  s i g n s  c o m m e n c i n g  i n  the  
f o u r t h  q u a r t e r ,  1953. B u s i n e s s  w a s  a d d i n g  to i t s  i n v e n t o r y  a t  an  a n n u a l  
r a t e  of 5 . 4  b i l l i on  d o l l a r s  irL the  s e c o n d  q u a r t e r  of 1953; i t  w a s  s t i l l  
a d d i n g  in  the  t h i r d  q u a r t e r  of 1953. In  the  f i r s t  q u a r t e r  of 1954, i t  
b e g a n  to wh i t t l e  down  t h o s e  i n v e n t o r i e s  and  i s  s t i l l  e n g a g e d  in t ha t  p r o c -  
e s s ,  in p a r t  b e c a u s e  of the r e d u c t i o n  of l e a d  t i m e .  The s t e e l  i n d u s t r y  
h a s  found i t  p o s s i b l e  to f i l l  m u c h  m o r e  of i t s  o r d e r s  out  of p a s t  p r o d u c -  
t i o m  L e a d  t i m e  h a s  b e e n  c h a n g e d  f r o m  t h r e e  to s ix  m o n t h s ,  w h i c h  i t  
w a s  a y e a r  ago,  to  t h r e e  to  s ix  w e e k s  c u r r e n t l y .  T h a t  h a s  a l s o  a l t e r e d  
i n v e n t o r y - s a l e s  r a t i o s  d r a s t i c a l l y  f r o m  w h a t  we  though t  w e r e  n o r m a l  
u n d e r  the i n f l u e n c e  of a r t i f i c i a l l y  t i gh t  s u p p l y  of the  p a s t  d e c a d e .  

The b a r o m e t r i c  i m p l i c a t i o n s  of th i s  c h a r t  a r e  t ha t  e n d - p r o d u c t  d e -  
m a n d . f o r  p r i v a t e  i n v e s t m e n t  h a s  b e e n  we l I  m a i n t a i n e d  d u r i n g  th i s  r e -  
c e s s i o n ,  u n l i k e  p a s t  r e c e s s i o n s ,  g iv ing  h i g h  p r o m i s e  of a u t o m a t i c  
r e c o v e r y .  D e p r e s s i o n  t a k e s  p l a c e  w h e n  you  get  no t  on ly  a sh i f t  in  i n -  
v e n t o r y  po l i cy  but  a l s o  a v i o l e n t  c o n t r a c t i o n  in the  r a t e  of c o n s t r u c t i o n ,  
in  the  r a t e  of i n v e s t m e n t  i n  p r i v a t e  a r e a s .  Th i s  t i m e  e x p e n d i t u r e s  f o r  
c o n s t r u c t i o n  r o s e  and  s u s t a i n e d  p r i v a t e  i n v e s t m e n t .  With h igh  e n d -  
p r o d u c t  d e m a n d  p o i n t i n g  in tha t  d i r e c t i o n ,  i f  we c o r r e c t  the i n v e n t o r y  
o v e r h a n g j  i t  i s  qui te  l i k e l y  t ha t  we w i l l  m o v e  in to  the  e x p a n s i o n  p h a s e  
in the nex t  q u a r t e r .  

T h e r e  a r e  o t h e r  f o r e s h a d 6 w i n g  s t a t i s t i c s  on page  16. T h e s e  t e s t  
the  p s y c h o l o g i c a l  t e m p e r  of A m e r i c a n  i n d u s t r y .  H a v e  t h e y  a l t e r e d  
t h e i r  e x p a n s i o n  p r o g r a m  as  a r e s u l t  of t h e  r e c e s s i o n  of the  pa s t  y e a r  ? 
What  do t h e y  i n t e n d  to s p e n d  f o r  p lan t  and  e q u i p m e n t  in  the w e e k s  a n d  
m o n t h s  a h e a d  ? T h e r e  i s  l i t t l e ,  if  any ,  e v i d e n c e  tha t  the  r e c e s s i o n  i s  
l e a d i n g  to any  s h a r p  c u r t a i l m e n t  in  the  p r i v a t e - i n v e s t m e n t  p r o g r a m s .  
I n s t e a d ,  t h e r e  i s  g r o w i n g  e v i d e n c e  tha t  tax  r e l i e f  and  t ax  r e f o r m  m a y  
be h igh ly  s t i m u l a t i n g  to both c o n s t r u c t i o n  and  the i n v e s t m e n t  p r o g r a m  
of A m e r i c a n  i n d u s t r y .  
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T r u e ,  the  f i g u r e s  f o r  the  t h i r d  q u a r t e r  f o r  a n t i c i p a t e d  c a p i t a l  i n -  
v e s t m e n t  a r e  l o w e r .  Bu t  f i g u r e s  f o r  the  f o u r t h  q u a r t e r  a n d  e a r l y  1955, 
s u p p l i e d  by M c G r a w - H i l l  s u g g e s t  l i t t l e ,  f f  any ,  f u r t h e r  d e c l i n e .  

We can  a l s o  t e s t  the  p s y c h o l o g i c a l  t e m p e r  of A m e r i c a n  c o n s u m e r s ,  
as  we  have  a n n u a l l y  e v e r  s i n c e  the end  of the w a r .  G e o r g e  K a t o n a h  i n  
a s u r v e y  c o m p l e t e d  as  l a t e  as  June  o r  J u l y  of th i s  y e a r  found tha t  c o n -  
s u m e r s  e x p e c t e d  to s p e n d  m o r e  f r e e l y  i n  the  s e c o n d  ha l f  of 1954 and  
the  f i r s t  m o n t h s  of 1955 t han  t h e y  did  in  the  pa s t  y e a r .  

The p s y c h o l o g i c a l  t e m p e r  i s  h igh  in  i n d u s t r y .  The  p s y c h o l o g i c a l  
t e m p e r  i s  h igh  a m o n g  c o n s u m e r s .  

A n o t h e r  f o r e s h a d o w i n g  s t a t i s t i c  w h i c h  I have  r e f e r r e d  to  b e f o r e  i s  
the c o n s t r u c t i o n  a c t i v i t y  and wha t  tha t  i m p l i e s  in  t e r m s  of s u b s e q u e n t  
d e m a n d s  by c o n s u m e r s  and  by i n d u s t r y  fo r  c a p i t a l  goods  to be u s e d  in  
s u c h  new s t r u c t u r e s .  ~ o n s t r u c t i o n a w a r d s  a r e  s o m e  20 to 25 p e r c e n t  
h i g h e r  in  Augus t  1954 than  in  Augus t  1953. T h e r e  i s  t he  s a m e  g e n e r a l  
p i c t u r e  a g a i n  on page  18 f o r  new h o u s i n g  s t a r t s ,  s u b s t a n t i a l l y  above  
e x p e c t a t i o n s  in  1954. The J u l y  f i g u r e ,  no t  p o s t e d  h e r e ,  i s  112 ,000 .  
Tha t  i s  s o m e w h a t  be low the  J u n e  f i g u r e ,  but  s t i l l  i t  is  a v e r y  h igh  r a t e .  
The  annua l  r a t e  i s  1 .15 m i l l i o n - - a b o v e  l a s t  y e a r .  

We cou ld  we l l  s p e n d  the  r e s t  of the day  on the  i n v e n t o r y ,  s a l e s ,  
and  the  n e w  o r d e r  da t a  on page  19. T h a t ' s  the c l e a r e s t  p i c t u r e  of w h a t  
I m e a n  by f o r e s h a d o w i n g  s t a t i s t i c s .  I f  y o u w e r e  r u n n i n g  y o u r  own shop ,  
you  wou ld  r e l a t e  y o u r  b a c k l o g  of new o r d e r s  to y o u r  c u r r e n t  r a t e  of 
a c t i v i t y  and tha t  wou ld  p r e t t y  m u c h  t e l l  you  how m u c h  w o r k  l ay  a h e a d  
of you.  Y o u r  b a c k l o g  r e l a t e d  to y o u r  c u r r e n t  r a t e  of a c t i v i t y  would  t e l l  
you  how m a n y  m o n t h s  of f u t u r e  w o r k  w e r e  a l r e a d y  c o m m i t t e d  fo r ,  in  
t e r m s  of, you  hope ,  f i r m  o r d e r s .  

So m u c h  e m e r g e s  f r o m  the f i g u r e s  on page  19. The new o r d e r s  
f i g u r e  f o r  J u l y ,  if  you  wan t  to  p o s t  i t ,  i s  a l i t t l e  d i s a p p o i n t i n g - - 2 2 . 6  b i l -  
l i on  as  c o m p a r e d  wi th  22 .9  b i l l i on  d o l l a r s  f o r  J u n e .  Th i s  c a m e  as  a 
s u r p r i s e .  We though t  the  new o r d e r s  f o r  d e f e n s e  i t e m s  wou ld  p ick  i t  up.  
I t  m a y  s t i l l  be r e f l e c t i n g  the s u m m e r  d o l d r u m s .  

The i n v e n t o r y  p i c t u r e  tha t  I r e f e r r e d  to e a r l i e r  i s  m o r e  c l e a r l y  
p o r t r a y e d  h e r e  than  by any  o t h e r  s e t  of a c c o u n t s .  V i s u a l i z e  the  m a g n i -  
tude  of i n v e n t o r i e s  in  the  h a n d s  of A m e r i c a n  i n d u s t r y .  R e t a i l ,  m a n u -  
f a c t u r i n g ,  and  w h o l e s a l e  t r a d e - - j u s t  t h o s e  t h r e e  s e c t o r s  a l o n e - - h a d  in -  
v e n t o r i e s  in e x c e s s  of 80 b i l l i o n  d o l l a r s  l a s t  y e a r .  The i n v e n t o r y  w a s  
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still piling up as late as last September, 82 billion dollars of inven- 
tories, although sales had already begun to turn down in May and June. 

You begin to see evidence of the inventory correction--gratifying, 
in the total amount--down from 82 billion to 79 billion dollars. But 
that is only three billion on a 79-billion base. We may expect to have 
more inventory correction before full-scale expansion is under way. 
But for each sector of American industry we are beginning to have 
basic data that will enable members of industry to observe inventories 
within i n d u s t r y ,  a m o n g  t h e i r  c u s t o m e r s ,  and  a m o n g  t h e i r  s u p p l i e r s - -  
and  wi th  b e t t e r  d a t a ,  p e r h a p s  we c a n  do a b e t t e r  job of c o n t r o l l i n g  
i n v e n t o r i e s .  

The  k e y  f i g u r e  to  w a t c h  in  the  s h a r p ,  s e v e r e ,  bu t  s h o r t - l i v e d  r e -  
c e s s i o n  i s  t he  i n v e n t o r y  f i g u r e .  M o r e  and  m o r e  we b e l i e v e  t h i s  i n b a l -  
a n c e  in  i n v e n t o r y  i s  t he  m a j o r  c a u s e  of s h a r p ,  s h o r t - l i v e d  r e c e s s i o n .  
T h e  s u b s e q u e n t  u p t u r n  s h o u l d  be  c l e a r l y  p o r t r a y e d  in  an  i m p r o v e d  
i n v e n t o r y  p o s i t i o n .  The  b e t t e r  k n o w l e d g e  we h a v e  of the  i n v e n t o r y  
p o s i t i o n ,  t he  g r e a t e r  c o n t r i b u t i o n  i n d u s t r y  i t s e l f  can  m a k e ,  t h r o u g h  i t s  
own  p r i v a t e  m e c h a n i s m ,  t o w a r d s  m i n i m i z i n g  the  a m p l i t u d e s  of  the  i m -  
p o s e d  b u s i n e s s  c y c l e  and  m a i n t a i n i n g  e c o n o m i c  s t a b i l i t y .  

I must move on. The figures for merchandise exports and imports 
on page 20 are some sourer than they were in June. If you want to post 
the figures for July, they are, %291 million dollars for exports; 832 mil- 
lion dollars for imports. 

Moving along, so that it cannot be said I discussed the economic 
scene without any consideration at all of credit and monetary aspects-- 
there are a series of charts beginning on page 27 devoted solely to such 
changes. As page 27 shows, reaffirmed by some subsequent charts, 
unlike past recessions, this recession has been accompanied by an 
expansion rather than a contraction in the money supply. Go back to 
June of last year and you will find a total of 138 billion dollars bank 
loans on investments; today it is 146 billion. There has, however, 
been no significant rise in bank loans so far this year. 

I wi l l  r e s e r v e  m a j o r  c o m m e n t  on  c o n s u m e r  c r e d i t  f o r  s o m e  l a t e r  
t i m e  and  d i r e c t  a t t e n t i o n  now s o l e l y  to  the  f a c t  t h a t  t h i s  m e a s u r e  i s  in  
" E c o n o m i c  I n d i c a t o r s , "  p a g e  28. Much  of o u r  m a s s  m a r k e t  f o r  d u r -  
a b l e s  i s  c r e a t e d  by c o n s u m e r  c r e d i t .  I r e c o m m e n d  t h a t  you  t h i n k  of 
c o n s u m e r  c r e d i t  no t  on ly  in  t e r m s  of a b s o l u t e  but  in  t e r m s  of a m o u n t s .  
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A n d  r e l a t e  c h a n g e s  to  i t  to  c h a n g e s  i n  t h e  i n c o m e s  a n d  t h e  a s s e t s  of  
o u r  p e o p l e .  T h e r e b y  y o u  m a y  g e t  a m o r e  m e a n i n g f u l  p e r s p e c t i v e  of  
c o n s u m e r  c r e d i t  s u p p l y  t h r o u g h  l o o k i n g  a t  t h e  5 . 7  b i l l i o n  d o l l a r s  of  

. . . 

c o n s u m e r  c r e d i t  o u t s t a n d i n g  in  1945 a n d  t h e  28 b i l l i o n  o u t s t a n d i n g  m 
1954 a n d  c o n c l u d i n g  t h a t  i t  i s  t oo  h i g h .  T h a t  q u i c k ,  c u r b s t o n e  c o n -  
c l u s i o n  t h a t  i s  f r e q u e n t l y  p r e s e n t e d  to  l a y  a u d i e n c e s  m a y  b e  c o m p l e t e l y  
u n w a r r a n t e d - - o n  a r e l a t i v e  b a s i s .  

O n  p a g e  30 t h e r e  i s  f u r t h e r  c o n f i r m a t i o n  of  m y  e a r l i e r  p o i n t  o n  t h e  
e x p a n s i o n  o f  t h e  m o n e y  s u p p l y ,  t h a t  i s ,  t h e  t o t a l  a m o u n t  of  m o n e y  o u t -  
s t a n d i n g  i n  t h e  b a n k s ,  h e l d  b y  b u s i n e s s ,  c o n s u m e r s ,  a n d  s o  on .  T h e r e  
h a s  b e e n  n e a r l y  t h e  s a m e  r a t e  of  e x p a n s i o n  in  t h e  m o n e y  s u p p l y ,  d u r i n g  
t h e  r e c e s s i o n  a s  b e f o r e  i t  a n d  a g r e a t e r  r e s o r t  t o  e a s y  m o n e y  a s  a 
c o u n t e r c y c l i c a l  p o l i c y  t h a n  i n  a n y  p a s t  p e ' r i o d  of  r e c e s s i o n .  

L a s t ,  o n  p a g e  31 y o u  w i l l  s e e  t o t a l  e x p e n d i t u r e s  f o r  n a t i o n a l  s e -  
c u r i t y - - c u m u l a t i v e  b y  m o n t h s .  W e  c a m e  d o w n h e r e  a m o n t h  a n d  o n e -  
h a l f  a g o  to  b e  b r i e f e d  b y  o n e  of  t h e  D e p a r t m e n t  of  D e f e n s e  e x p e r t s  o n  
t h e  b u d g e t a r y  o u t l o o k  f o r  t h e  D e f e n s e  D e p a r t m e n t  f o r  f i s c a l  y e a r  1955.  
We  c a r r i e d  h o m e  to  o u r  v a r i o u s  a s s o c i a t e s  t h e  m e s s a g e  t h a t  d e f e n s e  
c o n t r a c t  p l a c e m e n t ,  w h i c h  h a d  t e n d e d  to  b e  v e r y  low in  t h e  f i r s t  a n d  
s e c o n d  q u a r t e r s  o f  t h e  c a l e n d a r  y e a r ,  w o u l d  b e  s h a r p l y  a c c e l e r a t e d  i n  
t h e  t h i r d  a n d  f o u r t h  q u a r t e r s  of  c a l e n d a r  1954.  T h a t  in  t u r n  h a d  s o m e  
s t i m u l a t i n g  i m p a c t  u p o n  b u s i n e s s  p l a n n i n g  f o r  t h e  s e c o n d  h a l f .  We f i n d ,  
despite an intensive search, no indication of intensification of defense 

contracts thus far in the third quarter of calendar 1954. I hope some 
of you may be induced to comment on that during the discussion period. 
What happened to the doubling of defense contracts that was required if 
we were to live up to the budget defense expenditttres in fiscal 1955 ? 

Let me recap very hastily what our examination of "Economic 
Indicators" has revealed. It clearly confirms that we have experienced 
a recession of considerable magnitude, particularly in vital sectors of 
manufacture. If you don't believe it, look at the economies of South 
Bend, Pittsburgh, Fall River, Scranton, Detroit, and others--there has 
been more than a 4 percent recession in all of those parficular areas. 
It is an economy that has been characterized by (a) a cutback in physical 

production but also (b) stability in price, contributing, at least in my 
analysis, toward the mildness of the recession and giving considerable 

hope of quick, automatic recovery. 
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The foreshadowing statistics--and there are many more than I was 

able to present to you--show a high psychological tone in American in- 
dustry. We have completed a survey in our shop that we will announce 

next week. Our associates in the manufacturing sector believe the sec- 

ond half of 1954 will be better in terms of sales and in employment than 
the first half. As I have indicated, consumers kept their demand high 
in the first half and indicated they plan to spend even more freely in the 
second half. In the main, the economic outlook seems to be better for 

the second half than for the first half--at least it appears so to the 

Administration's economists. 

I must in all fairness tell you that so far as many business econ- 
omists are concerned, they do not see clearly those forces that will move 
us toward higher levels in the months immediately ahead than the levels 
that prevailed in the second quarter of 1953. Recovery may take a little 
longer than is generally believed--at least according to the business 
economists. They do not see the expansionary forces that will bring us 

quickly into high ground. 

Will private industry spend more for capital investment than it has 
in the past months, particularly with capacity already too large in many 
instances ? Will Government spend more than it has in the immediate 
past, keeping in mind the fact that defense spending will be lower in the 
next than it has been in the past fiscal year. Will consumers spend more 
in the aggregate for hard goods, soft goods, and services than they have 
spent in the restocking period of the past three, four, or five years. 

Basically, have the misallocation of resources arising from the 
inflation of World War II and the artificial stimuli of Korea all been 
corrected in so short a period of time that we can and ought to move on 
to higher ground in the months immediately ahead ? 

And yet business expectations are high. The current figure of the 
Federal Reserve index of industrial production is around 124. It should 
be more than 124 or 125 in the next calendar year--perhaps by late 
1954, or atworstthe early months of 1955. The gross-national-product 
figure for the next calendar year is also expected to be somewhat higher, 
but still below the gross national product for 1953. 

I think that through "Economic Indicators" you have seen that the 
woods are full of strong, sustaining forces currently If it takes us a 
little longer than is generally believed to correct for the misallocation 
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of  r e s o u r c e s  of  t h e  l a s t  5 o r  10 y e a r s ,  t h e r e  s h o u l d  be  no  g r e a t  b a s i c  
d a m a g e  w r o u g h t  to  o u r  e c o n o m i c  s t r u c t u r e  in  t he  i n t e r i m .  

DR. K R E S S :  P r o f e s s o r  G a i n s b r u g h ,  y o u  h a v e  g i v e n  u s  an  e x c e l -  
l e n t  l e c t u r e .  T h a n k  y o u  v e r y  m u c h .  

(16 D e c  1 9 5 4 - - 2 5 0 ) S ] e n  
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