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E CONOMIC INDICATORS 

23 S e p t e m b e r  1959 

GENERAL HOUSEMAN: So far in your course on the Basic 

Review of Economics, you have been given a variety of basic informa- 

tion. You have covered economic principles; you have touched on 

certain factors which are important to the American economy; and you 

have been exposed to information on the natural resources which are im- 

portant to the American defense posture. 

There are certain other things which you should know, and this 

morning we are going to take up the subject of graphical and statistical 

Economic Indicators. I understand you have all been issued this par- 

ticular document or brochure, "Economic Indicators, " which will be 

used as a basis for at least part of the period this morning. 

Our speaker has been invited here because he is an expert in this 

particular area of indicating and discussing this subject. This is his 

sixth time before Industrial College audiences because of his specialty 

in this particular area. 

Professor Martin R. Gainsbrugh is the Chief Economist for the 

National Industrial Conference Board. This is the organization which 

has been a pioneer in the study of basic indicators which will enable 

business men, government leaders, and others interested in trying to 

forecast busts, booms, or the way the economy is going in the future. 



P r o f e s s o r  G a i n s b r u g h  h a s  d i s p l a y e d  an i n t e r e s t  in t h i s  C o l l e g e  

by  c o m i n g  h e r e  s ix  t i m e s ,  but  he  a l s o  is  a m e m b e r  of the  B o a r d  of 

A d v i s e r s  f o r  t h i s  C o l l e g e .  P r o f e s s o r  G a i n s b r u g h .  

P R O F E S S O R  GAINSBRUGH: I a m  d e l i g h t e d  to  be  wi th  you  a g a i n  

t h i s  m o r n i n g .  The  b u g l e s  b l e w  a l i t t l e  e a r l i e r  t h a n  u s u a l .  

I p r o p o s e  to s p e a k  wi th  you  about  the  t h r e e  q u e s t i o n s  i n v o l v e d  in 

t he  b u s i n e s s  ou t look  as  of l a t e  S e p t e m b e r  1959, u s i n g  a s  the  b a s i s  f o r  

m y  c o n c l u s i o n s  and fo r  m y  a n a l y s i s  the  f low of c u r r e n t  e c o n o m i c  in te lLi -  

g e n c e  c o n t a i n e d  in  the  d o c u m e n t  w h i c h  y o u  a l l  by th i s  t i m e ,  I hope ,  h a v e  

b e f o r e  you .  We w i l l  be a b s o l u t e l y  los t  w i t h o u t  (a) " E c o n o m i c  I n d i c a t o r s ,  " 

(b) a s h a r p  pen  o r  p e n c i l  so  tha t  we  c a n  pos t  s o m e  of t he  m o r e  r e c e n t  

f i g u r e s  t ha t  w i l l  h e l p  us  to  ge t  a d e t e r m i n a t i o n  of o u r  c u r r e n t  pos i t i on ;  

and (c) at  l e a s t  in m y  i n s t a n c e ,  20 -20  v i s i o n ,  w h e t h e r  a r t i f i c i a l  o r  o t h e r -  

w i s e .  

K e e p i n g  in m i n d  the  e s c a p e  of t i m e ,  I have  c l e a r l y  f ixed  in  m y  m i n d  

t h e  a d m o n i t i o n  g i v e n  m e  in a t a l k  in  T e x a s  not  so  long  ago  by the  c h a i r -  

m a n - - t h e  c h a l l e n g e  T e x a n s  now g ive  to e v e r y  b u s i n e s s  a n a l y s t  o r  e c o n -  

o m i s t  who p r e s e n t s  h i s  v i e w s  to a T e x a s  a u d i e n c e .  It i s  t h i s :  "If  you  

d o n ' t  s t r i k e  o i l  in  t he  f i r s t  30 o r  40 m i n u t e s ,  qui t  b o r i n g .  " 

I s a id  t h e r e  a r e  t h r e e  q u e s t i o n s  i n v o l v e d  in  t h e  b u s i n e s s  ou t look ,  

and we have  a s s e m b l e d  in  " E c o n o m i c  I n d i c a t o r s "  m a t e r i a l s  b e a r i n g  on 

a l l  t h r e e  q u e s t i o n s .  I c o m m e n d  t h e s e  t h r e e  q u e s t i o n s  to you  f o r  u s e  in  

a p p r a i s i n g  p r o b l e m s  i n v o l v i n g  the  ou t l ook  f o r  an  i n d i v i d u a l  f i r m ,  
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for a region, and for a community, as well as for the Nation. 

The f i rs t  question involved in the outlook, on which the mater ial  

contents in "Economic Indicators" are helpful in this connection, is: 

Vvq3ere are we ? Just how bad or how good are things after 70 days of 

i n a c t i v i t y  in t he  s t e e l  i n d u s t r y ,  f o r  e x a m p l e  ? It i s  not  a l w a y s  e a s y  to 

ge t  a f ix on o u r  c u r r e n t  p o s i t i o n .  Too  f r e q u e n t l y  i n d i v i d u a l  e m o t i o n s  

ge t  in t he  way ,  o r  the  l i m i t s  of p e r s p e c t i v e  d t he  i n d i v i d u a l .  He s e e s  

t he  N a t i o n  in t e r m s  of t h o s e  e v e n t s  o r  s t a t i s t i c s  w h i c h  a r e  c l o s e  to h i s  

own interests. 

I was in Washington in March or April of this year when parades 

of the unemployed were being organized in the belief that the problems 

of mass unemployment of a mature, stagnant economy were back with 

us as we entered the sixties in the same way that they had been with us 

in the thirties. It is not always easy to get an accurate determination 

of where the economy stands at a given moment of time. We shall try, 

on the basis of the data contained in "Economic Indicators. " That's 

the f irst  question. 

The second question involved in the outlook that I propose to explore 

wi th  you,  u s i n g  " E c o n o m i c  I n d i c a t o r s ,  " i s :  How did we  ge t  w h e r e  we 

a r e ?  What  a r e  the  f o r c e s ,  b e g i n n i n g  in A p r i l  of 1958, w h i c h  gave  us 

m o n t h  a f t e r  m o n t h  of u n b r o k e n  r e c o v e r y ,  so  m u c h  s o  tha t ,  by  A p r i l  o r  

May  of 1959 we m o v e d  f r o m  the  c y c l i c a l  p h a s e  of r e c o v e r y  in to  the  nex t  

g r a t i f y i n g  p h a s e  of t he  b u s i n e s s  c y c l e ,  the  p h a s e  of p r o s p e r i t y  in  w h i c h  
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we find ourselves right now and in which I think we will continue to be 

for many months to come. What are the forces which produced this 

recovery and broadened it and deepened it so that recovery was trans- 

formed into prosperity? Can they be identified ? Again, using the 

materials contained in "Economic Indicators, " I think we can throw 

some Light on that question. 

Then, finally, and this is perhaps as challenging a time as any I 

have faced with this audience, the third and last question: On the basis 

of our appraisal of where we are and how we got where we are, what is 

the outlook for the months immediately ahead, in the face of the uncer- 

tainty surrounding labor-management relaticns, in the face of the uncer- 

tainties which characterize operations down at the lower end of Man- 

hattan in recent weeks, and in the face of international uncertainty ? 

This is a hazardous occupation, dealing with questions surrounded 

with such imponderables. Nevertheless, business must plan for the 

weeks and months immediately ahead. Governments, too, must plan, 

and consumers, too, plan. And so, hazardous as is the answer to the 

third question, we will explore that, using some of the tools again, 

presented for your guidance, in this invaluable document, "Economic 

Indicators. " 

I might tell you a bit at this point about the origin of this document. 

It was brought into being shortly after the Employment Act of 1946, 
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shortly after the creation of the Council of Economic Advisers and the 

Joint Economic Committee. The members of the Council and the staff 

of the Council, in typical professional style, looked at the economy, 

using the flow of current economic intelligence available to them--the 

organized body of statistical information and the charts presenting the 

results of this statistical information in organized form. 

Word got around that the Council member~ o~rthe Chairman of the 

Council, was taking these charts along with him when he briefed the 

President or other members of the Cabinet as to the state cf the economy. 

So members of Congress asked if they, too, couldn't see what it was the 

three Wise Men in Washington were saying about the current state of 

the economy and its prospective position. 

So gradually this document became a public document. It is now 

available monthly, one of the most sought-after documents to come out 

of Washington, and one of the biggest bargains in this era of inflation at 

$2.00 per year. For $2.00 per year, you can see exactly what it is 

the Chairman of the Council of Economic Advisers is telling the President 

of the United States and the members of the Cabinet when he briefs them 

week by week and month by month on the state of the economy. 

Well, look with me, first, at the Table of Contents, and see the 

facets of information covered by organized statistical data--shorthand 

that economists and statisticians use for the communication of fact. 

You have become intimately acquainted with some of these measures in 
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t h e  days  p r e c e d i n g  th i s  l e c t u r e .  One of the  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 s  the  e c o n o m i s t  has  m a d e  to i n f o r m  b u s i n e s s ,  i nd iv idua l ,  and c o m -  

m u n i t y  j u d g m e n t  is  the  d e v e l o p m e n t ,  on p a g e s  1 t h r o u g h  10, of an 

o r g a n i z e d  s y s t e m  of n a t i o n a l  a c c o u n t s .  I c o m m e n d  t h e s e  to you h e a r t -  

i ly .  The g r e a t e s t  s i n g l e  i n v e n t i o n  of the  pas t  q u a r t e r - c e n t u r y  in  the  f i e ld  

of the  s o c i a l  s c i e n c e s  p e r h a p s  was  the  d e v e l o p m e n t  of the  i n f o r m a t i o n  

c o n t a i n e d  on page  2, the  g r o s s  n a t i o n a l  p r o d u c t  o r  i t s  e x p e n d i t u r e s .  

Stay wi th  the  Tab le  of C o n t e n t s - - I  am jus t  h i g h l i g h t i n g  s o m e  of t h e s e .  

Andy  K r e s s  and G e r h a r d  Colin have  a l r e a d y  s p o k e n  wi th  you about  tha t  

p a r t i c u l a r  m e a s u r e .  Then,  in a d d i t i o n  to tha t ,  you  s e e  the  o t h e r  b r o a d  

h e a d i n g s - - E m p l o y m e n t ,  U n e m p l o y m e n t ,  

e t  c e t e r a .  

I p r o p o s e  to u s e  s o m e  of t h e s e  m e a s u r e s .  

and Wages ;  P r o d u c t i o n ;  P r i c e s ,  

T h e r e  a r e  32 p a g e s  of 

economic indicators, and I can't possibly begin to discuss them all. 

I propose to use six of them as thermometers, as the best indicators 

that we have of current position. You might want to label on the Table 

of Contents the following as being thermometers that business economists, 

as well as governmental economists, and top management and middle 

management, more and more, appraise and analyze intensively in trying 

to get a more accurate picture of our current position. 

Such thermometers embrace, page 2, Gross National Product. That's 

an excellent thermometer, the best measure of total economic activity that 

we as a people thus far possess. The second thermometer, the second 
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m e a s u r e ,  of a g g r e g a t e  e c o n o m i c  a c t i v i t y ,  page  4, i s  P e r s o n a l  I n c o m e .  

As  you  know,  c o n s u m e r s  e v e n  at  t he  m o m e n t  h a v e  m o r e  m o n e y ,  d e s p i t e  

t he  s t e e l  s t r i k e  and the  e c o n o m i c  l o s s e s  of the  s t e e l  s t r i k e ,  f a r  m o r e  

m o n e y ,  at  t h e i r  c o m m a n d  t h a n  t h e y  had  a y e a r  ago; and t h e y  a r e  s p e n d i n g  

as  f r e e l y  as  t h e y  w e r e  a y e a r  ago .  

G r o s s  N a t i o n a l  P r o d u c t ,  t h e r m o m e t e r  No.  1, and S o u r c e s  of 

P e r s o n a l  I n c o m e ,  t h e r e m o m e t e r  No. 2, page  4 - - t h e s e  two  you  h a v e  

a l r e a d y  c o v e r e d ,  w i thou t  q u e s t i o n .  

A t h i r d  one  tha t  we  w i l l  look  at  i s  S t a tu s  of t he  Labor  F o r c e :  

E m p l o y m e n t  and U n e m p l o y m e n t ,  page  11. 

A f o u r t h  o n e - - a n d  t h i s  one  I w i l l  s t a r t  w i t h - - i s  I n d u s t r i a l  P r o d u c t i o n .  

Th i s  is  in m a n y  w a y s  t he  m o s t  h i g h l y  r e s p e c t e d  of a l l  of o u r  m e a s u r e s  

of c u r r e n t  pos i t i on ;  f o r  t h i s  v e r y  good r e a s o n - - t h a t  the  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  w a s  in  the  p r i m e r s  t ha t  w e r e  u s e d  by  top and m i d d l e  

m a n a g e m e n t  w h e n  t h e y  w e r e  t a k i n g  e c h o  1 and e c h o  2. T h e y  u n d e r s t a n d  

i t ,  t h e y  a r e  f a m i l i a r  w i th  it, and t h e y  have  g r e a t  c o n f i d e n c e  in i t .  It 

i s  a l s o  put  out by  t he  F e d e r a l  R e s e r v e  B o a r d ,  and to b u s i n e s s  t ha t  m e a n s  

tha t  it  i s  s t i l l  on a gold s t a n d a r d .  T h a t ' s  t he  f o u r t h  t h e r m o m e t e r .  

And the  f i f th  and s i x t h  you  h a v e  b e e n  c o n c e r n e d  w i th  in  the  l e c t u r e s  

i m m e d i a t e l y  p r e c e d i n g  m i n e - - t h e  P r i c e  t h e r m o m e t e r s ,  p a g e s  23 and 24. 

T h e y  a r e  he lp fu l ,  and  we h a v e  m a d e  g r e a t  p r o g r e s s  in s p e e d i n g  up the  

f low of c u r r e n t  i n f o r m a t i o n .  

a r e a s ,  but ,  in  t he  a g g r e g a t e ,  

We n e e d  to  do a m u c h  b e t t e r  job in s o m e  

we s p e n t  m a n y  y e a r s  and m u c h  of pub l i c  
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and p r i v a t e  funds  in  d e v e l o p i n g  and i m p r o v i n g  the  f low of c u r r e n t  

e c o n o m i c  i n t e l l i g e n c e .  

Now, to  whe t  y o u r  appe t i t e ,  on th i s  Tab l e  of Con ten t s  t h e r e  a r e  

a l s o  i n d i c a t e d  m e a s u r e s  w h i c h  have  h igh  b a r o m e t r i c  va lue ,  w h i c h  

t h r o w  s o m e  l ight ,  but  b e t t e r  l igh t  t han  we have  b e e n  ab le  to  h a v e  in 

the  pas t ,  upon  the  f u t u r e  c o u r s e  of o p e r a t i o n s  of the  e c o n o m y .  I p r o -  

p o s e  to dea l ,  in  the  t i m e  a v a i l a b l e  to m e ,  wi th  about  a h a g - d o z e n  of 

t h e s e  b a r o m e t e r s ,  as  d i s t i n c t  f r o m  t h e r m o m e t e r s .  Le t  m e  i d e n t i f y  

the  s i x  b a r o m e t e r s  fo r  you.  

B a r o m e t e r  No. 1 - - a n d  i t ' s  h a v i n g  i t s  i n f l u e n c e  s t e a d i l y  t h r o u g h o u t  

t h i s  y e a r  in  t e r m s  of b u s i n e s s  d e c i s i o n s - - i s  C o r p o r a t e  P r o f i t s ,  page  8. 

B a r o m e t e r  No. 2 is  I n t e n t i o n s  to Inves t  in New P l a n t  and E q u i p m e n t ,  

page  10. This  is  a h i g h l y  s e n s i t i v e  i n d i c a t o r ,  one tha t  t y p i c a l l y  t u r n s  

down w e l l  b e f o r e  b u s i n e s s  t u r n s  down and t y p i c a l l y  t u r n s  up w e l l  b e f o r e  

b u s i n e s s  in g e n e r a l  t u r n s  up. 

A~verage L e n g t h  of t he  Work  Week  i s  on page  13, and,  in  the  f a c e  

of  the  s t e e l  s t r i k e ,  how g r a t i f y i n g  it i s  to  t e l l  you tha t  the  a v e r a g e  l eng th  

of the  w o r k  w e e k  r o s e  aga in  in Augus t ,  and u n d o u b t e d l y  is  r i s i n g  a g a i n  

in  S e p t e m b e r .  T h a t ' s  the  t h i r d  of the  b a r o m e t e r s .  

The  f o u r t h  b a r o m e t e r  is  C o n s t r u c t i o n  C o n t r a c t s ,  page  19. 

The  f i f th  b a r o m e t e r  is  Hous ing  S t a r t s  Today,  and our  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  t o m o r r o w  and t o m o r r o w  and t o m o r r o w - - a  l e a d i n g  s e r i e s - -  

page  20. 
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The l a s t  one is  New O r d e r s ,  p a r t i c u l a r l y  of the  d u r a b l e  goods  

i n d u s t r i e s - - S a l e s  and I n v e n t o r i e s .  Rea l l y ,  to be a c c u r a t e ,  t he  Tab le  

of Con ten t s  shou ld  say ,  Sa l e s ,  I n v e n t o r i e s ,  and New O r d e r s ,  M a n u -  

f a c t u r i n g  and T r a d e .  

T h e r e  is  a n o t h e r  one  h e r e ,  but I w i l l  s i m p l y  r e f e r  to t h i s  one  in  

p a s s i n g ,  w i thou t  c o m m e n t .  S o m e  of you have  a l r e a d y  a s k e d  about  it .  

The  s e v e n t h  b a r o m e t e r ,  w i thou t  c o m m e n t ,  i s  on P a g e  30, S tock  

P r i c e s .  

L e t ' s  e x a m i n e  f i r s t  the  t h e r m o m e t e r s  and wha t  t h e y  t e l l  us about  

o u r  c u r r e n t  p o s i t i o n .  We s t a r t  w i th  page  16. While  you a r e  f i nd ing  

tha t  p a g e - - t h i s  i s  a m e a s u r e  of t he  p h y s i c a l - - s t r e s s  the  w o r d  " p h y s i c a l "  

and u n d e r s c o r e  i t - - t h e  p h y s i c a l  output  of the  N a t i o n ' s  f a c t o r i e s  and 

m i n e s .  You don ' t  get  b o g g e d  down wi th  c h a n g e s  in  the  p u r c h a s i n g  p o w e r  

of the  d o l l a r  in  the  u se  of t h i s  p a r t i c u l a r  m e a s u r e - - t h e  p h y s i c a l  output  

of the  N a t i o n ' s  f a c t o r i e s  and m i n e s .  If by t h i s  t i m e  you have  found page  

16, you s e e  c h a r t e d  on page  16, up at t he  top,  t he  c o u r s e  of the  output  

of the  N a t i o n ' s  f a c t o r i e s  and m i n e s  t h r o u g h  the  m o n t h  of Ju ly .  Y o u ' l l  

n o t i c e  one g e n e r a l  c h a r a c t e r i s t i c  of the  l i n e s  on the  c h a r t ,  w h e t h e r  t h e y  

be fo r  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 ,  f o r  d u r a b l e  output ,  o r  fo r  sof t  goods  

output ,  n o n d u r a b l e .  S o m e w h e r e  in  t he  m o n t h s  of A p r i l  o r  May  o r  June  

o r  Ju ly  t h e s e  i n d e x e s  b r o k e  in to  new h igh  g round ,  m o v i n g  us f r o m  the  

s t a g e  of r e c o v e r y ,  

a r o u n d  A p r i l  1958. 

wh ich  began ,  as  I to ld  you, 

You s e e  the  b ig  V t h e r e .  
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1958 the year of the big V, particularly for the capital goods industries, 

for the durable goods industries. By mid-1959 virtually every component 

of the index of industrial production, particularly factory components, 

was into new high ground, moving us from the recovery phase of the bus- 

iness cycle into the prosperity phase. 

The prosperity phase of the business cycle is very quickly defined. 

It is that phase of the business cycle in which we move into new high 

ground in terms of physical output, in terms of employment, in terms 

of personal income, and in terms of corporate profits. You know the 

happy phases which mark the stage of prosperity. 

Let me tell you one other thing by way of historic perspective. 

The prosperity phase is the last and final phase of the four stages of 

the business cycle. It runs its course as do all of the other phases of 

the business cycle. This prosperity will run its course as have all past 

prosperities. We build up stresses and strains in our society during 

the prosperity phase which ultimately bring it to its close. 

Prosperity, the final phase, is followed by the initial phase of the 

next cycle, contraction; then contraction runs its course and becomes 

either recession or depression; then recession or depression is replaced 

by expansion; then expansion begins and runs its course and becomes 

either recovery or prosperity. 

We find ourselves now in the fourth and last phase of the business 

cycle. Examine the history of the United States and you will see how 
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i m p o r t a n t  i t  i s  to  h a v e  t h i s  o r g a n i z e d  s t a t i s t i c a l  i n f o r m a t i o n  at  o u r  

c o m m a n d ,  p a r t i c u l a r l y  the  n a t i o n a l  a c c o u n t s ,  s t r e t c h  b a c k  o v e r  a 

c e n t u r y  o r  a c e n t u r y  and o n e - h a l f .  E x a m i n e  it  i n t e n s i v e l y  as  h a s  t he  

N a t i o n a l  B u r e a u  o r  the  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 ,  o r  s o m e  

of o u r  o t h e r  r e s e a r c h  i n s t i t u t i o n s  c o n c e r n e d  wi th  the  p r o b l e m s  of the  

b u s i n e s s  c y c l e ,  and you  w i l l  f ind tha t  t h i s  p r o s p e r i t y  p h a s e ,  w h i c h  I 

s a y  is  c l e a r l y  i d e n t i f i e d  f o r  you in t e r m s  of ou tput  on page  16, o n c e  

begun ,  r u n s  i t s  c o u r s e ,  the  a v e r a g e  l e n g t h  of t ha t  p h a s e  of t he  b u s i n e s s  

c y c l e ,  as  b e s t  it  c a n  be  m e a s u r e d ,  in  a r o u n d  12 to 18 m o n t h s .  Th i s  

one  b e g a n  in  A p r i l  o r  May  of 1959; so,  i f  you  b e l i e v e  in  m e c h a n i c a l  

a p p r o a c h e s  to  the  b u s i n e s s  c y c l e ,  you  know tha t  t h i s  p r o s p e r i t y  p h a s e ,  

too,  w i l l  end .  But,  e v e n  in the  f a c e  of the  s t e e l  s t r i k e ,  t h e r e  a r e  

m a s s i v e  f o r c e s  at  w o r k  tha t  m i g h t  c o n c e i v a b l y  c o n t i n u e  th i s  p h a s e  of 

the  b u s i n e s s  c y c l e  f o r  m o n t h s  to c o m e .  In m y  m i n d - - a n d  I w i l l  d o c u -  

m e n t  t h i s  as  b e s t  I c a n - - w e  f a c e  the  p r o s p e c t  of one  of t he  l o n g e s t  p h a s e s  

of p r o s p e r i t y ,  in  a c y c l i c a l  s e n s e ,  t ha t  we  h a v e  had s i n c e  the  end of 

W o r l d  W a r  II~ o r  p e r h a p s  at  any  t i m e  in m r  h i s t o r y .  
j u s t  

Well ,  a l l  of t h i s ,  t hen ,  i s  by  w a y  of w h e t t i n g  y o u r  a p p e t i t e  f o r / o n e  

of t h e s e  m e a s u r e s ,  the  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  and  wha t  it  t e l l s  

us  abou t  o u r  c y c l i c a l  p o s i t i o n .  It a l s o  t h r o w s  s o m e  l igh t  on o u r  s h o r t -  

t e r m  p o s i t i o n ,  b e c a u s e  I c a n  now give  you  to  pos t  on page  16 the  A u g u s t  

f i g u r e s ,  and I c a n  e v e n  h a z a r d  a g u e s s  as  to  w h a t  t he  S e p t e m b e r  f i g u r e  

m a y  b e .  
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Steel is important to the American economy. Steel carries a 

weight in the industrial production of around 3 percent of the 100 per- 

cent total. Steel accounted for around 7 points of the 155 points that 

you see as the aU-time high of the index of industrial production back 

in June. The August figure--that was a month characterized by 12 

percent output in the steel industry--despite all the moaning and wail- 

ing that went on, was 149. As you will see, that's above the pre-recession 

peak, if you look back--historic perspective. Even without the contribu- 

tion of the steel industry, the physical output of the Nation's factories 

and mines in the month of August was 149. And we believe that when 

the September figures come out, in the face of the headlines that we 

have been seeing about the closing-down of some plants in Pennsylvania 

and that possibly one of the big three may be facing some steel diffi- 

culties in the weeks immediately ahead, even so, the September figure 

may be around 145--pretty close to the pre-recession peak of industrial 

production, which was reached in February of 1957 at 146. 

The steel strike is biting into the physical output of the Nation's 

factories and mines, but this is a huge economic system, and in many 

areas of our economy physical output is continuing to break into new 

high ground in the month of September as it did in the months of July 

and August. 

Now, on page 17, just by way of documentation of what I have been 

saying, you can trace the course of physical output of some of the major 

12 



i n d u s t r i e s .  See  the  s t o r y  as  it i s  u n v e i l e d  fo r  you on page  17. 

P r i m a r y  m e t a l s  in the  m o n t h  of Ju ly  wen t  down to  113 f r o m  i t s  a l l -  

t i m e  p e a k  in the  m o n t h  of May at 154. But f a b r i c a t e d  m e t a l  p r o d u c t s  

a r e  at an a l l - t i m e  high,  in  the  m o n t h  of Ju ly .  M a c h i n e r y  output  is  at 

an a l l - t i m e  h igh .  New h igh  g r o u n d - - a  d o c u m e n t a t i o n  of the  p r o s p e r i t y  

t h e s i s  in  the  m o n t h  of Ju ly .  The s i c k  n e e d l e  t r a d e s  tha t  s o m e  of you  

h a v e  h e a r d  about  w e r e  at an a l l - t i m e  h i g h - - t e x t i l e s  and a p p a r e l - - i n  

the  m o n t h  of Ju ly .  An i n d u s t r y  tha t  l agged  in i t s  r e c o v e r y  p a t t e r n  

fo r  a whi l e ,  the  c h e m i c a l  i n d u s t r y ,  in the  m o n t h s  of June  and Ju ly  was  

at  an a l l -~ ime h igh .  We a r e  e a t i n g  m o r e  and d r i n k i n g  m o r e  t h a n  e v e r  

b e f o r e .  The  Ju ly  and A u g u s t  food f i g u r e s  a r e  at an a l l - t i m e  h igh .  

The  s t e e l  s t r i k e  i s  m a s k i n g  the  p r o s p e r i t y  p h a s e  tha t  is  p r e s e n t  

in  v i r t u a l l y  e v e r y  o t h e r  s e c t o r  of the  e c o n o m y ,  e x c e p t  f o r  t h o s e  s e c t o r s  

tha t  a r e  a f f ec t ed  by s t e e l  s h o r t a g e s  and wi l l  be  a f f e c t e d  i n c r e a s i n g l y .  

Well ,  I have  m a d e  one point ,  then ,  in c o n n e c t i o n  wi th  th i s  p a r t i c u l a r  

m e a s u r e  of i n d u s t r i a l  p r o d u c t i o n .  It r e a c h e d  i t s  low in  A p r i l  of 1958. 

We had 12 m o n t h s  of u n b r o k e n  r e c o v e r y  t h e r e a f t e r ,  and by A p r i l  o r  

May or  June  of t h i s  y e a r  we m o v e d ,  on the  b a s i s  of t h i s  m e a s u r e ,  f r o m  

the  p h a s e  of r e c o v e r y  in to  t he  p h a s e  of p r o s p e r i t y .  

A quick,  f l e e t i n g  r e f e r e n c e ,  now, to a s e c o n d  t h e r m o m e t e r ,  f l e e t i n g  

b e c a u s e  you have  a l r e a d y  b e e n  e x p o s e d  to i t  by G e r h a r d  C o l i n - - p a g e  2, 

total national economic activity. These figures are already familiar 

to you. This is the dollar value of the Nation's total output of goods and 
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s e r v i c e s - - n o t  j u s t  wha t  i s  t u r n e d  out in the  f a c t o r i e s  and  m i n e s ,  bu t  

wha t  g o e s  on in a g r i c u l t u r e  and c o n s t r u c t i o n  and g o v e r n m e n t  and  r e t a i l  

t r a d e  and e v e r y  f o r m  of a c t i v i t y  in  t he  c o u n t r y .  You m i g h t  wan t  to 

p o s t  on page  2, j u s t  f o r  p u r p o s e s  of l o n g - t e r m  p e r s p e c t i v e ,  the  f i g u r e  

f o r  t he  g r o s s  n a t i o n a l  p roduc t ,  the  s e c o n d  c o l u m n  h e r e ,  f o r  t he  y e a r  

1959. We u s e d  to  be ,  g e n t l e m e n ,  a $90 b i l l i o n  e c o n o m y .  T h a t ' s  w h a t  

we  t u r n e d  out  in the  c o u r s e  of a y e a r  p r i o r  to Wor ld  W a r  II, a $90 

b i l l i o n  e c o n o m y .  W e ' v e  gone  f r o m  a $90 b i l l / o n  e c o n o m y  t o - - y o u  s e e  

the  f i g u r e  fo r  the  s e c o n d  q u a r t e r - - a  $484 b i l l i o n  e c o n o m y ,  a m u l t i p l e  

of w e l l  o v e r  5, b e t w e e n  1939 and 1959. 

You s e e ,  too,  f u r t h e r  c o n f i r m a t i o n  f o r  wha t  I h a v e  s a i d  e a r l i e r ,  

t ha t ,  in  t e r m s  of the  d o l l a r  ou tput  of the  N a t i o n ' s  e n t e r p r i s e s ,  we  a r e  

now in new h igh  g round ;  and we a r e  of the  b e l i e f ,  e v e n  in  the  f a c e  of 

wha t  ha s  h a p p e n e d  to t h i s  e c o n o m y  b e c a u s e  of the  s t e e l  s t r i k e ,  t ha t  

w h e n  the  t h i r d - q u a r t e r  GN,I=' f i g u r e s  a r e  r e l e a s e d - - a n d  we a r e  c o m i n g  

now to  the  c l o s e  of the  t h i r d  q u a r t e r - - t h e  f i g u r e  tha t  w i l l  e m e r g e  w i l l  

be  $485 b i l l i o n  of g r o s s  n a t i o n a l  p r o d u c t .  We a r e  f u r t h e r  of the  b e l i e f  

t ha t  in  the  f o u r t h  q u a r t e r  we w i l l  b r e a k  in to  new,  n e w  h igh  g r o u n d ,  

and  tha t  in a l l  l i k e l i h o o d - - a n d  t h i s  is  wha t  p r i v a t e  b u s i n e s s  e c o n o m i s t s  

a r e  t e l l i n g  top  m a n a g e m e n t  in  t e r m s  of p l a n n i n g  f o r  t he  m o n t h s  i m m e d -  

i a t e l y  a h e a d - - a n d  t h e y  l i t e r a l l y  a r e  on the  f i r i n g  l i ne  if  t h e y  a r e  w r o n g  

too  o f t e n - - t h a t  c a n ' t  be  s a i d  of a l l  t he  m e m b e r s  of t h e  e c o n o m i c  f r a t e r n i t y - -  

s o m e  of t h e m  h a v e  t e n u r e - - b u t  t h i s  p a r t i c u l a r  g r o u p  has  to  be  r i g h t  m o r e  
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of t en  t han  n o t - - w e  had b e t t e r  g e t t i n g  u s e d  to  a n e w  s y s t e m  of n u m e r -  

o l o g y - - t h e  t r i l l i o n s  r a t h e r  t h a n  the  b i l l i o n s ;  t h a t  by  t he  end of t h i s  

y e a r  we w i l l  h a v e  f o r  the  f i r s t  t i m e  m o v e d  in to  t he  h a L f - t r i l l i o n - d o l l a r  

l e v e l .  VisuaLize  t he  fun e c o n o m i s t s  w i l l  h a v e  w h e n  we s t a r t  r o u n d i n g  

e v e r y t h i n g  to the  n e a r e s t  t e n t h  of a t r i l l i o n ,  r a t h e r  than ,  as  on page  2, 

to  t he  n e a r e s t  t e n t h  of a b i l l i o n .  

Now, t h e r e  a r e  s o m e  s k e p t i c s  out  f r o n t ,  as  t h e r e  a r e  in e v e r y  

a u d i e n c e  t ha t  I r e c i t e  t h e s e  f i g u r e s  to,  who  s ay ,  "Of  c o u r s e  th i s  h a s  

h a p p e n e d ,  and i t ' s  p r i m a r i l y  a r e f l e c t i o n  of the  p r o c e s s  of i n f l a t i on ,  

T ! 

and t h e r e  w i l l  be v e r y  Little e c o n o m i c  g r o w t h  l e f t a f t e r  yen t a k e  c o r r e c t i o n  
I 

f o r  t h i s  p r o c e s s .  " You m i g h t  a l s o  wan t  to  pos t  on page  2, t h e r e f o r e ,  

f o r  p u r p o s e s  of h i s t o r i c  p e r s p e c t i v e ,  the  f i g u r e  of abou t  $200 b i l l i o n  

d o l l a r s  in  t e r m s  of t o d a y ' s  p r i c e s  f o r  1939 ou tpu t .  T h a t ' s  how m u c h  

m o r e  the  d o l l a r  bough t  in 1939 t h a n  it  buys  t o d a y .  But  it  is  a l s o  a w a y  

of t a k i n g  c o g n i z a n c e  of the  t o l l  of i n f l a t i o n  and s t i l l  g e t t i n g  a m e a s u r e  of 

t he  e c o n o m i c  g r o w t h  of t h e  p a s t  two d e c a d e s .  W e ' v e  gone  f r o m  a $200 

b i l l i o n  e c o n o m y  in t e r m s  of t o d a y ' s  p r i c e s  to  a $500 b i l l i o n  e c o n o m y .  

E v e n  a f t e r  a l l o w a n c e  not  on ly  f o r  i n f l a t i o n  but  f o r  p o p u l a t i o n  g r o w t h - -  

we  had  130 m i l l i o n  p e o p l e  b a c k  then;  we t o d a y  h a v e  177 m i l l i o n  p e o p l e - -  

o u r  p e r  c a p i t a  GNP is  s o m e  70 p e r c e n t  h i g h e r  in r e a l  t e r m s - - 7 0  p e r c e n t  

h i g h e r  in r e a l  t e r m s - - t h a n  it  w a s  in  1939. I s t r e s s  a l l  of t h e s e  b e c a u s e  

a h o s t i l e  c r i t i c  of e c o n o m i c  g r o w t h  is  in o u r  m i d s t  and h i t s  the  h e a d l i n e s  
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t h e s e  d a y s .  T h e r e  is  s o m e t h i n g  to  be  s a i d  f o r  the  r e c o r d  of g r o w t h  

of o u r  s o c i e t y ,  too,  I t h ink .  

Tha t  was  a n o t h e r  t h e r m o m e t e r  in  f u r t h e r  s u p p o r t  of t he  t h e s i s  t ha t  

we  h a v e  m o v e d  in to  the  p r o s p e r i t y  p h a s e  of the  b u s i n e s s  c y c l e .  Now 

l e t ' s  t u r n  to  t he  t h i r d  t h e r m o m e t e r ,  and h e r e  I h a v e  to s t a r t  p i c k i n g  

up t h e  p a c e  s o  tha t  t h e r e  w i l l  be  s o m e  tLrne lef t  f o r  the  b a r o m e t e r s .  

On p a g e  11 t h e r e  is  the  e m p l o y m e n t - u n e m p l o y m e n t  t h e r m o m e t e r .  

How w o n d e r f u l  i t  is  to h e a r  t ha t  w a v e  of sound  out  front ,  t he  r u s t l e  of 

l e a v e s .  On page  11 the  J u l y  f i g u r e s  a r e  p o s t e d  in y o u r  " E c o n o m i c  

I n d i c a t o r s . "  The  A u g u s t  f i g u r e s  a r e  a l r e a d y  out .  The  good n e w s  of 

Augus t ,  in  t he  f a c e  of the  s t e e l  s t r i k e ,  w a s  t h a t  n o n - a g r i c u l t u r a l  e m p l o y -  

m e n t ,  a s  b e s t  it  cou ld  be m e a s u r e d - - n o n - a g r i c u l t u r a l  e m p l o y m e n t - - w a s  

6 0 . 9  m i l l i o n  in t he  m o n t h  of Augus t ;  6 0 . 9  m i l l i o n  n o n - a g r i c u l t u r a l  

c i v i l i a n  e m p l o y m e n t .  And u n e m p l o y m e n t  w a s  3 . 4  m i l l i o n .  R e c a l l  the  

d i s c u s s i o n s  tha t  w e n t  on in  M a r c h  and A p r i l  abou t  the  p r o b l e m s  of a 

m a t u r e  e c o n o m y  and c h r o n i c  u n e m p l o y m e n t ,  c h a r a c t e r i z i n g  the  U . S . A .  

The  u n e m p l o y m e n t  f i g u r e  in the  m o n t h  of A u g u s t  was  3 . 4  m i l l i o n .  

C o m p a r e  i t  w i th  the  f i g u r e  of 4 . 7  m i l l i o n  a y e a r  ago .  

T h e r e  is  r o o m  f o r  f u r t h e r  g r o w t h  in the  m o n t h s  i m m e d i a t e l y  a h e a d  

if  e v e r  we  r e s o l v e  o u r  l a b o r - m a n a g e m e n t  d i f f i c u l t i e s .  I m u s t  add a 

f ac t  tha t  s o m e  of y o u r  l e a d e r s  of d i s c u s s i o n  wou ld  s t r e s s  if  I d i d n ' t .  

In o u r  t r e a t m e n t  of the  u n e m p l o y e d ,  t h o s e  on s t r i k e  a r e  not  c o u n t e d  

a s  u n e m p l o y e d .  T h e y  a r e  v o l u n t a r i l y  out  of  w o r k  r a t h e r  t h a n  l a id  off 
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because of scarcity of jobs. This is the official treatment of the 

strike figures. A year ago in August there was 7.6 percent unemploy- 

ment. See the column labeled Percent of Civilian Labor Force 

Unemployed, Seasonally Adjusted--recognizing that in the months of 

August and September and October jobs are easy to get. A year ago 

7.6 percent of our labor force was unemployed. In the month of 

August this year, in part because of the difficulties arising from the 

steel strike in other industries, 5.5 percent were unemployed. 

That is a little higher than is typical in the phase of prosperity. It 

has its negative as well as its positive aspects. It suggests to this 

observer that in the months of the fourth quarter of 1959 and in 1960 

there will be slack in the labor force, which might enable us to step 

up our physical output even higher without straining those resources. 

However, this is a thermometer that gives you a mixed reading. 

I am going to skip now, for reasons of time, to the last thermometers, 

pages 23 and 24, the price thermometers, because, again, there is so 

much of value to be gained from even a quick inspection. First, on 

page 23, the prices paid by consumers--your wife and mine--for the 

goods that are bought at retail. And the very gratifying news about this 

recovery which began in April 1958 and is still continuing is that this 

has not been accompanied by the same sort of price increase which 

characterized the system from the end of World War II until about 

1957. Look at the consumer price index and you will see that--using 
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page  2 3 - - s t a r t i n g  f r o m  the  m o n t h  of May  1958, t h e r e  w a s  v i r t u a l l y  no 

c h a n g e  in the  c o n s u m e r  p r i c e  i n d e x  t h r o u g h  the  m o n t h  of M a r c h  1959. 

T h e r e  have  b e e n  now f o u r  m o n t h s  of s u c c e s s i v e  i n c r e a s e  in  the  c o n -  

s u m e r  p r i c e  index .  The  J u l y  f i g u r e  t ha t  w a s  r e l e a s e d  w a s  a r o u n d  

125. But ,  e v e n  so,  a l l  t ha t  ha s  h a p p e n e d  o v e r  t h i s  p e r i o d  cf t i m e ,  

t hen ,  i s  l e s s  t han  a 1 p e r c e n t  i n c r e a s e  in t h e  c m s u m e r  p r i c e  index ,  

e v e n  t h o u g h  c o n s u m e r s  in  the  m a i n  b e l i e v e  tha t  p r i c e s  h a v e  c o n t i n u e d  

to a d v a n c e  m a r k e d l y  o v e r  the  pa s t  12 o r  18 m o n t h s .  We h e a r d  m u c h  

abou t  the  f ac t  t ha t  p r i c e s  f a i l e d  to d e c l i n e  in  the  r e c e s s i o n .  We h a v e  

h e a r d  a l l  too  l i t t l e  abou t  t he  s t a b i l i t y  of p r i c e s  in t h i s  p h a s e  of r e c o v -  

e r y  and p r o s p e r i t y .  

A g a i n  t h e r e  a r e  s o m e  s k e p t i c s  out f r o n t .  Much  of the  r i s e  in the  

c o n s u m e r  p r i c e  i n d e x  in  the  l a s t  t h r e e  m o n t h s  w a s  s e a s o n a l  in c h a r a c -  

t e r  and w i l l  w a s h  out .  By w a y  of c o n f i r m a t i o n  look  at  page  24. Th i s  

p e r h a p s  is  of e v e n  m o r e  i n t e n s e  i n t e r e s t  to  the  s e r v i c e  g r o u p s .  The  

w h o l e s a l e  p r i c e s ,  the  p r i c e s  c h a r g e d  by m a n u f a c t u r e r s  f o r  t h e i r  f i n -  

i s h e d  g o o d s - - h o w  m a n y  of you  k n e w  u n t i l  y o u  w e r e  i n t r o d u c e d  to  t h i s  

body  of d a t a - - h a v e  b e e n  d e c l i n i n g  fo r  the  p a s t  f o u r  m o n t h s ,  and t h e y  

w e r e  a g a i n  m a r k e d l y  s t a b l e  e v e r  s i n c e  t h i s  r e c e s s i o n  b e g a n .  The  

m o n t h  of A p r i l ,  as  you  s e e  on page  24, w a s  120; M a y  w a s  1 1 9 . 9 .  Go 

down the  l i s t  and add t h e r e t o  the  f i g u r e  f o r  A u g u s t  of 1 1 9 . 1 .  

E v e n  m o r e  in  poin t ,  look  a t  the  i n d e x  of p r i c e  p e r f o r m a n c e  f o r  

p r o d u c t s  o t h e r  t h a n  f a r m s t u f f s  and f o o d s t u f f s .  Th i s  is  the  one  t ha t  

18 



b u s i n e s s  m e n  wa tch  i n t e n s i v e l y ,  b e c a u s e  t h e y  have  so  l i t t l e  c o n t r o l  

o v e r  the  f a r m  a r e a .  Note  the  s t a b i l i t y  w h i c h  b e g a n  to d e v e l o p  in  i n d u s -  

t r i a l  p r i c e s  s o m e w h e r e  a r o u n d  M a r c h  and Apr i l ,  e v e n  in the  f ace  of 

the  r e c o v e r y - p r o s p e r i t y  p a t t e r n  to w h i c h  I h a v e  r e f e r r e d .  The  Augus t  

f i g u r e  was  128 .4 ,  e x a c t l y  the  s a m e  as  Ju ly .  

We have  m a d e  p r o g r e s s  in ou r  b a t t l e  a g a i n s t  i n f l a t i on .  I don ' t  

s a y  that  we have  won the  w a r  a g a i n s t  in f l a t ion ,  but  I am s a y i n g  tha t  

the  p r i c e  t h e r e m o m e t e r s  con t inue  to  m a k e  v e r y  good r e a d i n g  r i g h t  

t h r o u g h  the  m o n t h  of S e p t e m b e r  1959. 

So m u c h ,  then ,  f o r  t he  t h e r m o m e t e r s .  T h e y  s h o w  us the  e x t e n t  

of the  r e c o v e r y ,  t he  m o v e m e n t  in to  p r o s p e r i t y ,  p r o s p e r i t y  thus  f a r  

w i thou t  i n f l a t ion .  Now fo r  the  b a r o m e t e r s - - a n d  h e r e  b e c a u s e  of r e a s o n s  

of t i m e  I w i l l  p e r h a p s  have  to con f ine  s o m e  of m y  c o m m e n t s  to  the  d i s -  

c u s s i o n  p e r i o d .  But l e t  m e  s t a r t  w i th  the  s i n g l e  m o s t  s i g n i f i c a n t  

b a r o m e t e r ,  the  one  w h i c h  l e a d s  m o r e  and m o r e  b u s i n e s s  e c o n o m i s t s  to 

s u b s c r i b e  to  the  c o n t i n u a n c e  of p r o s p e r i t y  t h r o u g h  the  b a l a n c e  of 1959 

and p o s s i b l y  a l l  of 1960. Th i s  is  page  8, the  c o r p o r a t e  p r o f i t  f i g u r e .  

C o r p o r a t e  p r o f i t s  b o r e  the  b r u n t  of t he  r e c e s s i o n .  If you  w i l l  look  at 

t he  f i g u r e s  on page  8 you wi l l  s e e  tha t  t he  r e t a i n e d  e a r n i n g s  o r  u n d i s -  

t r i b u t e d  p r o f i t  d r o p p e d  down to $3 .6  b i l l i o n  in the  f i r s t  q u a r t e r  of 

1958. T h e y  had b e e n  as  h igh  as  $11 o r  $12 b i l l i o n  in s o m e  of the  e a r l y  

q u a r t e r s  of 1956 and 1957. T h e n  w i t n e s s  the  i m p r o v e m e n t .  F i r s t  

q u a r t e r  (1959) p r o f i t  f i g u r e  is  4 6 . 5 .  The  f i g u r e  is  ye t  r o b e  r e l e a s e d  

19 



for the second quarter, but our guess is that when the corporate 

profit figure is released for the second quarter it will be at least 

$50 billion and may be as high as $52 billion. Corporation after corpo- 

ration, disciplined by the recession, cut its costs, improved its 

margins, and became a healthier, more viable body, and emerged 

from the recession as a more efficient organism. 

Why do I stress this as a barometer ? The improved profit position 

of American industry is leading corporation after corporation to take 

out of the deep freeze its programs for investment which were put therein 

in 1956 and 1957. We face the prospect of a completely different pattern 

of capital investment in the months ahead frcrn the patterns of capital 

investment from the end of the war until 1956 and 1957. The primary 

motivation of the early pattern of investment was to expand capacity, 

to bring capacity up to market requirements. In the steel industry, 

in the automotive industry, and in the chemical industry we were short 

of capacity. We were paying the price for the great depression of the 

thirties and for the restrictions placed upon private industry's expan- 

sion during World War If. We and the rest of the world were engaged 

in a rush to expand capacity up to visible market requirements. There 

was a clear-cut terminal point to that expansion program, and we reached 

that terminal point, in many instances, in late 1955 or early 1956. It 

became more and more visible with each passing month in 1956 and 1957. 
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Now, as  we c o m e  to the  end of 1959 and e n t e r  1960, t h e r e  a r e  

s t i l l  m a n y  i n d u s t r i e s  tha t  have  m o r e  c a p a c i t y  in  b e i n g  than  t h e r e  i s  

m a r k e t  d e m a n d .  Th i s  is  t r u e  e v e n  of ou r  s t e e l  i n d u s t r y  if  and w h e n  

it  goes  b a c k  to  w o r k .  T h e r e  m a y  be a r u s h  to r e b u i l d  i n v e n t o r y ,  but  

t h e  e x i s t i n g  c a p a c i t y  is  in  a l l  l i k e l i h o o d  g r e a t e r  t han  the  m a r k e t  r e q u i r e -  

m e n t s .  Yet  l e t  m e  t e l l  you tha t  the  s t e e l  i n d u s t r y ,  in the  f i r s t  q u a r t e r  

of 1959, a p p r o p r i a t e d  a h a l f - b i l l i o n  d o l l a r s  f o r  new plant  and e q u i p m e n t .  

We at the  C o n f e r e n c e  B o a r d  h a v e  d e v e l o p e d  a new  too l ,  a new  

b a r o m e t e r ,  a new f o r e s h a d o w i n g  s t a t i s t i c s ,  t he  c a p i t a l  a p p r o p r i a t i o n s  

of the  t h o u s a n d  l a r g e s t  m a n u f a c t u r i n g  c o r p o r a t i o n s .  We f i g u r a t i v e l y  

p l an t  a m i c r o p h o n e  in the  B o a r d  of D i r e c t o r s  r o o m s  of G e n e r a l  M o t o r s ,  

U. S. S tee l j  S t a n d a r d  Oil  of New J e r s e y - - y o u  n a m e  t h e m  and we have  

t h e m - - a n d  we l i s t e n  to  t h e i r  p lans  w e l l  in  a d v a n c e  of t he  s u b s e q u e n t  

c o m m i t m e n t s  o r  e x p e n d i t u r e s .  B e c a u s e  of t h e i r  i m p r o v e d  p r o f i t  p o s i -  

t i on  and t h e i r  i n c r e a s e d  c a s h  f low, g ian t  c o m p a n y  a f t e r  g ian t  c o m p a n y  

is  a p p r o p r i a t i n g  m o n e y ,  e v e n  in t he  f ace  of the  s t e e l  s t r i k e ,  fo r  f u r t h e r  

i n v e s t m e n t - - n o t  j u s t  f o r  s h e e r  c a p a c i t y r - t  h i s  is  the  p o i n t - - b u t  on the  

d o m i n i o n  s i d e  of the  e q u a t i o n  r a t h e r  t han  on the  c a p a c i t y  s i d e  of the  

e q u a t i o n - - n e w  p r o d u c t  d e v e l o p m e n t ,  r e s e a r c h  and t e c h n o l o g y ,  p r o d u c t  

d i f f e r e n t i a t i o n ,  p lan t  r e l o c a t i o n  to b r i n g  the  p l an t s  c l o s e r  to new m a r k e t s ,  

p lan t  r e l o c a t i o n  to  b r i n g  the  p l an t s  c l o s e r  to  m o r e  e c o n o m i c a l  s o u r c e s  

of s u p p l y - - a l l  d e s i g n e d  to  i n t e n s i f y  and d e e p e n  and c a p t u r e  d o m i n i o n ,  

to  i m p r o v e  the  p r o d u c t ,  to  g ive  g r e a t e r  va lue ,  and p o s s i b l y  at  s o m e  l a t e r  
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time to offer lower prices along with greater values. 

This type of investment has no clear-cut terminal point. This 

type of investment may prove far more seLf-generating than the type 

of investment which went on from the end of World War II until 1956 

and 1957. This is a new state, a new set of conditions, in which we 

and the rest of the world find ourselves, with more capacity in being 

than there is market requirement, and yet with intensive investment 

developing nevertheless--so much so that we reported that in the second 

quarter of 1959 these corporations, the thousand largest corporations, 

increased their capital appropriations by 41 percent over what they 

were a year earlier; and capital appropriations today become expendi- 

tures for new plant and equipment, not tomorrow but 6, 9, 12, and 15 

months from today. 

What this barometer then is suggesting is that, as some of the 

forces which were potent in the recovery lose their potency--and they 

may, as the housing boom tops out--that was one of the forces making 

for recovery--as the rapid extension of consumer credit conceivably 

t ops  out in 1960, as s o m e  of the  s t r e s s e s  and s t r a i n s  d e v e l o p  in ou r  

s o c i e t y  w h i c h  t y p i c a l l y  l ead  t o w a r d  the  end  of p r o s p e r i t y - - a  new,  s u s -  

r a in ing ,  b r o a d  f o r c e  w i l l  b e c o m e  i n c r e a s i n g l y  o p e r a t i v e .  That  is  t he  

f o r c e  of p r i v a t e  i n v e s t m e n t  in new p lan t  and e q u i p m e n t ,  and th i s  t h e n  

m a y  g ive  f u r t h e r  l i fe  and s u b s t a n c e  to the  p r o s p e r i t y  p h a s e  w h i c h  b e g a n  

in  A p r i l  of 1959 and w h i c h  m a n y  b u s i n e s s  e c o n o m i s t s  b e l i e v e  w i l l  run ,  
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not  on ly  t h r o u g h  the  f o u r t h  q u a r t e r  of 1959 but  t h r o u g h  1960 as  w e l l .  

The  m o s t  f r e q u e n t  f i g u r e  tha t  i s  now b e i n g  u s e d  fo r  b u s i n e s s  p l a n n i n g  

p u r p o s e s - - a n d  t h i s  i s  a good w a y  to  c l o s e ,  by w a y  of c h a l l e n g e  as  w e l l  

as  by w a y  of c o m m u n i c a t i o n - - f o r  the  y e a r  1960 is  the  g r o s s  n a t i o n a l  

p r o d u c t  f i g u r e  of $525 b i l l i o n .  The  y e a r  1960 w i l l  be  a 5 - p e r c e n t  

y e a r ,  w i th  a s o m e w h a t  l o w e r  r a t e  of g r o w t h  t h a n  the  r a t e  of g r o w t h  

in  1959, w i th  a g r e a t e r  p r o s p e c t  of a c o n t i n u a n c e ,  to  r e p e a t ,  of p r o s -  

p e r i t y  w i thou t  i n f l a t i o n - - p r o s p e r i t y  w i thou t  i n f l a t i o n - - t h a n  we h a v e  

had  at  any  t i m e  s i n c e  the  end of W o r l d  W a r  II.  

With t he  e x e r c i s e  of j u s t  a w e e  b i t  m o r e  d i s c i p l i n e  on the  l a b o r  

f r o n t  and on the  g o v e r n m e n t a l  f r o n t ,  we f a c e  t he  p r o s p e c t  of b e t t e r  

t i m e s  in  the  m o n t h s  i m m e d i a t e l y  a h e a d .  

COLONEL REID: Professor Ganisbrugh is ready for your questions. 

QUESTION: Sir, would you mind discussing your No. 7 barometer, 

stock prices ? 

PROFESSOR GAINSBRUGH: I have almost a fixed position in 

response to that question. I usually state that if I could answer that 

question my office would be at the tip of Manhattan instead of in the 

c e n t e r  of M a n h a t t a n .  

p r o v o k i n g  d i s c u s s i o n ,  

p r i c e s  w e r e  s o m e  t i m e  b a c k ,  

I wou ld  s u g g e s t  t ha t  you  look,  by w a y  of at  l e a s t  

at  page  30 at  y o u r  l e i s u r e  and s e e  w h e r e  s t o c k  

not  too f a r  b a c k ,  w h e r e  t h e y  w e r e  at  
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t h e i r  peak ,  and t h e n  r e l a t e  t h o s e  p r i c e s  to the  e a r n i n g s  of A m e r i c a ' s  

c o r p o r a t i o n s  and to the  i n t e r e s t  r a t e s  tha t  can  be a c h i e v e d  in o t h e r  

t y p e s  of  i n v e s t m e n t s .  You m i g h t  t h e n  c o m e  to  a f e e l i n g ,  as did s o m e  

e c o n o m i s t s  in  the  c e n t e r  of Manha t t an ,  tha t  t h e r e  s e e m e d  to be l i t t l e  

r e l a t i o n s h i p  any l o n g e r  b e t w e e n  s e c u r i t y  p r i c e s ,  the  c o u r s e  o f  p r o f i t s ,  

the  r a t e  of g r o w t h  of t he  n a t i o n a l  e c o n o m y ,  and the  a l t e r n a t i v e s  a v a i l -  

ab le  to  i n d i v i d u a l s  in o t h e r  f o r m s  of i n v e s t m e n t .  Th i s  was  the  g r o w i n g  

s p r e a d  b e t w e e n  what  cou ld  be  e a r n e d  on s e c u r i t i e s ,  wi th  aH of the  

r i s k s  i n v o l v e d  in  s u c h  s e c u r i t i e s ,  as  c o m p a r e d  wi th  what  cou ld  be e a r n e d  

on bonds ,  wi th  a l l  of t he  r i s k s  i n v o l v e d  in  bonds .  

I t h i n k  p a r t  of the  p r i c i n g  of the  s e c u r i t y  was  a f f e c t e d  by the  ou t -  

look fo r  f u r t h e ~ i n f l a t i o n .  It was  a l s o  a f f ec t ed  by the  rates of interest 

that were available here and elsewhere. And I think the economic scene 

has begun to alter, in terms of the diminution of inflationary pressures, 

not only here but worldwide. Per Jacobsson, one of the most distin- 

guished students of financial affairs, speaking in Sweden just a week 

ago, made the same point. The capacity position of the world in indus- 

try after industry is such that, coupled with the increasing resort to 

tigl~er central bank policy, the inflation potential of the future is far 

different from the age-of-inflation picture which was painted--and 

rightly so, perhaps--from the end of World War II until the present. 

I could, if time permitted, enumerate at least 6 or 7 factors which 

make for bess inflation in the future than in the past. The bulk of our 
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war debt is behind us; that's certainly one factor to be kept in con- 

sideration. The liquidity of our society today is far different from 

the easy liquidity of the first 10 or 15 postwar years. Foreign com- 

petition is far ;more intensive than it ever was. One of the most 

disturbing economic statistics contained in "Economic Indicators"-- 

examine it at your leisure--is the deterioration in our foreign trade 

position. For the first time in many years, in the month of June, our 

commercial imports exceeded our commercial exports. Notice I 

stress "commercial. " We face the prospect of another loss of around 

$3 billion or $3. 5 billion dollars in our international balance payments 

series. 

This, too, is known to American manufacturers, and they are far 

less agreeable to wage cost price hikes than they were in another era 

in which capacity shortages existed and there was an easier pass-through 

in the wage cost price calculations. 

These are all factors to be kept in mind in appraising the outlook 

for inflation. I think some of these factors, coupled with international 

uncertainty, coupled with the steel strike, itself, and its impact on 

the profit position of many of the companies in the third quarter, when 

those figures are released, lead to some degree of correction. 

Well, I didn't mean to respond as fully to that question. I still end 

w h e r e  I b e g a n .  

QUESTION: 

I know v e r y  l i t t l e  about  t h i s  a n i m a l .  

In r e a d i n g  l a s t  n igh t  I c a m e  a c r o s s  t h i s  p a r t i c u l a r  
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paragraph. It said, "When the wave of expansion loses its force, or 

when banks run short of reserves, interest rates will tend to rise and 

new loans will decline in volume, and eventually business will decline. " 

Then it went on to say that this would be accompanied by a contraction 

of the money supply. Isn't that what we are running through now, and 

isn't that in conflict with some of the indicators that we see today? 

PROFESSOR GAINSBRUGH: The descriptions that you read are 

the traditional descriptions of the closing phases of prosperity. This 

is one of the reasons why, in the prosperity phase, growth, although 

it continues, is a slower rate of growth than in the recovery phase, 

particularly in a recovery after a rather acute recession. And let 
because 

no one tell you that~he recession of 1958 was short-lived it was mild. 

While it lasted it was the most intense--in those 8 or 9 months--of 

any we have ever had. We have forgotten that the steel industry, about 

15 months ago, was operating at around 45 percent of capacity. While 

that recession lasted it was intense. You would expect a rapid rebound 

in the recovery phase, but then you get this slowing up of growth in 

the prosperity phase. 

Now, interest, rates are being hiked. Will this slow up the expan- 

sion curve along traditional lines ? My argument is that it will not, 

as rapidly as in past phases of prosperity, for the reason that, in most 

instances, these investment decisions are unilateral rather than bilateral 
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o r  m u l t i l a t e r a l .  I s t r e s s  the  i m p r o v e d  c a s h  f low of A m e r i c a ' s  c o r -  

p o r a t i o n s  w h i c h  s o m e  ofyou  h a v e  s e e n  in the  l a t e s t  c a p i t a l  f i g u r e s  fo r  

the  s e c o n d  q u a r t e r ,  and t h e y  a r e  i m p r o v e d  a g a i n  in  the  t h i r d  q u a r t e r .  

T h e s e  i n d u s t r i e s  not  on ly  have  t h e i r  i n v e s t m e n t  p l a n s  a l r e a d y  d r a w n  

but  t h e y  a l s o  have  at  t h e i r  c o m m a n d  the  w h e r e w i t h a l ,  in  m o s t  i n s t a n c e s ,  

to  f i n a n c e  t h i s  i n t e r n a l l y ,  r a t h e r  t h a n  to have  to  go o u t s i d e  f o r  e x p a n -  

s i o n .  As  m u c h  as  80 p e r c e n t ,  p o s s i b l y ,  of the  t o t a l  e x p a n s i o n  p r o g r a m  

e n v i s i o n e d  f o r  t he  nex t  12 m o n t h s  would  c o m e  f r o m  i n t e r n a l  r a t h e r  

t h a n  f r o m  e x t e r n a l  s o u r c e s .  

I th ink ,  too,  t ha t  the  p r o f i t - m a k i n g  c a p a c i t i e s  of t h e s e  p l a n s  a r e  

s u c h  tha t  a h ike  in i n t e r e s t  r a t e  w i l l  not ,  a s  ye t ,  b e g i n  to  e x e r c i s e  

m u c h  of a r e s t r a i n i n g  i n f l u e n c e .  When we a n n o u n c e d  the  r e s u l t s  of o u r  

l a t e s t  s u r v e y  in N e w s  Week,  News  Week  s e n t  out s t r i n g e r s  to  c o r p o r a t i o n s  

a c r o s s  the  c o u n t r y  to  t a l k  to  t h e m  about  t h i s  e x p a n s i o n  p r o c e s s .  T h e y  

a s k e d  T e x  T h o r n t o n  of L i t t o n  I n d u s t r i e s ,  f o r  e x a m p l e ,  w h e t h e r  the  f ac t  

tha t  the  p r i m e  r a t e  had  gone  up would  be  of m u c h  m o m e n t  in  the  e x p a n -  

s i o n  p r o g r a m  of t ha t  i n d u s t r y , ~  T h e y  c o u l d  h a v e  a s k e d  the  s a m e  q u e s -  

t i on  of E r i c  J o h n s o n  of T e x a s  I n s t r u m e n t s .  The  a n s w e r ~ e y  gave  i s ,  

"We t h i n k  in t e r m s  of p r o f i t s ,  p r o f i t  p o t e n t i a l s ,  of the  m a g n i t u d e  of 

10, 15, and 20 p e r c e n t ,  and a ha l f  of one  po in t  o r  a one poin t  r i s e  in  

t he  i n t e r e s t  r a t e  wou ld  t h e r e f o r e  not  be  t he  m a j o r  q u e s t i o n  in  t e r m s  of 

I !  o u r  i n v e s t m e n t  p r o g r a m s .  
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I t h i n k  wha t  t i g h t e r  m o n e y  m a y  w e l l  do is to  s h a k e  out  of the  

m a r k e t  s o m e  of the  m a r g i n a l  t y p e s  of i n v e s t m e n t s ,  to  m a k e  it m o r e  

d i f f i cu l t  f o r  t h e  h a z a r d o u s  t y p e s  of i n v e s t m e n t  to f ind f i n a n c i n g .  But  

in  t he  c a s e  of the  i n v e s t m e n t  p r o g r a m s  of t he  type  tha t  I h a v e  d e s c r i b e d  

f o r  you,  m o s t  of the  funds  a r e  to  hand  and w i l l  not  be  u n f a v o r a b l y  

a f f e c t e d  by o u r  m o n e t a r y  p r o g r a m ,  I b e l i e v e .  

QUESTION:  You i n d i c a t e d  tha t  the  s t e e l  s t r i k e  is  b e g i n n i n g  to h a v e  

s o m e  e f f e c t  on i n d u s t r y  o v e r a l l .  T h e r e  a r e  s o m e  i n d i c a t i o n s  t ha t  a 

r a i l r o a d  s t r i k e  m i g h t  c o m e  up in  N o v e m b e r .  What  would  be  the  c u m u l a -  

t i v e  r e s u l t  of t h i s ,  in  y o u r  o p i n i o n  ? 

PROFESSOR GAINSBRUGH: One of t h e  s t r e s s e s  and s t r a i n s  

t ha t  h a v e  a c c o m p a n i e d  p a s t  p e r i o d s  of p r o s p e r i t y  is i n c r e a s i n g  l a b o r  

d i f f i c u l t i e s ,  and I t h i n k  tha t  we a r e  f a c i n g  t ha t  s a m e  p a t t e r n  of s t r e s s  

and s t r a i n  now.  T h i s  i s  not  u n u s u a l  in o u r  s o c i e t y .  W e ' v e  had  l a b o r -  

m a n a g e m e n t  d i f f i c u l t i e s  in t he  p a s t .  R e t r o s p e c t i v e l y - - t h i s  i s  j u s t  one  

m a n ' s  o p i n i o n - - I  o f ten  t h ink  tha t  t he  r e s o l u t i o n  of t h e s e  l a b o r - m a n a g e m e n t  

d i f f i c u l t i e s  w i t h i n  t h e  t r a d i t i o n a l  m a r k e t  m e t h o d s  has  b e e n  m o r e  in the  

N a t i o n ' s  good t h a n  r e s o l u t i o n  of t h o s e  d i f f i c u l t i e s  by  any  o t h e r  d e v i c e  

o u t s i d e  the  m a r k e t  m e c h a n i s m .  

Now, I t h ink ,  if  a p a t t e r n  of n a t i o n a l  s t r i k e s  a c r o s s  the  c o u n t r y  

w e r e  d e v e l o p e d ,  we wou ld  h a v e  to t h r o w  the  book  a w a y  and s t a r t  a g a i n  

in o u r  a p p r a i s a l ,  and r e s t u d y  o u r  e c o n o m i c  i n d i c a t o r s .  But I a l s o  know 

this, f r o m  the  r e c o r d  of h i s t o r y ,  t ha t  no s t r i k e ,  o r  no s e r i e s  of s t r i k e s ,  
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t h u s  f a r - - a n d  t h i s  w o u l d  s p a n  a c e n t u r y  o r  a c e n t u r y  a n d  o n e - h a l f - - e v e r  

r e v e r s e d  t h e  p a t t e r n  o f t h e  b u s i n e s s  c y c l e .  We h a v e n ' t  g o n e  f r o m  p r o s -  

p e r i t y  t o  r e c e s s i o n  a s  t h e  r e s u l t  o f  a s t r i k e  o r  a s e r i e s  o f  s t r i k e s .  T h e r e  

a r e  m a s s i v e  f o r c e s  t h a t  m a k e  f o r  t h e  b u s i n e s s  c y c l e  a n d  i t s  c h a r a c t e r -  

i s t i c s .  I c a n  f i n d  n o  p r e c e d e n t  in  A m e r i c a n  h i s t o r y  f o r  t h e  b e l i e f  t h a t  

l a b o r  u n c e r t a i n t i e s  l a t e  t h i s  y e a r  o r  e a r l y  n e x t  y e a r  c o u l d  m o v e  u s  

q u i c k l y  f r o m  o n e  p h a s e  o f  t h e  b u s i n e s s  c y c l e  t o  a n o t h e r .  

I a l s o  d i r e c t  y o u r  a t t e n t i o n  to  s t i l l  a n o t h e r  f a c t .  We d o  h a v e  a 

T a f t - H a r t l e y  A c t  o n  o u r  b o o k s  a n d ,  s h o u l d  a n  e m e r g e n c y  a r i s e ,  l a b o r  

c o u l d  b e  a s k e d  p o l i t e l y  t o  go  b a c k  t o  c o n t r i b u t i n g  t o  p r o d u c t i o n .  N o w  

i t  i s  f r e q u e n t l y  s a i d  t h a t  e v e n  t h i s  m i g h t  n o t  w o r k .  I t h i n k  t h a t ,  w h e n  

t h e  n a t i o n a l  i n t e r e s t s  a r e  s o  m u c h  a t  s t a k e ,  w e  c a n  c o u n t  j u s t  a s  m u c h  

o n  l a b o r  c o o p e r a t i o n  a s  o n  t h e  c o o p e r a t i o n  o f  a n y  o t h e r  g r o u p .  

In  a d d i t i o n  t o  t h a t ,  i f  y o u  r e a d  t h e  T a f t - H a r t l e y  A c t  i n t e n s i v e l y ,  

y o u  w i l l  f i n d  t h a t  t h e  P r e s i d e n t ,  a t  t h e  c l o s e  o f  t h i s  p e r i o d ,  e v e n  a f t e r  

t h e  l a s t  o f f e r  h a s  b e e n  v o t e d  u p o n  b y  t h e  e m p l o y e e s ,  c a n  t h e n  m a k e  

r e c o m m e n d a t i o n s  o f  h i s  o w n  f o r  s e t t l e m e n t .  

I h a v e  b e e n  e x p o s e d  t o  m o r e  b e a r i s h  q u e s t i o n s  o v e r  t h e  p a s t  w e e k  

o r  t h e  p a s t  t w o  w e e k s ,  I g a e s s ,  t h a n  a t  a n y  t i m e  in  t h e  l a s t  2 o r  3 y e a r s .  

T h i s  i s  o n e  o f  t h e  t y p e s  o f  b e a r i s h  q u e s t i o n s .  A n o t h e r  o n e  i s :  W h a t  i f  

p e a c e  b r e a k s  o u t  t o m o r r o w ,  in  t e r m s  of  i t s  i m p l i c a t i o n s  ? A t h i r d  i s :  

S e e  w h a t ' s  h a p p e n i n g  ~o t h e  s t o c k  m a r k e t .  T h e s e  a r e  n o t  u n i q u e  q u e s -  

t i o n s  a t  t h i s  s t a g e  o f  t h e  b u s i n e s s  c y c l e .  T h i s  i s  t h e  f i n a l  s t a g e  o f  t h e  
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b u s i n e s s  c y c l e .  And the  j i t t e r s  ax i s  w i l l  b e  b u s y  t h r o u g h o u t  the  

l e n g t h  and d u r a t i o n  of t h i s  p h a s e  of  t he  b u s i n e s s  c y c l e  t r y i n g  to p r o b e  

f o r  w e a k n e s s e s ,  and we w e l l  m i g h t - - a l l  of u s .  T h i s ,  too,  w i l l  r u n  i t s  

c o u r s e  as  h a s  the  p a s t .  T h e s e  a r e  t o o l s  t ha t  w i l l  be  h e l p f u l  to  us  in 

t ha t  c o n n e c t i o n .  

But,  if  you  g r o w  too  b lue  abou t  t he  ou t look ,  r e m e m b e r  w h a t  p e r h a p s  

I h a v e  s a i d  to p a s t  g r o u p s  as  w e l l  as  to  t h i s  one:  Th i s  Na t ion  has  b e e n  

on the  b r i n k  of d i s a s t e r  e v e r  s i n c e  it w a s  f o u n d e d .  

QUESTION:  We r e a d  wi th  c o n c e r n  wha t  s o m e  m e m b e r s  of the  p r o -  

f e s s i o n  t h i n k  of the  g r o w i n g  and o u t s t a n d i n g  c o n s u m e r  c r e d i t .  Would 

you  c a r e  to  c o m m e n t  on th i s  as  an e c o n o m i c  t h e r m o m e t e r  o r  b a r o m e t e r  ? 

PROFESSOR GAINSBRUGH: Y e s .  It i s  a f a v o r i t e  p a s t t i m e ,  I t h ink ,  

of s o m e  c o m m e n t a t o r s  to po in t  w i th  d e s p a i r  at  the  t e n d e n c y  f o r  A m e r i c a ' s  

you th ,  o u r  y o u n g  c o u p l e s ,  to  go in to  deb t  o v e r  t h e i r  n e c k s ,  and to 

t a l k  abou t  the  u l t i m a t e  day  of j u d g m e n t .  Th i s  i s  a n o t h e r  one  of the  

f a v o r i t e  t h e m e s .  We f i n d - - a n d  I t h i n k  t h i s  would  be  s u p p o r t e d  e v e n  by 

F e d e r a l  R e s e r v e  s t u d i e s  of c o n s u m e r  c r e d i t - - a n  i n d i c a t i o n  of sound  

r a t i o n i n g  of c o n s u m e r  c r e d i t ,  (a) on the  p a r t  of t he  c o n s u m e r  h i m s e l f ,  

and ( b ) - - a n d  t h i s  i s  w o r t h y  of e m p h a s i s - - o n  the  p a r t  of t he  l e n d e r .  

T h e r e  is  a p r o c e s s  of c r e d i t  s e a r c h .  It i s  s u r p r i s i n g  how f r e q u e n t l y ,  

a f t e r  a s a l e  h a s  b e e n  m a d e  by  an  e a g e r  b e a v e r ,  the  c r e d i t  m a n  s t a r t s  

e x p l o r i n g  the  a s s e t - c l a i m  p o s i t i o n  of the  b o r r o w e r  and d i s c o v e r s  in  

m a n y  i n s t a n c e s  tha t  the  a s s e t - c l a i m  p o s i t i o n  of t he  b o r r o w e r ,  o r  e v e n  

30 



h i s  i n c o m e  p o s i t i o n ,  d o e s n ' t  w a r r a n t  c r e d i t ,  and c u t s  i t  off.  

One of the  b a n k s  in  New Y o r k  Ci ty  has  d i s c o v e r e d  t ha t  t h e r e  is  

a n y  n u m b e r  of p e o p l e  who would  l i ke  to h a v e  l i n e s  of c r e d i t  on a 

c o n s u m e r - c r e d i t  b a s i s ,  a p e r s o n a l - l o a n  b a s i s ,  and then ,  r e s o r t i n g  

to c r e d i t  c h e c k ,  t h e y  h a v e  t h r o w n  out  a g r e a t  m a n y  of t h e m .  

Th i s  i s  not  an  a u t o m a t i c  p r o c e s s  of e x t e n s i o n  of c r e d i t .  Th i s  

i s  an  e c o n o m i c  t r a n s a c t i o n ,  and in t he  m a i n  the  r e c o r d  of the  pas t ,  

r i g h t  to  the  m o m e n t ,  s u p p o r t s  the  t h e s i s  t ha t  c o n s u m e r  c r e d i t  h a s  

b e e n  m o r e  a c o n s t r u c t i v e  t h a n  a d e s t r u c t i v e  i n f l u e n c e  on o u r  s o c i e t y .  

Wi thou t  c o n s u m e r  c r e d i t  I w o n d e r  as  to the  d i m e n s i o n s  and s c o p e  of 

o u r  c o n s u m e r  m a r k e t ,  p a r t i c u l a r l y  of c o n s u m e r  d u r a b l e s ,  the  b i g - t a g  

i t e m s .  

So f a r  as  the  g r o w t h  of c o n s u m e r  c r e d i t  i s  c o n c e r n e d ,  r e m e m b e r  

t ha t  A m e r i c a ' s  c o n s u m e r s  g r o w  b e t t e r  c r e d i t  r i s k s ,  t ha t  m o r e  and 

m o r e  of o u r  s o c i e t y  w a r r a n t e d l y  r e s o r t s  to deb t .  

c o n s t r u c t i v e  p r o c e s s .  Th ink  abou t  i t  s o m e  t i m e .  

Deb t  is  an  e x t r e m e l y  

W h a t ' s  t he  o t h e r  s i d e  

of the  s a v i n g s  co in  if we  d i d n ' t  h a v e  t he  debt  p r o c e s s  a t  w o r k  a s  w e l l  as  

t he  s a v i n g s  p r o c e s s  ? S o m e b o d y  h a s  to  b o r r o w ;  s o m e b o d y  h a s  to  s a v e .  

I ' l l  s t op  wi th  t h a t .  

QUESTION:  Going b a c k  to y o u r  s t a t e m e n t  on the  c a p i t a l  a p p r o p r i a -  

t i o n s  of a t h o u s a n d  of the  l a r g e s t  c o r p o r a t i o n s ,  and so  f o r t h ,  t h e o r e t i c a l l y  

l a r g e  c a p i t a l  a p p r o p r i a t i o n s  m a y  be i n f l a t i o n a r y  in t ha t  t he  p r o d u c t i v e  

goods  do not  s t a r t  c o m i n g  out  dur i r ig  the  t i m e  the  w a g e s  and so  f o r t h  
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are coming out. I notice that Vice President Nixon's Cabinet Committee 

Report on Inflation this morning had something to say about that, that 

corporate investments in 1955 and 1956 may have caused some infla- 

tion. Could you talk on that ? 

PROFESSOR GAINSBRUGH: Yes. The point that I think has been 

made is that some of the inflation of the 1956-57 period was the result 

of scarcity in the capital goods sectors, so much so that excessive 

demand, pressing upon limited supply, pushed up the prices for capital 

goods. That was not the condition of the American economy prior to 

the steel strike, with the exception of steel, itself. There was ample 

slack, let me assure you, in General Electric and Westinghouse for 
of 

turbines, and some of you know/the layouts which went on in that par- 

ticular area :: earlier. We have expanded the total capacity of 

American industry so that, even under the picture as of June or July, 
at 

we were/only around 85 to 90 percent of capacity. There was ample 

slack. 

I doubt very much that the type of inves~'nent program I envision, 

and the type that is being generated, will be as much of a potent force 

toward higher prices as was the rush to expand capacity in the first 

i0 or 15 years since the thirties. This is a more studied type of decision. 

More of this is going into research and development than it is into 

equipment or brick and mortar. 

It is for these reasons that I think this will be a more orderly 
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c a p i t a l  e x p a n s i o n  p r o g r a m ,  with f e w e r  i n f l a t i o n a r y  i m p l i c a t i o n s ,  

t han  w a s  t r u e  i n - - I  t h i n k  it w a s - - t h e  S c h u l t z  t h e s i s  t ha t  w a s  a n n o u n c e d .  

As I remember it, it was the Joint Economic Committee Report rather 

than the Nixon Report. 

QUESTION: Sir, you mentioned that one of your concerns in all 

of these economic indicators was the foreign trade imbalance, and 

you also mentioned the fact that the head of Litton Industries was not 

concerned about the rise of the prime money rate. Of course we have 

the strike facing us, and there was some indication made that there 

may be another strike. In your experience with these indicators, has 

there been any major indication that both the tabor leaders and the 

industrial leaders understand the factor of the prime-money-rate rise 

and the cost-of-labor rise in trying to solve this foreign market problem ? 

Are they using this material in that area? In other words, in our com- 

petition for the foreign dollars when the prime money rate rises it puts 

us in a relatively unfavorable competitive position, and when our labor 

rate rises it does the same thing. Are these people using this material 

to put themselves in a better competitive position in the foreign market ? 

PROFESSOR GAINSBRUGH: That's a very good question. I think 

our American manufacturers in the main belong to one of two schools-- 

one school, particularly, of the two schools that have arisen relative 

to our foreign trade positian. There are two approaches that are being 
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pursued. One approach is the restrictive apprcach. Perhaps here 

I a m  r e p e a t i n g  wha t  H o w a r d  P i q u e t  and s o m e  of  t he  o t h e r s  have  d i s -  

c u s s e d  w i t h  you .  One is  the  r e s t r i c t i v e  a p p r o a c h - - w e  c a n ' t  c o m p e t e  

a b r o a d  b e c a u s e  of t he  t r e m e n d o u s l y  l o w e r  l a b o r  c o s t s  and p r o d u c t i o n  

c o s t s  t ha t  c h a r a c t e r i z e  p a r t s  of the  w o r l d  as  c o m p a r e d  w i th  o u r s e l v e s .  

The  p o l i c i e s  t h e n  b e c o m e :  L e t ' s  do w h a t  we  c a n  to ho ld  down t h i s  c o m -  

p e t i t i o n  f r o m  a b r o a d .  Q u o t a s  and t a r i f f s  a r e  s o m e  of the  r e s t r i c t i v e  

d e v i c e s .  T h e i r  b a s i c  p u r p o r t  i s  to  k e e p  o u r  i m p o r t s  b e l o w  a d w i n d l i n g  

l e v e l  of e x p o r t .  T h a t ' s  u l t i m a t e l y  w h e r e  you  c o m e  to.  T h e r e  a r e  s o m e  

in A m e r i c a n  i n d u s t r y  as  w e l l  a s  in  A m e r i c a n  l a b o r  who would  go down 

tha t  r o a d .  S o m e  of you  m a y  h a v e  n o t i c e d  tha t  the  A F o f L  and the  CIO, 

too,  h a v e  g r o w n  c o n c e r n e d  abou t  t h i s  p r o b l e m  of f o r e i g n  c o m p e t i t i o n .  

T h e r e  is  a n o t h e r  s c h o o l - - a n d  I t h i n k  t h i s  i s  the  sch(D1 tha t  i s  in  the  

m a j o r i t y  and is  g a i n i n g  r e c r u i t s  a l l  t he  t i m e - - t h a t  s a y s ,  "We m u s t  c o m -  

p e t e  m o r e  v i g o r o u s l y  f o r  f o r e i g n  m a r k e t s ,  and wha t  we m u s t  now do is  

to  w o r k  t o w a r d  c o n d i t i o n s  t ha t  w i l l  i n c r e a s e  o u r  e x p o r t s  e v e n  f a s t e r  

t han  o u r  i m p o r t s  a r e  i n c r e a s i n g .  We m u s t  le t  bo th  r i s e .  L e t ' s  not  

h a v e  any  d e t e r i o r a t i o n  in o u r  e x p o r t  p o s i t i o n .  " Hcw do you  do t h i s  ? 

In p a r t  you  do it  t h r o u g h  m a k i n g  o u r  s y s t e m  m o r e  e f f i c i e n t ,  m o r e  c o m -  

p e t i t i v e ,  t h a n  it h a s  b e e n  in the  pas t ,  t a k i n g  c o g n i z a n c e ,  a m o n g  o t h e r  

t h i n g s - - a n d  i t ' s  l a t e  in  the  d a y - - t h a t  we m u s t  c o m p e t e  in w o r l d  m a r k e t s  

in  t e r m s  of o u r  p r i c e  s t r u c t u r e  as  w e l l  as  c o m p e t e  in d o m e s t i c  m a r k e t s .  

And we've given relatively minor coi%sideration to that position in the 
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last i0 or 15 years. We haven't been concerned about our dollar 

position. The sterling balance problem was someone else's problem 

and would never haunt this country. Well, 

we are on a gold standard internationally, 

we h a v e  d i s c o v e r e d  tha t  

i f  not  d o m e s t i c a l l y ,  and  t ha t  

t h e  d i s c i p l i n e s  of t he  m a r k e t  p l a c e  c a n  be  b r o u g h t  h o m e  to  us  i n t e r -  

n a t i o n a l l y ,  if not  d o m e s t i c a l l y .  

T h a t ' s  one  of the  w a y s - - i m p r o v e  o u r  c o m p e t i t i v e  p o s i t i o n  and do 

s o m e t h i n g  about  i n c r e a s i n g  the  e x c h a n g e  p o s i t i o n  of the  U . S . A .  p r i c e -  

w i s e .  Th i s  is  one  of t h e  r e s t r a i n t s ,  I th ink ,  t ha t  a r e  b e i n g  e x e r c i s e d  

in t he  s t e e l  n e g o t i a t i o n s - - a  r e c o g n i t i o n  of the  d e t e r i o r a t i o n  of t he  e x c h a n g e  

p o s i t i o n  of t he  s t e e l  p r o d u c e r  in w o r l d  m a r k e t s .  T h a t ' s  p a r t  of the  

p r o b l e m .  

A n o t h e r  p a r t  of the  p r o b l e m  is  to  s a y  to f o r e i g n  c o u n t r y  a f t e r  f o r -  

e i g n  c o u n t r y ,  as  we  a r e  now s a y i n g ,  v ia  o u r  S ta t e  D e p a r t m e n t ,  "We 

wan t  to be  ab le  to  c o m p e t e  a s  v i g o r o u s l y  in the  B r i t i s h  m a r k e t s ,  in 

t h e  C o m m o n  M a r k e t ,  as  we a l l o w  you  to c o m p e t e  in the  U. S. m a r k e t ,  

b e c a u s e  of the  d e t e r i o r a t i o n  in o u r  e x c h a n g e  p o s i t i o n . "  T h i s ,  too ,  is  

t a k i n g  p l a c e .  

You r e f e r r e d  to the  h ike  in  the  p r i m e  i n t e r e s t  r a t e  and wha t  t h i s  

m i g h t  do to  o u r  p o s i t i o n  in  f o r e i g n  t r a d e .  As  you  i n d i c a t e ,  i t  m a y  l ead  

to  s o m e  i n c r e a s e  in  c o s t ,  but  I th ink ,  aga in ,  i t  i s  n o m i n a l ,  o r  m a r g i n a l ,  

r a t h e r  t h a n  of g r e a t  m o m e n t .  What  i t  m a y  a l s o  do is  k e e p  m o r e  f o r e i g n  

funds  in t h i s  c o u n t r y  t h a n  we w e r e  ab le  to  do u n d e r  o u r  low i n t e r e s t  r a t e .  
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I s p e n t  s o m e  w e e k s  a b r o a d  w i th  B r i t i s h  and F r e n c h  e c o n o m i s t s .  

T h e y ,  too,  w e r e  c o n c e r n e d  about  the  p r o b l e m  of the  d e c r e a s e  in o u r  

gold s u p p l y  and the  a t t r i t i o n  in o u r  e x c h a n g e  p o s i t i o n .  T h e y  h a v e  a 

s e l f i s h  i n t e r e s t  in t h i s ,  in  p a r t .  We a r e  c a r r y i n g  m u c h  of the  w o r l d ' s  

d e f e n s e  b u r d e n .  The  i m p r o v e m e n t  in  B r i t a i n ' s  e x c h a n g e  p o s i t i o n  and 

in  i t s  d o m e s t i c  e c o n o m y  is  in p a r t  a r e f l e c t i o n  of the  f ac t  t ha t  t h e y  

d i m i n i s h e d  t h e i r  d e f e n s e  load  and lef t  us  to c a r r y  m o r e  of  i t .  T h e y  

a r e  c o n c e r n e d  about  wha t  c h a n g e  m i g h t  c o m e  about  f r o m  th i s ,  if  

d e t e r i o r a t i o n  goes  on in  o u r  f o r e i g n  t r a d e  p o s i t i o n .  

The  F r e n c h  and o t h e r s  a r e  c o n c e r n e d  abou t  t he  p r o b l e m s  of m u t u a l  

a id .  We g ive  funds  f r e e l y  to the  u n d e r d e v e l o p e d  c o u n t r i e s .  What  m i g h t  

h a p p e n  if  t h e r e  is  f u r t h e r  d e t e r i o r a t i o n  in o u r  b a l a n c e - o f - t r a d e  p o s i t i o n  

in the  m o n t h s  i m m e d i a t e l y  a h e a d ,  if  we  as  a p e o p l e  g r o w  c o n c e r n e d  abou t  

t h i s  p r o b l e m  and s t a r t  t i g h t e n i n g  up o u r  p u r s e  s t r i n g s  ? 

I t h ink ,  as  I s e e  A m e r i c a ' s  m a n u f a c t u r e r s ,  m o r e  and m o r e  of 

t h e m  a r e  t r y i n g  to put  t h e m s e l v e s  in a p o s i t i o n  w h e r e  t h e y  c a n  c o m p e t e  

m o r e  v i g o r o u s l y - - i n c r e a s e  o u r  e x p o r t s  of d o m e s t i c a l l y  m a d e  g o o d s - -  

and  t h i s ,  too ,  is  go ing  o n - - a n d  i n v e s t  a b r o a d ,  so  tha t  t h e y  c a n  c o m p e t e  

m o r e  v i g o r o u s l y  in f o r e i g n  m a r k e t s  and we w i l l  s t i l l  be  g e t t i n g  r e t u r n s  

on the  A m e r i c a n  i n v e s t m e n t  d o l l a r  r e f l e c t e d  in o u r  b a l a n c e - o f - t r a d e  

position. 

C O L O N E L  REID:  Professor Gainsbrugh, 

36 

I t h i n k  we c a n  s a y  on 



this fall morning that you have certainly brought a breath of fresh 

spring air to a series of economic lectures° We certainlyp speaking 

for the entire faculty and student body, thank you very much. 

PROFESSOR GAINSBRUGH: It has been a pleasure. 
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