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INTRODUCTORY REMARKS -~ COL. I. J. CARR, S.C.

Gentlemen:

In our study of Statistics which we are beginning to
touch on in our course we realize its application is a thing -
thet is growing, being used more and more in commercial life,
end is used in our pfoourqnont activities of the Assistant Seoc-
retary of Wart's Office to a limited extent, It has great possi-
bilities in all industrial lines and in financial lines. It is
a taing that is developing and we must take advantage of it in
our work, particularly in our ourrent proocurement, in balancing,
production in time of war or emergency, when we have put our pro-
curement scheme into operation.

The Babson Statistical o:-gmmlhn s onme of the stand-

it ﬁ;-maniuuon has

: WMod to give us an ine

in gonénl, its use in the commercial

ards on statisti 1

formal

world, amn poses as visualized by the Babson Institute,

great pleasure in intpoducing Wr. Baldwin.
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BUSINESS FORECASTING. 5
B i e L s S e
—Qoo-

Gentlemen:

I hope you will forgive me if you are expecting a
real speech. Colonel Carr originally invited Mr., Babson to
address you and he is the only man in the Organization who is
prepared to give a real speech. The rest of us do the research
work.

I think it would be well to touch on the general features
of this service, allowing you to interrupt me at will as such
interruptions will not interfere with the program.

I want to talk about statistical services in general. At
present the whole field is rapidly chenging. The Babson Organi-
zation was one of the first it is true, probably the first in the
field, at least as far as I know from my studies. At that time
it was largely a matter of selling the idea of the use of economics
to the publiec, For the first ten years, as a matter of fact, it
was largely a sales proposition and in thut respect we rendered a
very good service so far as the idea of using statistics was con-
cerned. At the beginning of this service valuable statistics were
fewer than those of today so it was not possible to make as good
forecastings possible for the average user of the service, enabling
him to made specific forecastin s from our general ones as of this

date. We have now arrived at & period when we have a very large
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body of information not only on what we deem essential items
but clearly a large body of so=celled interior statistics, A
great many series of exterior statistics, which were useful when
guonblod, we find have not been properly used,

There was a rising interest in the field of accountancy.
We know this from the growth of the schoolx, business increasing
in cost-keeping slong with their development.

Let us bring the matter down to date. I fear that all
services have ocome to the point where they will have to change .
the type of service rendered. Instead of merely sending ouf the
weekly and monthly material they will probably have to go into the
field with a very oarefully organized Service Department mnd help
the business man apply these general forecasts which are now be-
ing made. If you are at all acquuintm; with them, you will agree
they are more or less general in nature. The Babson Opganization

makes more specific forecaste than some others, but still ours

are rather general.

For instence, it might be said that a certain time will
be good for a man to lay in & fair stook of cotton, but as you know,
there sre exceptions to every stetement made; there may be something
to say sbout the character of the seasonal movement of the cotton
business, an unusual demand, eto.

At present we are trying to relate forecasting with ex-

ceptions to individual businesss Ve find that the average business
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men, manufacturer or banker has not reached the point where he can
npply such informgtion properly. I doubt if more than twenty-five
percent of the clients of nil the statistical organizations actual-
ly know how to use the services. There is a wastage there; they
are not gettin, full value of tie service - where and when to plag ~
because we have not taught them how to use it,

As to making forecasts, we know that there is no wizardry
about it but just a lot of hard work. That feeling still exists
in the field, however, particularly among the older men.

The same statistics available to us are available to yous
There are some which are semi-fundamental, which wure not generally
availeble and on which we spend a great deal of time and money for
collecting. The greater mass are generally available and in sufe
ficient quantities to enable you to make a pretty successful
general forecest yourself. Te are a collection agency for the mass
of stetistics coming from various sources; we do not do a great deal
of research work ourselves - I dare say about seventy-five percent
only. We wouléd not need to go further if we had & Service Department,
serviced a man, at an additional cost, telling him how to use the
service. As I said before, hard work and common sense sim consider-
able factors in this - no wizardry,

There is one point to always keep in mind if you get ina
position where you handle & grest many statistics and attempt to
.-k‘ corelstion with those of similar types, Statistios do not

slways tell the whole story. Even if we could get all the statis-
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tics evailable that we need to make a very satisfactory fore=
casting there would still be in ow minds a certain element known
a8 psychology thet we cannot measure statistiocally. For example,
e certain manager of a very big company in Vestern Pennsylvania
has endeavored recently to attempt to meusure what he considers
must be psychology in the market; it sounds like a very f'oolilh
thing but we believe he will finally do something with it.

Let me illustrate further, In 1919 and through the early
part of 1920 we find the most prominent economists and stetisticians
coming out with the statements that prices will remain at or about
the same level for some time to come. As a matter of fact, on the
basis of the data available then and previous to thut time, and
for thet avaeilable on the basis of the usual methods of making fore-
casts, those men were right. However, there was one element that
they did not teke into sccount, and by the way, this has been a
serious argument for our organization. They did not take into con-
siderstion what the Purchasing Agent was thinking about the future
prices. After all, if you could only find out what the policy of
the purchasing agente of the country was going to be, that would be

much more important because new statistics arise from postewar

situstions. ;

%e had trouble in deciding whether we would teke the stand
of some of the economists or whether we would go %o the trouble of

sending out & questionnaire among our business friends, Vie did the
latter and it was the one thing that told us definitely that the
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purchasing agents were about to restrict their purchases. There
were important enough returns sent in to justify us in making the
correct forecasting. Ve were shead of time, it is true, but even
that was best, There we had a situastion in which there were no
statistics available and we were fortunate emough to come to thet
conclusion. A lot of times we oc,:uld have avoided mistakes if we
had resorted to the questionnaire method.

Do not depend entirely upon everything you see in print,
even though it is from an unbiased source of information. There
ure other questionneires theat determine very important factore.
Probsbly the questionnaire hae been overdone in this ocountyy.

The average man, in sending one out, makes a long list of questions.
Bven if answered by a check mark it is bothersome when several hun-
dred are received by an organization, company or individual. BEach
business man s;xd student should learn to boil down questions as
briefly as possible; a much better return will then be obtained.

A good sample on a few questions is much better than a poor one

on many. |

As an illustration as to how lengthy some questionnaires
sre. Last year we received one with fifty-seven questions; there
were others received from banks that bore eighteen or twenty
questions. OQur policy has been %to boil them down to two or three
leading questions and in such form that the answer may be "Yes"
or "No". I mention that because in owr work we may often have

to resort to guestionnaires, and we want to avoid lengthy ones.
I believe that to be a very important point to keep in mind.
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The Govermment Department of Commerce has, in our opinion,
done more in recent years to bring to business men the value of
 business stautistics than any other one agency. Unfortunately
they are not in a position to make forecasts and some of ;hho
series they are reporting are coming out & bit too late to be of
use te those who ere engeged in naking forecasts. Ve do and have
been urging business men to answer fully any questionnaires they
receive from the Government, because the Government is in a posi-
tion to get material that even e private agenoy like ours cannot
obtain. Some types of business men will not answer guny questions,
some few will not answer a Government questionnaire, but it is
generally true that the ‘aovermnent ocan get more than e private
agency.

'Iho Government questionneires have also been at fault in
the past but if you follow their development you will see that they
have come to the same conclusione we have. A8 previously mentiomed,
the Babson Organization is particularly interested in the question-
naires of the Department of Commerce. The cherhment, I would say,
has sbout ten tines as much statistics on most subjecte as we have
but not in & form in which it can be readily used. However, it is
vgluable material and we use it as one of our sources of information.

There are several sources from which we obtain owr material,
The Buresu of Minerals, Governmental, Podeul. and particulerly
State figures can be used in some instences, but we find thut the

figures have to be handled with care. That is generally true with
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the figures of some of the Yestcrn and Southwestern stutes. That is
one source.

Another source is the trade journals, For instance, for
a monthly bulletin issued in our office that department has to
scen about one hundred end nine trade journals of various types,
Again, that ie & source that must be watched very carefully. In
many instances the trade jourrnal figures are the wverage, but if
you are making a forecast for New York from quotations made at a
Vestern point there is a difference in figures -~ the difference
in a flowing price market, the price they expected to receive and
not the one they actually did receive,

Too often when statisticisns are making studies, historical
studies, they will use figures from trede journals that are not
those soctually reoeived and they find their forecasting somewhat ofr.
That is & very big problem for any forecasting agency; it moans
scourate field work, keeping in touch with clients as to what did
actually occur.

In usiag trade journsls we find thet many agencies, partiocu-
larly ocollege universities, are apt to file all trade journals with

sdvertising meterials, It is best %o post vital olippin" in com~

modity groupings end keep down the files,

Another source of informstion for us is our clients. In

Bvery important fheld we have developed a list of questionnaires

for use among our clients. That gives us & very good oross-section
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organization., Ye have to discount some statemenis, and it is
true that at times facts or opinions may be colored, but we soon
learn to differentiate between the good and the bad. The older
clients know how to handle their returns. In the great mass of
returns we get from clients we can easily select the honest op-
inions. That source is a very important one for us.

Then again we secure material from what we might call
correspondence., Ve do not attempt to develop & large volume of
correspondence but try to keep in touch with some various sources
in this country and abroad. <Close supsrvision has to be kept on
this work. Ve found one instance where a man abroad was biased
in his palities and let that interferc with his businesghense,

Those things have to be watched very carefully.

I have now outlined to you the chief sources of informstion.
We send men to the field at times on very important topics to gather
information first-handed. In the coal strike in Pennsylvania we
hzd people there nearly ell the time and we would do the same thing
in any other importent industrial strike or dispute, particularly
if there seemed to be some trouble concerning the commodity markets.
¥e would heve & man around most of the time in the centers in which
the commodity was important to watch developments.

You cannot have any one set rule or procedure in securing
materiel to meke forecastings. lany agencies found that out to
their sorrow. You have to have a flexible organization, men that

can adapt themselves to various conditions in order to get the
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best results.

The personnel problem in an organization of tuis type
is worthy of mention. It is very difficult for us to find a
men who is a real statistician and who can meet a Wusiness man,
obtain desired figures from nim, try to sell him the service,
advise him of the value of the service, and develop some inter-
change of materiel between that man and our organization. Ve
have need of such & man because we must send out one that can sell
himself and at the same time see whut he can getffrom the business
man for our own service, Ve do not get very far. May I remiénd you
of one personnel problem we have settled definitely ~ that is the
sex of the personnel who compile figures in the home office. If
you want accurate results you had bettcr use women. You take the
average man and put him down to the detailed work and his accuracy
usually falls off, Aotual tests show what happens; between eleven
and twelve o'clock you hud better have & girl on the job; she works
much better, 5o far asmmechanicel work goes, that is done by ginls
end not by men. For securing sources of material men are usually
used, occasionally a woman but rerely so although one of the bast
field agents we ever hed was & woman who was located in Washington.
Thet is very important to keep in mind when developing e statistical
department.

As to some of the features of our service, Ve do cover &

eonsiderable field, both business and financisl. Practically every

service has, in the beginning, started with its primary interest
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in the stock market. That is true with the Babson Statistical
Orgenization. One of the leanding services at this time, the Harvurd
Economic Bervice, did not but that was an unusual exoeption. That
was natural decause the stock market featupe was the line of least
resistance. In developing profits a body of informetion was being
assembled already sufficient for ocommon market forecasting and
these services struck it. In making studies of the stock and bond
market they had to refer to the pice situation Following that
perhaps I know of at least two,

Then came the development of the sales service. There was
e burst in sales effort as yourknow during the war period and im-
medigtely following, and then came in a number of services with
wide features, an organization of our type dealing with sales oper-
ations, making forecastings of purchasing power by states, ete.
Finally there developed an interest in lebor, This was quickened
in the last two or three years oy the passage of the Immigration
Restriction Act and the field for labor services became very large
and today there is a very general labor service, Tie developed
ours before the Act was passed and for & number of years, specially

during the war period, made little progressz - the greater being

made in the last two years.

Some services have gone farther than that. One leading

s&vioo in the country has developed a strictly agricultural

service which is & very valuable one, W¥hat the next development

will be I do not knew.
1l.
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These services are all related. Ve have come to the time
when we realize we do not know the stoock market unless we know the
commnodity market, and not the commodity market unless we are ace \
quainted with the bond market., You certainly do not know a greut
deal today about the possible profits of the corporation's selling
valﬁe unless you are somewhat acquainted with the future purchasing
power of the country as & whole and if you want to make a forecast
of the next quarterts earnings of some big corporgtion, and therefore
of the value of the stock, you must necessafily know something about
the purchesing power of the territory of that company which it
serves. Our sales forecasts must be made three months in advance
in studying some distriots that are most important to the buainesa
world.

The labor service is importent because we certainly have
reached & point wherc the labor policy of the company has a great
deal to do in determining the prosperity of the éompany over & long
run, perticularly where a man is buying stock for & long term invest-
ment, We think it far more important to know the lacor poliscy of
that company. About one-third of the lavor service we sell in our
organization goes to the investors. That is apparently their in-
terest in watohing labor oonditions. Labor conditions are also
important to the purchasing agent, '.c have certainly reached the
point where we realizc the labor policy of a company which is inm
@ peculiar position interferes with the majority of our commodities.
The market is very semsitive on thut question. Some time ugo we
llﬂ. a forecast of a strike which did come true and tie foreoast

12.



resulted in trouble for us, causing the loss of some of our
elients. It is important to know thut there has been instances
where stfikes have ocoured perhups in e distant scction of tue
country, but still the strike may spread to the country in which
you have placed an order and it may interfere with the delivery
of your goods. Those forecasts ure more difficult to make be-
cause we do not know just what might happen. Still men have
saved oonsiderable money in watching labor movements, its dis-
turbances, and protect themselves accordingly. I think I have
#ow shown you the inter-reiation of services we use and those of
some others.

As to the making of & specific forecast. There is not
a set procedure; we have not reached the point where there is a
set procedure; it has to be flexible. In my opinion the most im-
portent service we issue is tie commodity service. Ve can do more
good with the commodity service than we can with any other one &f
the men would progerly use it. You have to have the others and I
supose ours is best known by the stock service, yet fur more ef-
fort is placed on the commodity service. There is a grest ma:s

of material that one has to get, keep up to date on price ppoduc-

tion and grouping. That is merely a beginning. Give most any

man these figures and tell hin %Yo make & forecasting from sume

and thet is enother matter.

How do you go avout making cne? Lhere are various phases

that enter into the proposition from time to time. For instance,
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there are many series of deta availavle on the commodity "cotton",
perhaps in the neighborhood of fifty. @hc price is set in an
international market. *‘here is no sct rule for making a forecast,
Any one of those series may become the most i portant series at a
given time. That means one hus to meke corelations of a gre:t many
of those series with a chart like you find contaédned in our weekly
letter; we would plot prices over this chuart; we mi, ht determine
whether there was any distinct regulur corelation between various
curves and, if there were, that made our problem a little bit casier
out that is only e beginning. It is & mere guide but not the finer
means of making a forecast. 'ie have to keep relutions up to dute
becsuse they might be imterforred with by other series - therefore
they have to be corelated.

We have what we call a "production invex" whioh is somewhut
different from the"business volume index" in the way it reaches its
conclusions, Ye find that many times we get in our commodity de=
partment the corelations we want by making corelations with this
production index published from time to time in the commodity bul.e-
tin. We might find that there is some coreiation between t .e
general price index, consistin, of e large number of commodities,
and the prices of commodities. Any nwaver of these things may
occur. Ve have to watch them all and naturally, «s you see, there

enters an element of judgment; if not we would probavcly make about

ninedy-nine porcent correct forecastings. Thut, of course, comes

from experience and th.t is the problem - To get men who can do

14,
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that sort of thing. lou cannot use judgment entirely, however; if
you reach a point where you fear these corelations ure not correct
go out with a questionnaire. Judgment may be biased. Quote often
even though we are supposed to be an unbiased personnel we have a

leaning one way or another. I do not have charts to show such co-
relations in detail, but that is the way in genersl in which these
corelstions must be kept up to dute constantly, also checked on by
serding men to the field in various instances.

I think I can safely say that if we average eighty-five
percent in covering seventy-five percent basic commodities we have
done a good j b, As & matter of fact last youf was the best we ever
had - sbout ninedytwo percemt. That is unususl, however. I should
say that if we would reach eighty-five pe cent every year we would
be doing & goad job, but the public expe:ts one hundred percent.

They will never get it,

Pessing on to another service - the sales service. Ve make
purchasing power forecasts by states for three months in advance.

In the first plece you can readily see such a service would be of
little value to an organisation that would let out i® working plans
N year in sdvance., However we would safely say that ninety-five
percent of all business could very well use such a service and too,
the basis of that general forecasting is nothing but a check trans-
action and the whole forecasting 1s developed on that busis. Why?
Simply because we have no better measure of transactions than those
individusl soccounts, no better general measurcs of purchasing

power availsble. That is correct, but other series are developed

15.
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for market conditions, etoc. For instenoce, the general purchasing
power, as indicuted by the curve of check transactions for three
months, might be modified by labor conditions, by employment
figures if there should suddenly d velop a lessoning of employment
figures in the ares ror which we are making & forecast. There
would be a tendency to flatten the curve; youcean readily deter-
mine how much.

Take for instance the figures on electrical current ocon=-
sumption. Thet is importeant now. Ve mctually have collected at
times figures for steam car movements which is important in some
few towns 1n this country because it does indicate by hours the
movement from the residentinl section to the industrisl section.
Postal sevings have been credited; postal receipts are important.
if you take the men in some local business, it hes to be taken into
ecoount. Aihere are a number of things which are more or less local
which have to be used to route curves of purchase power.

The hho.r service, as you cun readily realize, does not
" 1imit itself to statistical plotting nearly us much as other
fields. We can get all sorts of facts but what business demands
to know is whether s strike is likely to come, whether wages will
change and when, and it is very diffiocult to forecast. lowever we
huve been very successful and hope for icaprovement.

We do publish the only strike index printed at present,

It does not include all but perhaps seventy percent and certainly

does inolude the representative strikes in the country so thut

gives you some information that is of much value. It is interest-
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ing to know that at present we are not worrying about strikes;
the tendency lil to flatten out in compurison with the past.

fie ®lso report in that bulletin important we.lfare plans;
we try to keep in touch with all these developments and send out a
men to get the data from the field. That work is still in the pro-
cecs of development; we are feeling our way and atill it seems to
be accepted and seems to be fairly successful in working.

liext we take up the finencial service. The organization
mudt be both financiel, stocks and vonds. Ysuslly we ar: best ‘
known by the stook market bulletin and that is & bulletin whioh,
perhaps, draws more fire then any other one. Ve are certainly pluy-
ing with fire when we play witn & stcok market so we have to expect
that. Bonds sre another matter entirely. Ye are very proud of
the fact that the bund builctin of ours has a good percentage of
the banks of the country as nuﬁaorioe:s. There is not much of a
turn-over in e buliletin of that sort; nuturally the biggest burn-
over is with the stock market bulletin, the biggest by far.

There is one other point 1 want to bring to your mind.
You may disegree with this theory - a lot do and a great many agree.
You have probably seen in our service and other places a curve of
commodity prices including s large number of commodities, & curve
showing & price movement over & period of one hundred and fifty
years. Perhaps you have not reslized the significance of it us we
see it. Going beck to 1789 on this price ourve we struck a low

‘point; we struck a high point sbout 180V und ® high point in 1920,
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We are now on the other side, reaching a low point and thereby
developing @ cycle. There is a similarity between the wovement
since 1920 and the movement following 1866. In other words it
appears that there are these 1l rger price cycles which eververy
important when one is making large range forecasts and it will
necessarily affect short range forecasts because the movement of
whet we call business cycles are those listing perhaps from cne
to five or six yeurs. But reamember that those cycles are some-
what different - on a gradual decline rather than on a gradual
rising level. <he character of the cycles between 1896 and 1920
are vastly differ?zxt from those we have had since that time. We
are developing into an entirely different period. If you do not
pelieve in this series we feel that you are going to stray. Ve
think that there is a tendenoy now, you will agree, for a period
of prosperity to be more evident; it is not so promising in the
reported movement for 1800 and 1820. 1In other words, a btendency
to stebilize the oycle to flatten out the curve and while no one
has kept figures for oycle curves following the Civil War we have
earried back such a thing and apparently that was then true. There
wes such & few series but they indicated that they were going thru
the same thing as we now are. If there is anything to this we
might be expectiiig exactly what happened after the Civil Bar but

not in suoh promising movements.

The Federsal Reservé System interferes with many forecasts.
Stabilizetion is one of their great aids. There are other factors

about those general price movements. %hé year of 1789 is not the
18,
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limit, This curve :an now be carried back thirty years previous
to that date. Apparently industrialists have little to do with
this, but wars have a lot to do with it.

You notice that the high points above mentioned followed
very important wars, Ve got the price oycle of the batile of
VWaterloo as well as of the Civil War,

We are carrying on business diffépently. 7"e have talked
about "hand to mouth buying" during the World War and you thought
it a new term, I osn give you references to business nmagazines
after the “ivil War using the same term, The very phrase "pand to
mouth buying" was used through 1866 und 1870. We are going through
the same thing now and it is %o be expected that where the yrice
movement may be gradually downward, with rises here and there,
there ies goimg to be more caution in urchasing. In our opinion,

- perhaps, the most impprtant map in any organization for such a
period is the purchasing sgent. “e cen make or break you. Ac-
counting is just as important perheps but certainly & purchasing
agent is muoh more important than in & price movement of 1920,

A4¢ has to wetoh his puronasses a pit more ocarefully and they will

do that., The greatest factor has been this "hand to mouth buying"
and the widespread knowledge of stocks on hand, and with this we
may give history a bit with excess production but we are not going
in eny period of depression. Again there is no reason for it as

I think thet is important

long as we act as sensibly as we do now.

to remenber.
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¥When we see the price movement is downward, we would be-
lieve the Federal Reserve Syste: will prevent us from reashing
such a low point as appresches danger, and business can be done
on & low price if you sdjust yourself accordingly. It is hot
the price level that counts; it is the way you operate in relation

to the level. That has not been discovered by & lot of men.






