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Gentlemen

In our study of Statistics hich we are begianing to
touch on in ocwr course we realize i1ts application is s thing
that 15 growing, being used more and mores in comercial life,
and 15 used in our procurement activities of the Assistant Sec-
retary of Warfs Office to a limited extent, It has great possi-
bilrtzes ain all industrial lines and in financial lines, It 1s
a2 taing that 1s developing and we must take advantage of 1v an
our work, parbticularly in owr current procursment, in balaneing
production in time of war or emergency, when we have pub our pro=
curenent scheme i1nto operetion,

The Babscn Statisticael Organization is oae of the stand-
ards on statistical data and Mr. Baldwin of that organmization has
come down here Today and has kindly consented to give us an in«
formal talk on statistics in gensral, 1ts use in the commercial
world, and als purposes as visualized by the Babson Institubeg

I teke great pleasure in inbroducing Mr. Baldwin
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Gentlemen

I hope you will forgive me 1f you are expecting a
real speeche. Colonel farr originally invited Mr, Babson to
address you and he 1s the only man in the QOrganization who is
prepared to give a real speechs, The resl of us do the research
work,

I thank 1t would be well to touch on the general feastures
of this service, allowing you to ainterrupt me at will as such
interruptions wnll not interfere with the programe

I want %o talk about statistical services in general. At
present the whole field 1s rapidly changing. The Babson Organ.-
zation was one of the first i+t a1s true, probably the fairst i1n the
field, at least ss far as I know from my sbudies. &%t that tine
it was largely a matier of s2lling tho i1dea of the use of economics
to the public, For the first ten years, as a matbter of fact, 1t
was largely & sales proposition and in that respect we rendered a
very good service so far as the rdea of usaing statistics was cone
cerned., At the beginning of thas service valusble statistics were
fewer than those of today so 1t was not possible to make as good
forecastings possible for the average user of the service, enablang
him o made specific forecastings from our general ones as of this

date. We have now arrived at 2 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~called interior statistics, A
great many series of exterior statistacs, which were useful when
assembled, we find have not been properly used,

‘here was a rising interest in the field of accountency.
We know this from the growth of the schools, business increasing
1n cost~keeping along waith therr developrent.

Let us bring the matter down to date, I fear that all
services have come %o the point where they will have to change
the type of service rendered. Instead of merely sending out the
weekly and monthly material they will probably have to go into the
field with a very carefully organized Sgrvice Department mnd help
the business man apply these gensral forecasts which are now be-
ing made, If you are at all acguainted with them, you wall agrees
they are more or less general in nature. The Babson Opganization
makes more specific forecasts then some others, but still ours
are rather general,

For instance, 1t mght be said that a certein time will
be good for a men to lay in e fair stock of coston, but as you know,
there are exceptions to every statement made, there may be something
to say about tne character of the seasonal movement of the cotton
business, an unusual demand, ete.

At present we ere trying to relate forecesting with ex-

ceptions to indivaidual businesss We find that the average business
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man, menufacturer or banker has not reached the point where he can
apply such information properly. I doubt 1f more than twenty-five
percent of the clients of all the statistical organrzations actual-
1y know how to use the services. There i1s a wastage there, they
are not getbting full value of the service = where and when to plan «
because we have not taught them how to use 1t

As to mskang forecasts, we know that there 1s no wizardry
about 1t but Just a lot of hard work. That feeling still exasts
1a the field, however, particularly among the older men.

The same statistics availeble to us are avairleble to you.
There are some which sre semw~fundamental, which are nov generally
available and on which we spend a great deal of time and monsy for
collecting. The greater mass are generally available and in suf-
ficrent quantities Lo enable you to make a prebty successful
general forecast yourself. We are a collection agency for the mass
of stgtistics coming from various sources, we do not do a great deal
of research work ourselves « I dare say about seventy-five percent
only. We would not need to go furlher 1f we had & Service Department,
serviced a man, at an additional cost, telliag him how to use the
service. As I szid before, hard work and cormon sense gie considerw-
able factors in this = no wizardrys

There 1s one point to always keep in mind 1f you get 1n a
position where you handle & great many stavistics and attempt to
meke corelation with those of similer typess Statistres do not

always tell the whole story. Even i1f we could get all the statis-
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tics avallsble that we need to make a very satisfactory foree
cagting there would still be in our minds a certain element krown
as psychology that we cannot neasure statisticallys. For example,
e certain manager of & very big company in Western Pennsylvanis
has endeavored recently to atiempt to memsure what he considers
must be psychology in the market, 1t sounds like a very foolash
thing but we believe he will fainally do somethirg with 1t

Let me 1llusbrete further, In 1919 and through the early
part af 1920 we find the most prominent economists and statisticaans
coming out with the statements that prices will remain at or aboud
the same level for some time to come. As a matter of fact, on the
basis of the data available then and previous to theit time, and
for that availasble on the basis of the usual methods of meking fore-
casts, those men were right. However, there was one element that
they d:1d not take inbo acsount, and by the way, this has been a
serious argument for owr organization. They did nct take into cone
sideration what the Purchasing Agent was thanking about the future
prices, After all, i1f you could only find out what the policy of
the pwchasing agents of the country was goxng to be, that would be
much more importent because new statistics arise from postewar
situabions,

We had trouble in deciding whebher we would take the stand
of some of the economists or whether we would go to the troubls of
sending outv s questionnaire among our business friends, We did the

latter and 1t was the one thing thut told us definitely that the
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purchasing agents were about to restrict their purchases. There
were important eaough rebturns sent an to Justafy us in making the
correct forecasting. We were shead of time, 1% 1s true, but even
thet was best, There we had a sibuation in which there were no
wbatistiecs available and we were fortunate enuugh to come to that
conclusion., A lot of times we could have avorded mistekes 1f we
had resorted to the guestionnaire methods.

Do not depend entirely upon everything you see in prant,
even though 1t 1s from an unbiased source of informetion. There
are other questionnaires thet debermine very important factors.
Probably the questionnaire has been overdone in this country.

The average man, in sending one out, mekes a long list of questions.
Even 1f snswered by a check mark 1%t 1s bothersome when several hun-
dred are received by an organizaition, company or individual., Each
business man and student should learn to boil down questions as
braiefly as possible, a much better return wiil then be obtained,

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

on many.

As an illustration as to how lengthy some questionnaires
are. Last year we received one with fifty-seven questions, there
were others received from banks that bore eighteen or twenty
questions. Qur policy has been to boil them down to two or three
lesding questions and in such form that the answer may be "yes"
or "No". I mention that because in our work we may often have
to resort to questionnaires, 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,
dons more in recent years to brang to business men the value of
business statistics than any other one agency. Unfortunately
they are not 1n & position to meke forecasts and scme of the
series they are reporting are comxng out a bat oo late to be of
use to those who are engaged in meking forecasts, We do and have
been urging business men te answer fully any questionnzires they
recerve from the Government, because the Governmeant i1s an a posi=-
tion to get material that even a private agency like ours cannot
obtein. Some types of business men will not mnswer eny questions,
some few will not answer a Government queslionneire, but 1t 1s
generally true that the Government can get more than a private
agency.

The Government gquestionnaires have also been at feult in
the past but 1f you follow their development you will see that they
have come to the same conclusions we have. AS previously mentioned,
the Babson Organization is particularly interested in the question-
naires of the Department of Commerce. The Govermment, I would say,
has about ten times as much statistics on most subjects as we have
but not in & form in whach 1t can be readily used, However, 1t 1s
vgluable material and we use 1t as one of our sources of wnformatione

There are several sources from which we obtain our material,
The Bureau of Minerals, Governmental, Federal, and particularly
State figures can be used xn some instances, but we find that the

figures have to be handled with care. That 1s generally true with

Te

-

?

s
P

A



TE R pRETRY P Rl e T 64 FEHTE £ L 4 = Rl o o e T BRI TR R e s

,,(.»ﬁ“ w &7
H uﬁﬁ

the figures of some of the Western and Southwestern states, That 1s
one Source.

Another source i1s the trade journals. For instance, for
g monthly bulletin issued in our office that department has to
scan about one hundred and nine trade journals of various types.
Again, that 18 a source that must be watched very carefully. 1In
many instances the trade journal figures are the mverage, but af
you are meking a forecast for New York from quotations made at a
Testern point there is a difference in faigures = the difference
an a flowing price market, the price they expected to receive and
not the one they actually did receive,

Too often when statisticians are making studies, historical
studies, they will use figures from trade journals that are noi
those actually recerved and they find their forecasting somewhat off,
That 1s a very bag problem for any forecasting sgency, i1t means
accurate field work, keeping in touch waith clients as to what dad
actually occur,

In using trade journals we find that many agencies, part.cu-
larly college umiversities, are apt to file gll trade journals with
advertising materials. It 1s best to post vital clippings 1n com=
modity groupings and keep down the files.

Another source of information for us 1s our clients, In
Bvery wmportant field we have developed a list of gquestionnaires

for use among our clienbs. That gives us a very good cross-section
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organlzation. We have to discount some statements, and it 1s
true that at times facts or opinions may be colored, but we soon
learn to differentiate between the good and the bud. The older
clients know how to handle their returns., In the great masc of
returns we get from clients we can easily select the honest op-
inipns, That source 1s a very wmportant one for us,

Then again we secure material from what we might call
correspondence. We do not attempt to develop a large volume of
correspondence bubl try to keep in touch with some various sources
in this country and sbroad. C(lose supervision hes to be kept on
this work. We found one instance where a man abroad was biased
in his palitics and let that interferewith hais bus1nesséense¢
Those things have to be watched very carefully.

I have now outlined to you the chief sources of information.
We send men to the field at tames on very imporitant topics to gather
information first-handed. In the coal strike in Pennsylvania we
had people there nearly all the time and we would do the same thing
in any other amportant industrial strike or dispute, particularly
1f there seemed to be some trouble concerning the commodity markets.
Te would have a man around most of the tame in the centers in which
the commodity was important to watch developments,

You cannot have any one set rule or procedure in securing
material to make forecastings. Meny agencies found that out to
their sorrow. 7You have to have a flexible organizatien, men thet

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

The personnel problem in an organizstion of this type
1s worthy of mention. It us very difficult for us t¢ find a
man who 18 & real statistician and who can meet a business man,
obtsin desired faigures from him, try to sell him the service,
advise him of the value of the service, and develop some inter-
change of materiel between thet man and our organizaliocn. We
have need of such = men beczuse we must send out one that can sell
himself and at the same time see what he can get from the business
man for our own service. We do not get very far. May I remind you
of one personnel prcblem we have settled definitely = that us the
sex of the personnsel who compile figures in the home office. If
you want accurate results you had better use womene You take the
average man and put him down to the detarled work and his accuracy
usually falls off, Actual tests show whet happens, between eleven
and twelve ofclock you had better have a garl on the job, she works
much bettere So far es mechanical work goes, that i1s done by girls
and not by men. For securirg sources of materiel men are usually
used, occasionally a woman but rarely so although cne of the best
f1eld agents we ever had was a woman who was located in Wishington.
That 1s very imporbtent to keep in mind shen developing a statistical
department,

Ls to some of the festures of our service, We do cover o
considerable field, both business and financial. Practically every

service has, in the beginning, started with i1te primary interest
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in the stock market. That 1s true with the Babson Statisticsal
Organization. One of the leading services at this time, the Harvard
Economic Service, did not but that was an unusual exception. That
was nabural Wecause the stock market feature was the line of least
resistance. In developing profits a body of information was being
assembled already sufficrent for common markebt forecesting and
these services struck i1te In making studies of the stock and bond
market they bad to refer te the mce situations Followairg that
perhaps I know of at least two,

Then came the development of the sales service. There was
& burst in sales effort as you know during the war pericd and im~
mediately following, and then came in a muwber of services with
wide features, an orgenization of our type dealing with sales oper=
ations, moking forecastings of purchasing power by states, etc,
Finalily there developsd an interest in labor. This was guickened
in the last two or three years oy the passage of the Immigretion
Restriction Act and the faeld for labor services became very large
and today there 1s a very general labor service. We developed
ows before the Act was passed and for a number of years, specially
during the war period, made little progresz - the greater being
made in the last two years,

Some services have gone farther than that. One leading
service in the country has developed & strictly sgriculturel
service which 18 & very valuable one, What the nest development

will be I do not kuow,
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These services are all relsteds We have come to thc time
when we realize we do not know the stock market unless we kunow the
commodity merket, and not the commodity market unless we are ace
quainted with the bond macket, You certainly do not know a great
deal today about the possible profits of the corporationts celling
vslue unless you are somewhat scqueanted with the future purchasirg
pewer of the country as a whole and i1f you want tc make a2 forecast
of the nest quarterts earnings of some big corporation, and therefore
of the value of the stock, you must necessarily know somethiwg about
the purchasing power of the territory of that company which 1t
serves., Our salcs forecasts must be made three months i1r adve-ce
in studying some districts that are most important to the business
world,

The labor service is importent because we certainly have
reached & point wherc the labor policy of the cempany has a great
deal to do in determining the prosperity of the company over a long
run, particularly where a man 1s buying stock for a loag term invest-
nevte We think 1t for more awportant to know the laoor policy of
that company. Aboul one~third of the labor service we sell in our
organization goes to the investors. That 1s apparently their in-
terest in watching labor conditions. Labor conditions are slso
important to the purch581ng agents We have certainly reached the
point where we realize the labor policy of a company which 1s i1m
alpecullar position interferes with the majority of our commoditires.
The market 1s very semnsitive on That question. Some time ago we
made a forecast of a strike whica did come true and tre forecast

12.
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resulted in trouble for us, causing the loss of some of our
elients. It 23 amportant to know that there has been instances
where stvikes have occured perhaps in a distant section of thne
country, but still the strike may spread to the country in whch
you have placed an order and 1t may interfere with the delivery
of your goods. Those forecasts are more difficult to meke be~
cause we do not know just what might happen. §Still men have
saved considerable money in watehing labor movements, ats dis=-
turbances, and protect themselves accordingly. I think I have
fiow shown you the inter-relation of services we use and those of
some others.

As to the making of a specific forecast, There i1s not
a set procedure; we have not resched the poinl where there 15 &
set procedure, 1t has to be flexible. In my opinion the most im-
portant service we issue 1s the commodity service. We can do more
good with the commodity service than we can with any other one if
the men would properly use 1t. You have to have the others and I
suppose ours i1s best known by the stock service, yet far more ef-
fort 1s placed on the commodity service, There i1s a great mass
of material that one has to get, keep up to date on price pooducs
tion and grouping. That 1s merely a beginning. Give most any
man these figures and tell him to make a forecasting from same
and that 1s another matter.

How do you go about making one? There are various phases

that enter into the proposition from time to time. For instance,

13.



WIRTICITVRRN TR Ehen WA TOTERR mem ey Y

there are meny series of deta available on the commodity "cotton",
perhaps 1n the neighborhood of fifty. @he price 1s set in an
international market. There i1s no set rule for meking a forecast,
Any one of those series may oecome the most iaportant seriss at a
given time., That means one has to meke corelations of a grest meny
of those series with a chart like you find contaixned in our weekly
letter, we would plot prices over this chart, we mi ht determine
whether there was eny distinet regular corelation bebween various
curves and, 1f there were, that made our problem a little bit easier
but that s only a beginning. It 1s a mere gurde but not the finer
means of meking a forecast. We have to keep relations up to date
beceuse they might be interferred with by other series - therefore
they have to be corslated.

We have what we call a "production index" which i1s somewhat
different from the"business volume index" in the way 1t reaches 1ts
conclusions. We faind that many times we get in our commodity de=
partment the corelations we want by making corelations waith this
production index published from time to time in the commodity bulle-
tin. We might find that there is some corelation bebtwsen tie
general price index, consistin. of a large number of commodibies,
and the prices of commodities. Any number of these thiags may
occur. We heve Lo watch them all and naturally, as you see, there
enters an element of judgment, 1f not we would probably mske about
nineby-mne percent correct forecastings. That, of course, comes

from experience and that 1s the problem - to get men who can do

14,
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that sort of thing. You cannot use judgment entirely, however, if
you reach a point where you fear these corelations are not correct
go out with a gquestionnaire. Judgment mey 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 rave charts to show such co=
relations in detail, but that 1s the way in general in which these
corelations must be kept up to date constantly, also checked on by
sending men to the field an various instances.

I think I can safely say that 1f we average eighty-five
percent i1n covering seventy-five percent basic commodities we have
done & good Jrb. As & matter of fact last year was the best we ever
had - about ninesy=two percent. That 1s unusual, however. I should
say that 1f we would reach eighty-five percent every year we would
be doing a goad job, but the public expects one hundred percent,
They will never get 1ts

Passing on to another service - the sales service. We make
purchasing power forecasts by states for three months in advance,
In the first place you can readily see such a service would be of
11ttle value to an organization that would let out & working plans
a year in advance. 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 i1s developed on that basis. Why?
Simply because we have no better measure of transactions thar those
individual accounts, no better general measures of purchasing

power available. That 1s correct, but other series are developed
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for merket conditions, etc., For instance, the general purchasing
power, as indicated by the curve of check transactions for three
months, might be modified by labor conditions, by employment
figures 1f there should suddenly dcvelop a lessoning of employment
figures in the area for which we are meking & forecast. There
would be a tendency to flatten the curve, you can readily deter-
mne how muche

Take for instance the figures on electrical current conm
sumption, Thet 1s important now. We actually have collected at
times figures for steam car movements which is imporbant in some
few towns 1n this country because 1t does indicate by hours the
movement from the residentinl section to the industrial section.
Postal savings have been credited, postal receipts are imporiant,
i1f you take the men 1n some local business, 1t has to be taken into
account. *‘here are a number of things which are more or less local
whaich have to be ussd to route curves of purchase power,

The labor service, as you can readily realize, does not
lamit 1tself to statistical plotting nearly as much as other
fields. We can get all sorts of factm but what business demends
to know is whether a strike 1s likely to come, whether wages will
change and when, and 1t 1s very dafficult to forecast, However we
have been very successful and hope for improvement.

We do publish the only strike index printed at present,

It does not include all but perhaps seventy percsnt and certeinly
does include the representative strikes in the country so that

gives you some informetion that 15 of much value. It 1s interest-
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ing to know that at present we are not worrying about strikes,
the tendenecy 1s to flatten out in comparison with the past.

We also report in that bulletin important wellfare plans,
we try to keep in touch with all these developments and send out a
man to get the date from the freld. That work 1s still in the pro-
cess of development, we are feeling our way and still 1t seems to
be accepted and seems to be foirly successful in working.

Next we take up the financial service. The organization

must be both financial, stocks and bonds, v

sually we arc best
known by the stock market bulletin and that 1s a bulletin which,
perhaps, draws more fire then any other one. We are certainly playw-
ing with fire when we play with a stock market so we have to expect
that. Bonds are another matter entirely. We are very proud of
the fact that the bond bulletin of ours has a good percentsge of
the banks of the country as subscribers. T&ere 1& not much of a
turn~over in a bulletan of that sort, naturally the biggest burn-
over 1s with the stock market bulletin, the biggest by far.

There 1s one other point I want to bring to yowr mind.
You may disagree wath this theory - & lot do and a great many agree.
You have probably seen in our service and obher places a curve of
commodity prices including a large number of commodities, a curve
showing a price movement over a period of one hundred and fifty
years. Perhaps you have not realized the significance of 1t as we

see 1t, Goang back to 1789 on this price curve we struck a low

point; we struck a high point about 1800 and a high point in 1920,
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We are now on the other side, reaching a low point and thereby
developing a cyclees There i1s a similaraty between the movement
since 1920 and the movement following 1865. In other words it
appears that there are these l.rger price cycles which are very
amportant when one 1s making large range forecasts and 1t wall
necessarily affect short range forecasts because the movement cf
what we call business cycles are those listing perhaps from one
to five or six years. DBubt remember that those cycles are some-
what different - on a gradual decline rather than on a gradual
rising level., The character of the cycles between 1896 and 1920
are vastly different from those we have had since that time. We
are developing into an entirely different period. 1If you do not
believe 1n this series we feel that you are going to stray. We
think that there 1s a tendency now, you will agree, for s period
of prosperity to be more evadent; i1t 1s not so promsing in the
reported movement for 1900 and 1920, In other words, a tendency
to stabilize the cycle to flatten out the curve and while no one
has kept faigures for cycle curves followang the Civil War we have
carried back such & thing and apparently thet was then true. There
was such a few series but they indicated that they were going thru
the same thing as we now are. If there 1s anything to this we
might be expecting examctly what happened after the Civil War but
not in such promising movements,

The Federal Reservé System interferes with many forecasts.
Stabilization 18 one of their great aids. There are other factors
about those general price movements. The year of 1789 1s not the
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lamat, This curve can now be carried back tharty years previous
to that date. Apparently industrialists have little to do with
this, bubt wars have a lot to do wath 1t.

You notice thet the high points above mentioned followed
very important wars, We got the price cycle of the batile of
Waterloo as well as of the Cavil War.

We are carrying on business differently. Ve have talked
about "hand to mouth buying" during the World War and you thought
1t & new terms I can give you references to business magazines
after the Civil War using the same terme The very phrase "hand to
mouth buying" was used through 1866 and 1870. We are going through
the same thing now and 1t 15 bo be expected that where the price
movement may be graduslly downward, with rises here and there,
there 1s goimg to be more caution in purchasing. In our opinion,
perhaps, the most important man in any organization for such a
period 1s the purchasing sgent, e can make or break you. Acwe
counting 15 just as important perhaps but certainly a purchasing
agent 1s mmch more amportant than in a price movement of 1920,

%g has to watch his purchases a bit more carefully and they will

do that. The greatest factor has been this "pand to mouth buying"
and the widespread knowledge of stocks on hand, and wath this we
may give history a bit wath excess production but we are not going
in any period of depression. Again there 1s no reason for 1%t as
long &s we act as sensibly as we do now. I think that is important

to remember.
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Then we see the price movement a1s downward, we would be-—

lieve the Federal Reserve System waill prevent us from reaching

such =& low point as sppreaches danger, 2 nd business can be done
onn & low praxce 1f you adjust yourself mccordingliyas Tt as kol

the price level that counits, a2t 125 the way you operate in relation

‘ Yo the levels, That has not been dascovered by a 1ot of men.
i
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