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BCONOMIC INERCATORE
A Axgust 1965

CAPT MITT: Gensrsl Hoilis, faculty, studemts, guests:
This worning we come 1o the third in our sevies of seven lectures
in the fiald of econmaics here st (he school. Today's subject,
Ecovowic Indicators, opens up an aves of ecomowmics where the
imsmediate snd practical appiication of theory is of chvious interest
to all of wa, Each of ws hag, or should have, an immedinte and direct

snd
concern in trylag 1o uadereiand where the ecosnmy is/ whers the

sconow:y wmey ba gaing.

This morming Professer Gainshwugh will help us 1o learn the
signposts slong this tortusus trail. As you Mave soticed from his
bicgraphy, be is eminently gualified to talk to us this moming both
frow the theeretical snd frow the practical stendpodnt.

R ix & plessure to welcome you kack to this pistfors: again
and introduce you to s yesr's class.

Professor Gainshbrogh.

MR, GAINSBRUGH: Good svorning.

{me of my favoriie definitions of xn ecomomiste-and you will
sex the resson for it Inter»-is that he 12 & man who knows that two
and two squals four, bt he is worried about it nevertheless, 1 have
mzummwmmrmmm classified
in the past as a full-tlme worrier; and I do not resn 1o depart frem

Rt precedont this marning.




I am going to spesk 1o you through the vehicle of " Economic
indicators, ' and I hope emch of you has a copy before you. This is
the most sought~afier document, speaking om the bails of twwstly yeare
of sxpariguce in privete indantry, which comes out of Washiagton,
because onch monih threugh it yos gat an isterprebation by the three
wisest men it the econommic fieid, the Council of Bcenomic Advisorde-
their ioterpreistion of exactly what is happening to the economy, This
interpretaiion is given to you in two or three seateacos, & thet
intavpretation relates to the best wensures we kuve devised to deter~
mine whore we avre snd how we got where we are, and where we may
be going.

xwwm-wmmwasmm
document. When the Comnecll of Bconomie Advisors wes set up showut 1<\,
years ago, uader the Employment Act of M8, 1t found it necesmzy
very qubckly to chext the course of the astionsl sconomy. And week
by work and monkh by month # would clrouiste within the Goversanent
a net of charts shouwing where we wars. Word got out thet this wad




mmwmww.mwmum
be permitted to ase thesa charis. That wos done, Shertly therwmiter
this decument became public property, and still is, And fer two doliaTs
nm.MWWrﬂmmmm. i think it is
mammmhmm&mpm»mmm;
very halpfel tool.

Thet in & hit of beckgrouad on it. Now, if you will turn to the
mmw‘wmﬁmm&nwmu
summary of its contents, An I leok over your choulders and read
Mm.yuﬁhmhwﬁﬁhmwmuﬂdmk
issues.

The first section is devoted to mensures of total uatioual
scominic activity. De. Exess will he spesking to you sbout tis
Mrmm.nlMWMvmwm.

But look at the remaining messures. Through the shorthand

mown 5 statistics we cem follow menihby monkh the treads in smploy




ment, in unemployment, a0 i wages, in detail; trends in the toial
output of D aution, sad output by key soctore~~construction, for
example, housing starts, smies, and lsvestories.

MMm“W*knh;mmmlmr
of 1045<56~~one I want $o ialk sbont. Are we s for s reswanptiou of
inflatios? What avidence is theve in thesw factual mensures hearing
upen that particalar question ?

Ansther ssctien is devoiled to the whole fiald of money and
Banking, currescy, crodit, snd the stock market, Lastly, ihe
Federal budiget,

Simply reciting these titles to you indicates in Bow many
inmances we kave already devised good tecis for determining where
we ave. Are wages rising? How isst are they rising? And et
are the toplicatisn of that 1o you a8 Iyers or ki CONSUMERS?

Are coninmers in hack up to their vecks? You heve often
seen figures on the rise n consmmer crodil. But coe lessen I thisk
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yom will loarn frem your sxpoanre to these courses 1o this: Never
Jook at a single Bgure a8 being esninglul, No aingle figure has
weaning in and of itaslf. They must be related to other figares to
take on meaning. And ia the case of credit, as I will indicate laler,
it is not only the coupmmar credit that (s Lpurtant, bat it Is the
income, the ssavis, and the savings of the consumer. You find that
i be true is your own instsnce. Whea your iscome goes wp and your
suvings go up, you are & fsr better credit risk than you wers 3 year
or ten yours sgo. These are relative mounings that con be read tato
e figures,

Ancther point 1 wish to streas in my iniroduction is that many
d%%mwmayu.wm,um
of sctivity. But there are a few i this Jocument that 1 suggest you
lond< at intensively, bocsnse they are barometaras. They throw some
light on wihere we sy b going, sod in addition tell us whave we ave

sxd how we gt vhere we aee.




Housing starts now teli us wiwt the level of housing sctivity
will be three monihs or aix mopths ivow now. We asked American
industry: *tiow much do you plan to spend on plest and equipment
mﬁ.mwummmmw That 1ells us soxnething
about the probadile level of activity for the capital goods industry.
MMNMWhW”mmm"
anmwnmmmdmmmWy.

Cur Pedernl, state, snd local budgets throw sdditicanl light
mMmmthmmmm

1 heasd of & brand new one just before I came down here--
anotiher type of foreshadowing siaiistic or expectuiion statistic. Coe
«wwmkmmmmnhormmm
mhm.mmm:“mmmumam
in the next yesr or the neut two years?” e balieves that will throw
Jight on the probable course of the birth rate in the ualmown yeers

that His ahoad, snd that peshaps bis seowers will have some mavdt.



Anvther one that | recomaend to you hesrtily is this: You
MaMMMmum. Withiz the lant five
mnmwammmw Ve ask
qusstions like; ”mmphnhw:lw&m;ur&uﬂ?"ar
“mmmwm-w»ammmmmmw
We have grows simost conviaced that consmusers do plan their purchases,
and that it is belpful to American businnss to kuow what consumers
intand to buy. The awtometive iodusiry sensed its retail merket in
1955 in good part on the basis of whet it bas discovered shout camawmer
paycholegy sed consumer sxpactation.

So much, then, By way of preface as to what this document
conteing, and why » half beur's or an hour's study of thix sach moenth
will e very holpful to you in determining the short-run econossic
pieture and why it is not going fuater or slower.

Mow, teo puint ont aome specific illsstyntisns of how to use

thiz matertad: Seppess you turn to page I8, There you will find one




of the medt terous messures of business activity, calied the "index
of Industrisl Production.” This is & mensure of the physical--
anderscors ~physical” ~-output of the sation's iacteries and mines.
Weo lamp together 3l the stenl, sugar, textiles, tobaces--gil of the
products turned out=<sud we commbine thom on the bagis of theix acon~
omic heportance, and get an over-all mensure of the physical, the
volumetric, outpst of te netice's factories sad mines, to see how much
we know about where we are {rom this perticuiar mensure,

if you look down st the bothom of the page, you wiil discover
thet for the mouth of Suly the index atood at Mo--40 percent Migher
than it was in 1547 to 1548, We turned out 40 percent more in piyysical
volume than we did pre~Eores. Bai, far more important, ook
where we were & your age, and them losk s where we are now on the
hanis of this mensure. That index was ot 133 & yesr ago, We bad bad
a Id pavesnt rise Brom pre-Kores and M2 10 smid 1054, but tn the

course of the laat twelve months we uve bad a 14 pevcent incrense




in the outpourings of stead, swtomotive goods, textiles, snd everything

slas,

Asothay way of seuing this in perapective ia to point out that

this 140 is an all-time high, inchuding even the plysical outpat of the

netion in Rerld War 1. Ouwr nation’s Iactories never turued ot &S

much as they sre taraing out right now,

To provide for perapectiva, kigh as thet figure is, it is only

$ percent shove whers we were in mid 1953. Twu years have lapsed

and our physical ouiput 1s culy I percent groatar than it was in 19353,

Keep that i mind If you have ynestions a8 to the permanency of this

boaz. This is & bopw, [ hope to demausteats thet it iz bailt on a

sound foundation. It I do waat you to get the perapective. We bad

a M porcent rise in the courne of & year, Wut we are taly 2 percemt

higher than where we wore in mid 1953,

Wall, in e mecesding pages we throw some insight ae to

what pushed pliysicsl voinwe up. You kaow derned well where the




alk comes. ook st the colmmn calied " Dursbie mazufactures™ on
Wummwwmmwmmﬁm.

I has gone from 134 in July of 1454 to 157 i July of }983. There was
a Bar lower rate of incrasse in soft goods, in noa-durahies. There is
& tam-up thave, ut mot se sharply as in dershie goods. Thiz boowmn
mmmm:;«umummwm.
NWWthmw&y
mwmm#ummwmumma

of tebacco. )

On page 17 this ia Sreken down into further deteil. Yeu know
et pas heppened to the ateel industry. It ia clearly indicated in the
celumn Jebelod ‘Primaury Matals.” R is up nwarly 33 percest from
where it was & year age, 3wt there are many sectors of American
industyy thet have not come buck to thelr pre-Eores pask. Cne of
those is mackinery. Laok st the chart at the tap of paye 17 and you
wili see that machinery i3 still net back to the levels of the firat half
of 1988, Fabricated metal products are not back to whers they were.
Textiles and apparel ave 0ot yot back to winre they were. Should
domand vise, then, theve is considorable sibow room still ieft in the
economy for frther cxpemsion, particularily ta the mackinery sector.

m"ummnnmmm,mm
mesmres. You see the Ngure we have there for sinel owipat. Dona™t
et anyoue tell you we dida't have s recession in 195354, 1ook at
tiat colmmn of the pereent of theoreticel capacity, Where wad the

19




siesl indastry just & yoar age? Opsraiing at $5-35 percent of capecity,
an conpaved to 30-25 currently. Ask the pecple in Detroit or Pitts-

Inergh if we had & Tecession iz 195354 g sve if that is nat & rhetor-

ical question mo far as (hey are conceroed.

Ancther very good susamure i3 "Tatal slectyic power distribuied, ’
See bow that bas come up over the past tweive mooths,

All of these, 1 might drect your stiention, sre thermomaters.
They throw light on where we are and how we got where we are.

Look at pagn 18 if you weant to ses & hoomicg industyy=-"tew
Conmtrection.” 2 is of ac acswnel rate of £2 billion dollaes currently,
a8 compared with 38 billion & year ago, or 36 billion in the prosperity
of WSS, A forecast by ene of my good {risnds, Mike Coleen, just
amnounced that new connlruction wili be € parcent higher in 1986 than
in 1986. Thewrs will be & further rise, at least in the opinien of one
extremely weil-informed individual. Bat this {5 a glant industry.

You will notice that resideniial activity o't as high as #t has
bean, But that lon®t the swns totel of constrwction. There are sumessrous
other forms of construction, Residential construction acoounts for
only I8 of the 42 kiliion,

1 spoke eaxiier of fereshadowing statistics. Awards toduy
mean constructicn ackivities six meoths or twelve munthe from now,
Look at the colmmn st the far right on gage 13 " Canstruction contracts
awnrded. " They are 35 pevcent shove where they were kst your.,
There ia 2o sign of dimination in canstyuction setivity in the swards




e
- -

figere. The significance of the avards tigure is that awerds fore-
shadow subsequert levels of sctivity.

Un page 30 is 2 mensure that alweys captures pubiic attantion--
"Sousding starts.” This i coe of the areas of concern. Al the begin~
ning of this yeur oo an ssmcal basic we were starting & wmillion and &
bslf homes, just abowt. The figure for priveic nensorally sdfusted
annasl Yetes-~somewhere in the middie of the page~-shows for the
mouth of Japwary ove million four. That is down to one millien two
in July-=in pert beewnse of the credit policy we have purseed in the
belief that tds was geiag wp toc repidiy. That is oune of the arems of
comrectios, not sharply, it sn area thet is now tilted downward
raiher than apward, a3 £ was ot the stert of the yoar.

H tisme permitted, 1 could spend on page 30 fully sn hour or
two hours exploring the significante of the figures on asles and inven-
tortes. If you were runsing your own shop, this is the sut of Higures
you would be wabching closaly, You sre iz a happy siste when your
new orders are in excess of your ssiss. You are in an snheppy stale
when your inventories ave risting sad your saies are falling., That iz
the minte jn which we were in mid 1553,

i you ook st the tep of page 3, you wili see that to be true.
Look at the lne for * Msnufacturing sales’ slong in 1953, # started
woving dowsward in the third snd fonrth quarters of 1953, Then icok
ot the line for mancfacturing toventories, It contiwosd to go upward
in the third and fourth querters, even though sales were fniling off.
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Theoreticaily, ene of the major causes of the businese cycle
is ioventory imbalance. When \nvestories start getting out of lne
with sales, as they were in mid 1583, you are hoaded for trouble.

Now, to cast a Hitie Might ou the curvent scone: You hawe
beard & good deal about the huge icventeries of cars and some other
Homs. Herw is one way of puitiny that in perapective: At the hobtom
of page B the figure as of the end of June, 1955, is 78. 8 Mllion dollars
of tuventories cn hand of masufactures, wholesals and retail. G
back to 1#53. What was the figure then? o excess of 30 billion
Mmhm.mmuiumﬁmmw
they weare in 1383, Thare is nc svidence that we need 0 be alarmed
wmmmmwmmmmumm

Those, they, sre liustrations of how o uss some of the ther~
mometers contained in ¥ Economic Indicators, '

Now for & fow commeunts on aneibey battery of Iadiestors.
This comes close tv yeur pocketbook nevve., This is one that your
Mtﬂcmmﬂlhm‘mm. That is the
*Mrmm‘*mmmmhmmdm
wuwmmmmmmumnmmm.
lht,mmﬂnmd, anid so forth.

But here is snother trrportant and significant conclusion:
This 1o on page 23, Look st the record of prices over the past year
or the past two yoars, Look st the heavy black line in the chart on

18




page 23 and note the generel clmeacteristics of prices for the past two
or thres yomre. Note the price stability. Oh, sowme prices were
ping down snd othey prices were gaing uwp, but in the main the cont
of Hving today is just shawi where it Wit & year ago or (wo yeurs ago,
We bave achieved 3 happy balance of prices st the consumer level. |
You map went to jot dows the figure for July, which has just

conne ok, for ali itewas, It is 14.7. I shows & slighl incresse in the

cost of Hving iadex for July. Bwi, so lar as you ruey vesd significence
into this measure, thers is 2o lndication yot fhat prices ave going

10 aurge wpeerd as 5 remlt of the price hikas in stewl and copper or
some of the otier items st the retail loved.

Gn page 3 you get & further insight into prices, Hare we
ook at wholassis prices as distinct frem the prices we pay ot the
shares.

Now, it ia tres thet that is wheve price rises first become
avideut-~-at 1 wanslicturing level. Then twy sobeequsotly move |
dowe: iough distribotion to the cithmate consumer. Wt abost the
story there? Agaix the picture iz exactly the same. Frice stabiMity |
oy & sxiremely prolonged sevies of mostis, You may wat o ‘
jot down the dest figaren. We are nol trytsg to hold snything in
reserve. For August 9, shown on page 34, it was 10.). For August

18, 10.3; Augmat 28, 8.5, Work by week there seemas to be & mod-

evete incesase in prices, But get the porspective su thia. Go back

to Auguat of 1954 sovd you will find that the figave ot that time was
14
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130, § and the figure teduy ks 9. 5.

Now, how is it possibie for prices $o have this stability n s
peviod in whick you ktvw curvent prices have been golag wp? Copper
prices have shot to the cuiling, steel scrap prices sre going up, steel
ftoeif is going up. My good friends st the Federsl Raserve are con~
cerned shout the possidility of farthey susisiued price increakes,
Borge slarmists arve talking sbout the reswmption of intistionary
trexdn, for two ressene: Ooe, we ave gone hack to virtually full
employment. Ouwr unsnpioyment has been dixinishing to & point helow
which you don®t like to ses wnmsployment go in terws of at laast
price pressure. More thac thet, we have had wage fvcrenses in the
past month or twe moshe of sround 15 to 38 cands an howr, ag come
parved with wage increanwe in the pant your or the past two yoars of
around § or § venis a2 hour,

Now, I could defond the thesis thet & wage increass of § conts
an Bowr i oot infistionary. You can offset that through grester affic-
iency per worker, through lutarsal ecunomy. I can aise defend the
thesis that you can't cifaet an increase of 1 conds An hour in weges
through intersal econpmy. And yot I am reiuctant to accept the thesis
that hecauss wages have gowe up, we face the prompect of increased
iafistion, for the following ressens

¥ you losk of the chart on page 34, you will see ene of the
reasous in the prices of farm products and foodatinlis. We have agri-

culiarpl surpluses. In many ways the incveases in manufactared goeds

5




prices dave been offsel by decresses in farm prices snd decroases in
foodstall pricea.

$svondly, if you luok st the chert, you find thet fixed or list
prices are yapidly peasing from: the American scede. 'Fair” prices,
I think, are doomed on the reteil pricing. As » result, 1 thick, of
discount house competiting, wore and more the prices of dureble
gonds fteses 1o department Mores have come down and will contimse
1o come down, even Gwugh the prices cimrged to the retailer are vising.
Profit margins at the rutail level are shrivking.

Ancther reason wiyy 1 am reluctant 10 accept the thesis of
susinined infisticn is thet we recognise ths enemy this tizoe snd we
are purssing the vight monwiary and credit policy. And so until §
sev further evidence--nud 1 offer this suggestion to you: untii you see
further evidence=<in “Beowomic lndicators” that prices are incressing
significantly, | would prefer, and I would suggest, that you by the
timais of continuing price wisbliity in agpraising the owtiook for the
monthe immedistely shand.

Thst doesa’t menn thet industzial commoditien waoH up. 1t
does svenn that fTarm: products and foodwinfts, through a nerrowing
andl decresaing prafit mmrgin, mey help boMd the consumer price
index dowm.

Lastly, ose ficeting veference. Look st the exclmnge poaition
of agriculture ou page 35, Mo malter how much Admizistraiion justl-
fication is offered for it, look et the excheange position of the American
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farmer on papge 8. ook at the parity mtio figure, which attempts
10 reimte the prices received by the farmer to the prices he pays for
city~made products. Note that the Ngure is 34, See how far back in
time you have to go hefore yeu find the farmer with ss depressed an
exchangs posiiion as ko is in currestly. And this morning's Washing-
ton Pust, [ noticed, carrisd s statement that the parity ratio index
was down again by two points for the mooth of Auguat. 5o he i3 some-
where around 82,

Well, 1 have offered this to you ax se indication of how you
can use " Ecenomic lndicstors” to get a perapective on prices~-on
the prices patd by the wage ssmey, through the consumer price index;
on the prices paid by the manufacturer, through the wholesale price
index,

Cne sdidittonel relerence to s itepn, that 1 muy have to deal
with summarily becsnse of e, and that is on page 28 " Consumer

credit,” This is the big bogey men of 1685. Look dowm st the lowest

figure we have, Juoe, 1685, and you will fied that the sums total of all
the consumer credit outetepding-~inatallo.ont paper, automobile paper,
repaiv and modernisation loany, other consummer goods paper, persoasi
lomns, charge accounts+~-all are drawn together into ome figure--
32 1/3 blilions of deliars. Look bekk to where we were & year ago and you
will find we were at 38 1/2 billion dollars. In one yesr we find thai
the credit extended 10 conmwrers expanded tn the amount of 4 billion
doliars. This is an extrewely Mgh ievel of isstallment cradit, It
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surpasses anything we had in the past. num&mmm
rate of increase 1o consmmer credit.

M you study the Sgure farther, you will find, in addition to
the diference in quaatity, & detericrstion in the guality of consumer
credit. There as been a leagthening of terma on cars o 38 or even
48 months. The mortgage credit figures are not here, but they show
an equally rapid increase, particularly in the ares of oo down paymenis
or lritad down payssents.

For this resaon, among other rassons, the Federal Reserve
hea embaried upon & policy of credit restraint. But 1 ask you sericusly
to consider the implications of theae figs ves against a very favorable
context.

The average wage sarsor back in 1388-vand I doult if marny of
you wonld come up with this fipure--received 24 dellars a week, if he
wmansged to work. He averaged around 1350 dolisra a year if he managed
to work one year, Keep that figure in mind-«34 dollars & week, The
averuge wage earner todny gets 15 or 76 dollare & woek. His awerage
income annually is pretty nsarly or a littie over 4, 088 dollars. The
wage saruer has shifted to the middle income brecket. ¥ many
instances the wife works a3 well as the bushand and the aversge income
dmwmmum-mmds.mus,sm
sverage.

I suggest to you that as sz individuni's income increases, his
capacity to carry dedt ia increased along with it. The lander looks at

18



the income stadement of the borrower. No one holds & gun to Me head
sad says, ‘You have to extend credit to this particuiar individoal. "

¥ he fisds & marked change | n the income=sarning capacity of the
individual, is he not warreanted in extending ceredit wore libernlly to
Bt individual 7

&n&muwumwmamw
as well as at kis income shoet. I the American ecusuner todiy has
506 hillion deilare of savinge 1o Bis credit, as compared with 100
hiltions of savings te his credit pre-World Var II, can't ke carry a
beavier debt burden than he could ten or fifteen years ago? 5o perhaps
all of these ave st rhctorical questions,

in a period of economic expanaion the unly wity you can schieve
that econcwic expansion is through debt expansion, Credit expansios
and ecomomic expansion go hand in haad.

S0 keep in mind agein that sbeolute figeras may be deceptive.
Relative figures take on tmportance.

Consumer debt has gone ap, but how does it stack up agninst
the incowms of the Americen People? Mortgage delt has gone up, hat
how doss it stack up aghinst the assets of the American people ?

Qur own lovestigations have led wa to these conclustons: that
condumer dett now, relstive to the income of the American people -~
Andy will taik to you about that tomerrow--disposshle private incores-
is sround 12 percent of their income; Thet is the highest ratio to
incozme thet we have ever had. 3o that from: that podat of view, as well

19




the absolute puint of view, consumer debt is high.

On the basie of asests, bowever, what we find sarrasts the
conclusion that consnmer delt iz not siarmingly Mgh. Iam much more
ewmmmmammyﬁcmauum
about the iocresse in the quswtity of credit. if we can Improve the
quality of cradit=~and thet is what we seem to be trytng to do--
wmm&muumwmmmd
congumer credit.

Now, very quickly, beceuse my time is fiseting, and I know
mmmmmmummmmmammup.
what does this all amoust to in appraising where we are and where we
may be going® Perimps the moet significant thing 1 can teil you about
what 3 veview of " Economic Indisstors” will reveal o you is this:

This boom was aot temched off by artificial factors. Ve had
the boam with a decresse in governmest spending rether than an
increase i governmant spending. We had this hoom with stable
prices rather than & rush to jouy becsuse of fesr of inflation, Lecreased
goversmaay: spending, stadle prices. We had this boors not because
MW&M@#&*&WWwaM*mM
indoatry .

This lends me 0 the conclusion that this recovery is more soundly

Based than the recovery in 1948 or the rocovery (o 1946, and that it
may be more permasent thas we are inciined to think at the presen

tince. ‘ '




in very quick fashion, bere are the elements of strength that
1 suggeat you counsider in appraising the ountlook for the momths imumeds-
istely ahesd: The major depressants of the econoiny have besn removed,
The cut-back of government defense sponding is over. We have
gottes rid of our axcess invesiory. We have plcked up momentin.
The momentum alone sught to koep us going for momths, if not for
2 year or two years,

Ne. 3, we talk to sconsmnars, Consumer confldence was never
highar than it is at the moment. We tested it again in June and July
of 1985, Coossmmers pian to spend even more freely for homen in the
vear shead than in the past year. They plan to spend jusi as much for
esrs in the year shand 85 in the past yeur. I iz almost unhelievable
te austomoblle manwiactorers, but they bave teated it,

A primary clement of strengihe-and | can't emphasize this
tooe muche=in appraising the prohsble contimustion of this boom for the
next sin wonths or twelve months iz this ome Iact: ‘{ he wphurm in
business expendituves for plant and equipment. For {wo ysars or
movre, business has heon spending more sech quarter thax in the pre-
coding quarter for new plant and new equipment, The course has
turned wpward and I thixk it will continus that way, in part becanse
profits in the second quartcr are higher than ever before, in part
because the cash throw-off through the huge depraciation bese is
higher than ever before,

Bat this is primarily for this reason: American indusiry is
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convinced into betting ita harde-sarned dollars thed the market potentials
for {he foture are even greater thon the bhoown of the present, Industry
baiieves that every sdditionsl bit of capacity that is built will be
mm.uwmmmwthmtﬁl?m
used in the your 1958, it will come into use at some subasguent pericd
of thme,

Population pressures, the oo in Western Europe--all tiwse
sre additional factors and elemenis of streagth to he kept in mind,

There are ceritsin eiewnests of weakness, I have calied to
your stiention the fact that consumer debts sre higher, both nsiail-
ment and movtgage debts. lousing starts are lower than they were
at the start of the yoer, Agriculturve is depressed, and there is no
immediate promise of reliel, Vage increases have been excesgively
high in 1968, and xy undermine the profit margius in the moanths
immediataly abead. Thet in turs wey pull down tavestments in new
equipment and capacity., We are faced with more intensive competition
frem shroad,

All in al}, my comciusion is the following: A seftening im new car
prodaction, as well as iv housing stearts generally, in the next twelve
months Joesa't necessarily mean thet the boum is pest and that a
recetsion (s heginming, A temporery sisckesing of comsumer Crechit \h
the next year may be fuliy offset by sn expansion of congtraction, and
by an expsnagion of consumer purchases of durable goods and soft gooda,

Ke. 2, tiw yrecovary thus far bas stammed froc. sustained growth
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amw,mmmmmanw
tern: charscier, rother than frone temporary or artificisl stinali,

sach a8 scare buyiug, ack-logu ,axd shortages, which have aparied every

other recovery for the past teenty-five yanrs,

Finally, 88 recovery continees, we muy be accexulating
tronsss and imbalsncss, A sumber of incipient clesnants of wenkaoses
alrendy exist. With the pessage of thre, sowre of the current expane
slouary factora, conmuoer dabts among then:, may become shemesti
of wenknesd, Hut as we conr the end of the summeer of 1338, " Bconomaic
Lwdicutors” 1o me suggests farther expunsion, supporied by rising
privede investient=~that is the tey-~further taveutory acoumulative,
and, lastly, further growth e perscanl consmscpiion.

Thet is one man'’s opinicn. [ suggest to o that you heeg: follow-
bag the:. scese from munth to month Sarough ~ Economic Indiostors,
ac that you sy chawrve this through your cus eyes. Thank you,

CAPT MUTT: Geotlemion, Mr. Galnsbrugh is ready for jyour
SEtions.

QUBSTIONS: m.xmwnmmmuw
st thevefore I s gonsrally susp icions. Yoa Lewe poiated out thst
thiz 1 3 very valushie docamsent. To what extent, 1 won't sny, is &,
but muight it bo subjectd to pelitical iclinecces in order to peict a
pictwre which wight be profitabie to the Adwinistration *

ME, GAIRSERUGE: Thet is & good guestios. | think i all
hosesty | would hawe 1o say that, with one or two miner exceptions,
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whatever the Adi:nigtrations over the paat twenty years may Wawe dons,
itism;wﬂm!ﬁﬂtﬁ#ﬁu&ﬁmmwmmmﬁm%w.
as gtaticians asd seoncinists, refiected the scival state of things. ‘The
interpretation mey be hlased, bat not the factual content.
%tmmeywmmwm“ceMim.md?ﬂmﬁm
ain thage date are produced as 2 resuit of & long process. It takew
weska to asscmble them., mypuuwmtmhnnd,mmads
afmandithm&Mifﬁar&mmyumwmywdmwrmeﬁms,
there would be leaks, (ur civil gervice 18 not all of one paxty. We
mmnimwwmm?muwsmeﬁmwaym

ssed at e time or another. It wass't leng befors they

moved out isto the publ.c arena.

‘%a huve % watch dog over statistics 1n the Bareau of the Bud~
get. In addition to that, we have the Joint Comm.tiee on the Ecenomic
Report, comprised of hoth majority and minority wembers. They
continge to probe year sfter year and month after ronth .nto the collac-
tion of siatisties, a5 well ag into the interpratation of them.

I would be much mere inclined to say that theve are margins
of error in the figures: that we are as yet putting oo limited resources
into the cellection of aata; that the social acwentigis in the main are the
Cindeyalln, the gal who has not yet had the glass slipper sut on her foot,
and that we would be far botter equipped 1o desl with the business cycle
if we m@xﬂmmﬂmfamndinfmumumeﬁm
we can get it, aad put more rescurces into that area.
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interpretetion is ancther matter. R .5 & matter oo which
even the Coancil of Sconomic Advisors Bas to recognize that it is part
aud parcel of the ~douzistration acheme; that it hag 14 the past at
lenpt sbaded its reports ta conlorn: with the party Line. Bw oot #o0 for
th: factual content.

JURBETION: You expressed 8 great deal of apliom e and
condidence for the nest fow months 'n onr nationsl scenomy. Jue of
the reasons you gave was that it was based on an expansiva io the
ivstrfeg- -conastruction, at cetors. You algo made the comment
that thers wonld be 2 tendaney to Lighten up credit. Now, if that comues
skbowt through Tederal Heserve sction, what effect wouid that have on
this so-~called azpansicn thet you place 3o mech confidesss in

MR. GAINIBRUGE: 1 dogt know how nouch discussion of the
Faderul Reserve operations you have adready been 2xpaosed to, but
I think there are three ways o which credit restraints can be exercised.

Lme 19 throngh dampening down or comdroiling the supply of
woney. i 1 understand the Federal Boserve ‘hilogophy, they believe
in leaving roowr: for narmal or catursl growth (n our sconun:y zvan
under » tight credit pelicy, ¥ you wll Jook at  Eeoncesc Indicators'
at pour lzisure, you will find that even under thig velley of o.uld reatraint
we have cordinned to expand our money supply. A8 our zconomy grows,
we nead more moagy, more credit, with which to haadle that larger volume
of actiwity.

%0 1 wouldéa’t expect the restreists to ds too rach to alt
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coonow.ic growth through the sapply of money.

The uther tocl they use is the awailability of woaey--having
o oney 1 the right slaces in the 7ressury Tor mortgage parpoaes and
for uther parposes. Thbere tos 1 think the ¥ed will contiaus 1o have
funds for legitirmate a¥pansion purposss in the right places.

1 think the primary restraint thet the Fed may exdrt s o the
cost of moaey, rather than on the smpply. 1 woll be exactly the orthedox
approach of central banking. H the desiand 18 to0 intense ai the moment,
wetrymsimmtwmhyimmﬂngtm eost of the ure of novey.

And then, as rapidly as the scene indicates, we reiax the reatraint by
reducing the cost of meney the minute & sign of softening emerges.

1 don't know whethey thal anawers your gqacstion or not, But
let's pot it 1o a collogmial fashion. L et's say a bit sbout poiitics.

1956 15 an election year. I thunk that the Faod also recognized
the desire of the Treasury, amoug othars, 10 Rave guificiest fands
availsbie in the first and second quarters of 1894 to meet any legitincate
apods for expansion. 3o that whatever its policy may be curractly,
any sign of seftern:ng in the constraction Indestry or in invesinents will,
1 fiunk, become kn imumedikte signal for relazation snd for esging up
on the t:;ght money pol:cy.

1 wonid say thet e poliey being purswed at the woment & &
good one. The sxpangion of mortgage eredit and conamuer credit has
come at & wovre rapid rete than ig pustninable. 1 womid smy, too, that
thers will he an atiempt at Jukst to turn it on just as rapidly as it bag
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been turned off, T hether it will work or not § can't say.
GUESTION: “profeapor, you have indlcated that the Federal

Reaerye waa taking certain sctions to put the brake ou nmronsy zad to

reigs the coat of money. It looks to mwe ag Jf thet would be a factor

ageinst this lower quality of debts that you mentioned. Are they not
petting tkis brake on installment baylag and that tyoe of debt  Or are
they | don't see how that braks has affected instalbe et bayiag,
Carhidps if you put specific brakes on installment buy:ag or hone mort~
gages aod such a8 thet, it would have more eifect.

MR, GAINERRUGH: The bagic guestion is, Zhowid the Federal
Hegerve policy be geveral in character or palective in character - i
I understood your question correctly. U it were selective v character,
it woadd be aymed direcily at installor ent credit, 1t as say, or sumed
directly at mortgage credis.

%o have tried selective credit controls 1n the pagt, end 1 think
cur experience in the maty) bas been unsatinfactory. The wioute you begin
1o exarcise szleciive conirals, you accelerste the ingenuity of prople
with funda toward siphoaing thoss funds into the channels that are being
restrained. I you can't get a lnan through the ordinary consamer credit
channels, thea you will resart t0 a persanal loan for secessitous or
NePgoncy Jurposes; sod andsare oade available and siphoned inmte the
cousumer credit market.

The appreach that the Fed uses in & very general credit restraint
rather than selective credit restrainte. They do that with thus in mind:
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that o slight hike in the interast rate will not deter the budinesswian
mmaﬂwpmefmzm&gmmmmmmym&ha
perrows at three or foar peresat. Bt eredit restraint does limit the
availability of fwads at the leading institutions. The leading institations
with credit restraint are xore inelined to exarnne the qualty of eredit
Mﬁentﬁeyh&v&nmﬂer%dmwlm.

Imnk&eremm“mw?kdemm&aﬁma{thﬂmm
saperience in foreign countriss as well 58 i oW oW, For instance,
awnorﬁawmmwbdeﬂdmetwagemmemupoliey
dmimmmmwyacmn,umkummmmhzrnm-
sng infinences.

Let me out it 1 positive rather than negative terma, I think
1hat the credit restraint being procticed at the woment will lengthen
the baorn: rather than pull down the bosn:. Thia is the great fear in
sume quarters, particularly among the oanuiscturers of conguwmer
durshie gooads--that if we mtart tightening up on credit, there wiil be
fewer cArs aoid and there will be fewer howes sold.

But do we wanrt to baild 2 booxs on poor credit, thet will turn
sour the m.aate here is any alight change downward in the income-
caraing capacity of owr popuistion - I beliewe that aa & people we AT
advarse to that type of eredit expansion. Along with thet I believe there
is smfticient dexsad in axistense to keep cur econoicy at a high lewel,
& hdi~employmant rate, without resort to deteriorstion in the guality

of eredit.




And laetly, degpite all the columna that have besn wr.tien npon
indvvidanl A ard individaal B who, wilh tan thousand or fifteen thousand
gellars ineome, finde it wepossible to balance hia budget, Our exper-
iemce over the [ast twenty or twexty-five years hana shown that consun er
eredit in the oo heg been & good form of credit. You hear about the
aour cases, but you don’t hear sabout the 85 or 38 percent of individunls
who do get out of deid. Even our experiente in the grest desression
wae highly favorabie in tern:s of rwm. forecivsures, <t cotera.

SUESTION: You wsdieated that there was rapidly approeching
2 sateration point in the labor market. The birth rete, unfortunataly,
of *hethg:: ime beyond our cowntrol now. Social secarity and retire-
meatphmmsmhmmgﬁmmaﬁ&tthemmﬂwem iz not
there l:kaly to be in the very sesr future guch competition for labor,
particularly in the tachnical ficl2, that labor rather than money |8
going to be the contralling problem

MR, GAINSERUCH: That's 2 honey. We wont be out of the
woods on this question of the slack apot in our population m the carly
thirties witil we turn the sunties. I think you could find wuch of the
farce behind the Mgh rate of capital investoent th:s yeur angd perhaps
for the years imimodiately shead Lics 1n the recognition by indastry
of the tight labor market characteristies of the last kalf of the fifties
and tho sarly part of the sixties.

Two fecturs are driving American indestry more and nwore
e investrsent in new plant and squipmeent. One iz the annesl round
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of wage increasss, and whot that ioplies in ters.e of cost of prodaction

per man hour, through lengthoning the axn: of the warker, 34 it wets.
The second facter is the recognition that this 1a going to be a
tight labor narket in the main, s nearly as it can be forecast, for at

least the sest five or Siv yemrs. Ageisst thal centest it 15 inchined to

stap up the rate of investment, to offget the hightoess of the labor market

through the urovision of more maching power, w.ore horaepower.

{ don't know how tight this situation sctually is in this sende:

that we can resort 10 loager hours of work, as well as to bring more

people into the labor force., Weo have discoversd thet game of the
mwxmmmeﬁmm,mmma Lacreasiagly
attractive, will mowve indo the isbor c.arket at a grester rate, Thare
is elasticily in the labor forca.

1 don't knew whether 1 have inlked around your guestion or
not. [ &dn't rmesn to. K % & vary panetrating guest:on and requirea
rather prolonged analysis te come up with the right angwer. Batl
would sy thet maore and more American isdustry is sequainted wnth
thug demaographic fact, and that rathsr than its being s restraining
factor, it is an expanaionsry oF posgitive factor, o be Kept in wind io
eannection with the satiook for at least the naxt five yeara,

WUEBTION: You state that one of the depressing influsnces

to counterbalasce some of the inflationery isflucaces is the condition

of sgricwiture, Yot nader the parity system, ouce your prices go down
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below the parity level, does that exercise any restraining isfluence
from then on regardless of how much lower it gots

MR, CAINEBRUGH: [ think cue basic reason why agricvliture
is sick, as it 18 currently, is that we put [loors under sgricuiteral
prices dering World War II ami kept those flowrs bhigh in at least the
firat five and poasibly 8a loug as the first ten yoars thereafter.

Now, 1 sm sympethetic to the problems of the farmer. 1 come
from upstate New York and I know how leug botrs are worked by the
agriculturai populsiion, particulurly in the dairy .dusiry. The wark day
beging st five or aix in the morning sad ten't over until seven or eight
st might. Cows can't be pul on two or tiree shifla 2 day and won't
sceomumodste themacives to the bours of work ia American manafac-
taring or in the sities.

1 know, 409, thet farciers gripe betauvse the firat bors, the
botter members of the family, find Hie 1o the eity nors attractive than
farny. Hfp. In lact, they give that ag one reasion why we abhould subsidize
the {armers. mmm:ms coonomic iuvestent in their young
peonie aowd then lost the: to the city.

Fat 1 think we have besn going down a long aireat now for a
long period of tizne s the belisf that thudt wounld hel) agriculture. We
didn‘t mt\m have the farmars cxposed 1o markst forces over which
they had ao contral, We didn't want thew to go through the experiences
of pot-Rordd War I, whern the boltox: fell ot of agriculiural products
and we had a depreqssed agriculture thereafier eves 1n the boow. of the
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tate twpntics. So we promised the fars.ers in World War 11, sad sgain
ia Koren, that if they producad at an expanded rate, we would insure
thoir srices for & serien of yaiits after the wary was aver.

A guite nataral thing hapssned, They produced st an extramoly
high rate during the emergeacy; and, fince thsir prices were pegged.
they contisuad to Jroduce at 8 high rate after the emergency was over.
We wound up with wore output than we had demand, both domsestically
ang internationally, at loxet st anything more than & give-away price.
e now find scurselves with eight or sine hilliom dollars sgriculiural
surpive.

The aclution that suggests itself is the obvicus solation, at
least in the etoaomic sanse. H you have greater owtput than you have
denxangd, if you have grester rescurce iupst than the marke? warrants,
how do you correct that sitmation Io a free market you correct it
through the price struchurs, You make it less atirective for the indi-
vidual to remam in thed particwlar ocenpation or 1o contitiwe to prodace.

We were reluctant to foliow that line. %o kept rigid suprorta
for coften, for wheat, and fer corn. The farwers naturally continved
1o reduee at & high rate. ¥Ws have now ex-barked spoa another approach
and that is alowly but steadily 1o reduce the support lewels for agvicul«
ture, and thershs perbags 0 condition the output of agricslture so that
it will get more and more inte line with what the market wanis,

That, however, is a situstion which won't be cured in a year.
it may be five or ten yessrd before it curss itaell. I is & long-reage
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spragran:. R berts while it is going on. it iz a restraining factor, a

contracting facter, thooghent the procees while the correction is taking
place. Thet is why 1 put that (a that list. It doesn’t mean that I criticize
the sodicy being pursusd.

As far a8 econcsn g is concernad, the angwer, whers you
mmmsmwansmmm,ishmmmm
amwzmmmmwmma&mm. That is 8n ecomoiC
problerc, but thars & & pelitienl side to &t too.

WOESTION: ‘roleasor Gainsbraugh, I noticed in your discusaion
this worning you hive onitied reference to the carvent level of stock
prices. imﬁerﬂwﬁgsmcmxmmwbemaﬂm‘m
than a cande. Surely there st be some sigailicasce to this carrent
stock market level, is there not .

M. GAINSBRUGH: Ihave axid in the pest that 1 cenld under-
stand this anival dows ot the lower end of Mankettan, f would ned be
in the middle of Manhatins., From what Little | know of i, I might
just offar = few fienting com:ments.

I anid earlier that profite are at an all~tuve high, and there
ahould be some reistionahip betwsen atock prices and current and pros-
Jective rates of prefita. 1 noted teo that our econus:y has undergone 3
marhﬁexpnuﬂmmrth&puttnamn,asit&amrmm
goarter century. 1f you look back over that tine, you wouald expect
stock prices to move up a8 other prices move up and as the totel price
lavel c:oves up.
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1minaamﬁmmaemawmwemmmam
tiustics fresh in miad, owmny individuals were refwetact to move nto
the aquity fleld dering World War Il and in the Livmediate postwar years.
Mm»ackmﬁrwgmdmmmtymtnmmmawm
years, tthcmwmeﬂimprwpwmmﬂmwhd&mim-
owestrcent field, S that these are sowe of the reasons thst 1 thnk
e bakind the upward movement in the stock market.

There is another rather involved factor that I might meotion,
aMMiammmimﬁmmy&mﬁmnMMm
atsted ia terme of replacemaent eost. Much of their machwery bad been
mquireﬁﬁalwﬂmhmmmm&ngpmelmi;mm
mmndwmumwmmmnmamWerwm
the:r replacan-eat cost would be.

These, then, are soms of the ressons why atock prices, in uy
mind, have noved 9f.

4nciher reason ig one [ Rinted at--that bu.ness in the main
belleves its market potestiale are gvan grester in the years ahead than
wmmmmM;MﬂMWﬂwWﬂnaef:
of marked economic expansios, In fact, ane of wy good colleagues has
just publighed 8 thess to this effect, thai, h:gh as is cur economy
currantly, with?ﬂmmiﬂnpmlaiamhbotfm,wﬂhamml
wgmdmmmm.nmweweMkmmmw.
trend line; that we bave just now inished waking up for all of the
atiTition which charactorized our econosny daring the thuriiss and the
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attrition that went on aga:n in the private econony during World War 1.

Stunce stock prices are supposed to refiect the future proxpects
of wndustry, there s another factor iryalved, and that s investimonts
.5 technieal resvarch, the growth of ndustrial research that has exerged
since the yearas of World War Il. Look at the research sxpenditures
that Ameriean industry 's making, slong with pure research--thres
and 2 half or four billico doliars & yosr--and think what thal promises
to throw off i terins of aew products, ia aew opportunities for investwment.

1 sx:ight adgo mdd one othar soiat. There is to the credit of
stockholders as much as thirty or forty billion dollars of capital gaing
that bave accrued to thewm over the sasf year or past two yaars, and
that toc has been and (3 affecting the rate of parchases and the high
ievels of congun.ptien that are going on currenily. You might have Soine
stock tn CGenetrsal Motors, 36 an exao:ple. You gec it go up frowx 55 to
138. Ewvon though you never sell that siock--and I dan’'t know why you
ahould seil :t--you vealize that its uet worth has gone up, you reamlize
that your capital geins are large, and you proceed 10 ipead more
traely sgeinst that background of capital gains.

Now, those arz on the plus side. Un the negetive gide, 29 best
I can pet the story frex pecple who do follow the mrarket clogely, they
think that stock prices 1 the xan are close to, if pot at, their crest
or: & short-run basis. Tor what i is worth, they feel a need for a
technical corvection in the months imwadiately shead, before the
resawaption of an wwward movemasnt.

35




Bt if you wers 1o bring into thie rour a dozen conservative--
and there arc gomce--Securily analysts and ask ther to gaees as to the
icvsl of the Dow Jonea index over the next four or five yemrs, I don't
thiuk there would be a o0 in the dozen who would depart from the
thesis that the Dow Jones index for the next five yesrs would be 100 or
150 points higher than it is now. That s not my forecast. Thiﬁ‘it
just roughly on my part & consensus of the view of the conservative
sscarity analystis at the ooomen.

SJHESTION: VWould you eare 1o define what you siean by small
bus:ness aod whad it place is in the future

MR, GAINSBRUGH: That ig a definition that s bard to come
at. I kuow what tha official definitions are. They wosld ren abowt 250
to 558 ex:ployees. They might stop at a guarter or & thurd of a4 mullion
dJollars of sales. They use three criteria: awrbar of expivyers, vol-
sose of sales, sasd cmpitel Dvamtmeni., The more sophisticated would
racognize that tn the ateel indusiry o smwall business o ght still be as
erteh ag five or ten million and still be down in the lower ranks of the
#teel industry. Seo I sk 2 varies frow iodustry to :ndustry, acd
that the official definition is st 3n extren:ely worksble one when you
gt down to specific wndwniries.

Naw, I think whet the figuren ahow abomt the piace of soali
businesas is this: Dsapite the growth threugh the reerger mavement,
and deapite the huge sales of Goueral Motors and U, 5. Steel, as Dr.
Kress will show wnhen e gets to nstisonl inoome, the nonvtorporate
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and nan-farm enterpriges are getting juat about as large » share of
the national income currautly as they were twenty or twenty-five years
age, The namber of what we call cotreprengurs, swaer-aperators,
catside of agriculture, comtisuss to grow at about the sawme rafe aa
our oatiooal econeny.

¥ I wore sressed to give a siagle conclusion without an oppoer~
tanity to develdy the histery hwrther, 1 womld say it @ difficult, .f not
srpoasible, to find svidaenne thal seall business has lost :n terms of
relative imgortance i the American sconory sver the past twenty-five
vears., I ia changing in iis cempuation, More and more of the sroall
busnesses are in what we cali the pervice aector, They aervice the
gadgets we have is our homes or the gadgets we bBave in industry. Bat
thare ia & role, mod it would seern to be juet as important & ole, for
sa:all beainess todey as bofore the amergency began.

S UESTIGN: You referred in pasing to foreign coapetition.
Loes this seen: to be a fscter that will have any subatantini effect in
the next several years

ME, GARSEBROOH: I would say, yes, with ressrevations. I
aw & free trader by heart.

Lo the positive aide, one of the elemeonts that I wonld stress
18 the Iact that the contingous increases in our living standards are an
attraction for Western Furope. The presaures are amargung constantly
i Westers Europe for higher wages and for higher living standarda,
for more of the pood things of life thet our seonon.y possesses. Westersn
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Europe 10 e seeins 10 be standng on the threshold of ita own awntomo-
tule and clectrical squipm.ant age. There weore 37 million motor cars
sroduced {n Western Zurepe last year. 'This 13 aot bed compared to
stice earlier ligures. They sre beginning t0 move o wass croduction
and yoass conu iR .ca of motor cars and electrieal mmem of all
types. That ia turr .5 generating oresaures withia those sconom o
for al} of these facilities that are required, and will perbape provide
the corvection sitimately for the gan that exists between ladbor costs
in this syuniry and the labor costs 1n foreign cowmniries. ’

Cn the comtractionary s.de, 1 think we #till have {0 count the
incrsased competitico (¢ which the Americas producer s expoasgd
becaugse of the axtremsely low labor costs wn Japan, India, and elsewbere;
and the loss, not 80 much to those procecers of our domest:c roarket,
but the incressing penetratian of the foreign producer, with hiz low
labor castz, into the newtral markets, Latin Americs baing a cssge 1n
padnt,

Short-ren-wise, therefore, I would have to List the eont:naing
besn in Wastern Furope as being & fevorable sxpansionary {actor,
Ap their levsls of Living rise, I thok we will find additional demands
wgan producers of fabricated materials in this country for exporta
abroad. Bet as they grow mere preoficient, and with their lower lsbor
costs, 1think they will compete avan mare vigorously with us For neutral
warkets, and in that sense diminiak the market potential of soroe of
our export industries, Mamwmm;mein point,
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JUESTION: Jrofessar, you indicated that age of the factors
that tended t0 be good about the nresant state of the cconomy s the
level of prices for the last several yeare. Then in vour digcussion
zbout the aickuess of agriewliure you pointed omt that for econom.c
reasonns sod for palitical resscns, in the .mmediate or very aesr lutaore
something conld bappen. In the pepers just yesterday | saw a notice
abont sure goveraars pgotting together and deciding to explore wayse
and wenas of doung ssmsthing about the #:tuaizan. I darvesey thet
before the next electian womething very concrete will dceunr 19 ralse
the parity. Now, what iz the effect of this going tc be

MR, GAINSBRUGH: That :» & shrewd cbservation on a
paradex, sod 1 don't think 1 18 just 2 slight one. In ny views on the
favorable sapect, the stability of prices as they reiate to non-ugricul-
taral commodities, the weaksess I refarred to was the decline of
agriewltnral prices.

111 conld sgplain it at all, I think ] would put it on th.s baais:
that so far &8 the non-farm commoditien sre conceraed, American
industry seew:s to have embarked upon a policy of improving the prod-
uct rather thean cutting the srice, in the hope that 2 new codel or s
better gedget would help stimuiate consumption demand more than
would a ewt L price. ‘nd 1 think et can be deiconstrated in the
awtomotive idusiry--that the marked shanges in styling and upgrading
of the car lad to 2 rather marked resun-ption i consuser domand,

In the case of agriculture I don't know what there is to the
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faro commodity that can be done to upgrade it or to make it better.
Thia mech & tru: chwnmwmmapm&m,uwdm.
withrigidﬁmu.mmmlyg&iagtommm“x;uoym
more of the stme commodity and pot anconrage hin. to grow something
¢lse. Why should a farmer shift over to some other agricultural prod-~
wetwmmhsmm#aistemnaimtﬁrmcmmummd
Mhehsamémamtmrtzmemfmceitiammw

But I think the two thiags ave still consistent in this sense: that
the current decline in agricultwral prices, although i 1s a current
element of weakness, will aitimately belp rescive the agricultural
problem over the longer term. Heace | pat .t a3 & slomcent of weakness
ouly in the short-rwm sensa.

Eearo breaks in ren-agricwitnral prices, w. 1giat, corrgersely,
mmwmmansmw. H every conswumer during
lﬁ“hﬁhﬁnmﬁmﬁﬁm&!ﬂmwmeemmwmﬂeésu
m@m,herwlﬂyunwzﬁwmemwurwk&w@tmshmne
i0 to 1S percent lowar, we icight have had a continuul spiral dewnward,
mm,&emzmmmam-mmmﬁmﬁem The policy
was: Kesp your prices ecustant, mprove quality, br.ng in new nodois,
keep consun.er paychology high. 4t lenst on the I853-5Y pxperience
iwmaymﬁMummubewﬁmmgaummemaf
streugih an there is for the ofher Hems that 1 have enumerated.

CAPT MOTT: 1 ase that we have shout exhauated gar tirme.

mwamcm.wm.mmm,
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and the iarge nuwber of guests that ars bare this n:oring, | wish
to thank you for & very interesting lecture. It has besn » plemaure
to bave you back hare, Mr. Gainsbrugh.
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