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BiL.ESON STLTISTICLL ORGeNLn1ICN,

Gentlemen

I think the best thing for me to do 15 to assume that vou
are business men and since rou are in schoor to assume that vou are
here to learn and not be entertained. With that assumption I will
try to give vyou the inside information as Lo how we arrive at
busines< conditions, commodity prices and various economic situ-
ations. Two or three year< ago a young lady came to my desk -
she had been sent to the United States rfrom the Government of
Ireland to find out how to determine business conditions in
Ireland. %lhat was a pretty big order. Suppose for instance
that Colonel Carr were to assign you the task of finding out what
the business conditions in the U. S. are  How would you go about
11? There would you start? VWhen vou did start out vou would be
surprised how much of 1t wculd unfold as vou went along, but you
can 1magine the task this vyounglady had before her - coming over
here without anv preconceived idea of business conditions,.

Thére are in the statistical field numerous theories of
determining actual busines< conditions. Each man has s certain
plan by which he determines the actual conditions. Colonel ayres
1n Cleveland mecsures the condition by the n'mber of i1ron furnaces
that are in operation Others use what they call the lag theory.
Our particular theory differs from those. We were taught b-ck in
college that in order to draw certain conclusicns you must spread
vour observations over a sufficient area to justify the conclucion
~ that vou cannot go out and smell one rose end draw the con-
clusion that all roses smell sweetly. You might run into a
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You prebably remember; that vears ago a men B-r the name
of John Saxe wrote a poem about the six bBlind men who went te
see the elephant. The blind men would approach the elephant,
come into contact with certesin portions of his anatomy ~nd
meke observations, and each mon drew his own conclusions as
to what i4 was. The man who grasped the elephant by the {runk
s~1d 1t was just like a sn~ke. He waes right according to his
observations., he man vho got hold of the tusks sa1d that
thiz anim~l was like & spear, snd the man who ran into the
elephants side said 1t wae like a wall, ond everyone of them
was absolutely right and so reported to his family, but all
of them werewrong because they did not grasp the elephent in its
entirety.

To ascertein business conditions yvou have got to see
them 1n their entirety. The avernge business man judges
business conditions by his particular industry. If he 15 &
banker ~nd money rates are good and he 1s making money he
aseume< thet business 1s good and from the stendpoint of the
banker todiy business 1s goods 1lhe man in the manufacturing
business - the textile industry - ascumes that all business 1s
bad becruse his industry 1s depressed, L‘he m n 1n the iraction
business - YBusiness 1s bad". 1In the lrrge corporation business
15 good. bkech according to that psrt of the anctomy of business
with vhich he comes in conterct. Hov ere you going to determine
whether business 18 gocd or b-d? The vy we do 1t 15 to toke
certain representrtive fundamental business conditions end add
those fundamental conditions together by mathematicel and
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stetisticak formul~e, ~nd then hoving adeed them together, find
out whether or not the sum totnl of these fund-mental businese
activities 1s at a norm or whether 1t 1s belew or above 1t.

Boek 1n 1904 the norm v-g est-blished, after c-reful consider-
ation, 2t & (Volume of Business) From th-t norm every weelk

ve adeced p the sum tot-1 of tusinese -~ctivities and ve found
that business va= ei1ther nbove or belov tht morm-~l., If 1t

wns above ve would make - little dot on the chart that would
indicnte vhere business was and those dots would keep coming
down vntil eventually they met the normnl line nd then they
beg&ﬁ to go up. Eocch one of these p.~ces represents -~ dot

untii ve have an cre~ composed of a myried of dots. Then ve
blacken that aren and that 1s knovn as the period in our economic
history .n which the sum totnl of Business conditions ves sbove
the norm~1 line. Then for some recson or other those dots begon
to go Belov the line end they went down ~nd then brck up ~nd so
eventually we hod this ares cnd we blrckened thet. The first
area 1s = period of business over-expansion, when business 1s
above normal., Lhe second ve call the period of re~djustment,
when business 1s belov normal  These are sometimes called
periods of prosperity and depression. When .re~ "D -" on the
chart was completed Mr. Babson was chowing 1t to Prof Swein

and Profes<or Swain noticed that area D 4 and D - vere apparently
equnl end he asked the que<tion as to whether Nevton's lew of
ection and reaction was applicable to business conditions just
as 1t 1s to physical conditions. Mr. Babson followed that up -
he went to England and studied - and found that Newton had
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prophisied thet some dav th¢ lav ot nction #nd renction vould
te regnrded ns applicable to social, Tusiness and even religious
condirtions.

Nov 1t 18 1nteresting to note that these periods of
rendjustment do follow periods of over-expansion with consistent
regularity A great many people argue thet ve vill never hnve
another period of depression. they gaid that same thing ot
this pek (G +). It 1s interesting to note th-t for every
period of over-expansion ther: hee been, up to the pre<ent time,
~ period of readjustment and thie 1s true for this eountry -nd
for other countries as well.

I vant to explain varicus other lines herc. Thece
Tlack ~re-s are simplt periods wvhen our business conditions
were either above or below normnl. The solid red line 1s the
price trend or 40 sclected bonds on the Nitr York exchange. This
troken red line 1s the stock m rket line or 50 seclectcd stocks,
on the New York Stock kxchinge  ihie (lorer tlack line) 1« the
commodity price line - the trend of the bigic raw msterials,

The X Y line 1s the normel grovtih line #nd 1s determined mothe-
mrtically ~nd stetistically. Th:t goes into higher m~thematics.
It 1s determined by ¢ <t-~tistical formulo. There vas a young
man v1th the Edison Company in Nev York who kept statistics of
hig ovn ~nd made ¢ chert on business conditions  fLfter he had
kept 2t for 2 few venrs he discovered that his chart ran so
clogelv to ours thet 1t vnos not vorth the time and cost for him

to keep 1t A chert cannot be absolutuly correct unlee=s vou put

&
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cvery known industry on it and there are suf 1cient induetries
on th~t to varrant our conclusionse. After all, 1t 1s gimplv to
give us . picture of the conditions ~nd not %o mersure them rbso-
lutely, becruse 1n the field of economics you connot mrke n
positive et tement. If vou do you hi've to deny 1t in the next
sentence. There -~re two methods of talking ~bout economics,.
The methods are called didactics. Dr. Taus<ig of Harvard
repre<ents one method and Dr. Marshall of England the other, Dr.
Taussig reclizing the peculi-rities of economics meke< his state-
ment o 1f 11 vere true. You knov vhere he stsnds. Then he goes
on for sixteen chapters and tells you vhy that does not work
Dr M~rshall does the other thing. He talke< for 16 chapters but
when he gets thru vou don't know what he believes. fnyvay
they <timulrte your mind to thinking.

In the field of econorice you do not hove ~n ex~ct
science £s you have in physics or chemistry. If you put o
drop of water in the rein berrel vou c¢*n swenar to 2 rice in the
level of the v~ter. You c-n't do 1t i1n economics You make a
st tement but so m~ny things cen happen while vou re nmaking
1t th-t 1t works just the opposite. The trouble 1s thet vou
cannot 1sel<te © man in his rectavaity like vou con the in-
gredients 1n 2 test tube and subject them Lo certain conditions.
In the test tube you expel £ll the cxtraneous matter and then
make the experiment with ccertain ingredients. Years -po
economists tried to see what ¢ man would do 1f vou i1sclated him
but the only record thev hrd was of Robinson Crusce ~nd for
venrs we had Robinson Crusce cconomists. If he dug clams
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with his hands, they were wages, and 1f he made a hoe that was
capital and so on.

We like this chart {babsonchart) because 1t shows us
so manv things for i1nstance, you can see where the stock
market 1s at the present time. You can see hov the present
stock range compares with previous periods in our stock market
history. There are stocks at the present time on the New
York Stock kxchange selling gor 49 times their dividend rate
and 24 times their earning capacity. That i1s anticipating the
future at a fairly exaggerated rate. 7There 1s a banking house
in New York that has a list of 180 securities that are selling
for over 20 times their earning capacity. l1en times their
earning 1g considered a fair and average estimste of capital-
1zation. You cen see that the stock msrket hns gone up steadily
in the 1lnst seven years. You can see wvhere bond prices are at
the present time  If the question were asked "How long has 1t
been since prices were as high as this™? you can see that in
1910 thev were. Il has been 18 vyears since bonds were as
high as at the present time. If you had a chart thet went on
rtack vou would see that thst fundamental decline 1n tond
prices has been going on since 1878 and that this low point
(mark®d, bonds) 1s the lowest that bonds had re-ched in 40
years. When tonds were <t this low point (1920) we told business
men thet 1f they would sell out their bueines< and put thear
money in gocd tonds and go to Florida or California or Europe

thev would te tetter oft thon 1f they staved in business., It
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was absolutely true because business deflated and bonds
increased.

This (Commodity Price Line) shows you the range of
increase during the war, the eriect of Governwental stabil-
1zation of prices, posti-war rlse;§;4% higher than before
the war, the this precipitous decline and then the recovery,
the pressure on the downward side, the outlock for the next
10 to 20 vears - that 1s, barring any more World Wars or
unusual upheavals,- considering that we go along in our Ppeaceful
vays - the outlock for commodity prices rfor the next 10 to 20
years 18 downward. The pressure 15 on the downward side,

Here 1t a chart of Commodity prices from way back in
1790, showing hov commodlity prices went up to that high peak
at the close of the Napoleonic wars in 1820 - commodity prices
going up to that point for 20 years and then after the wars
declining for a period of 40 years, from 1812 to 1850, 40 years
downvard and then 20 years up again to a peak at the close of
the €ivil War, Then down again for 30 veare to the beginning
of 1900 and then a 20 year rise until the close of the World War.
If history repeais 1tself 1t will go down and 1t 1s 1interesting
to see the similarity of this fundamental dovnward trend.

The question I vant to ask you and let you argue about
15 vhether or not vwars cause the commodity prices +to go that
vay or do the commodity prices make us go to war. Those prices,
insofar as 1s ascertainable, contain all the statistics available
and there are sufilcient statistics in them to make them fairly

approximate.
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Question -~ Are they war prices or do they include tariff?

A If you have got goods coming into this country vith
tariff on them the price does include the tariff. The stati-
sticians do eliminate as much as they can. You all remember Roysel
Meeker., I heard him make a statement the importance of which I
did not realize at the time., He had Teen trying to find out
the cost of living at that time and he was talking to the
Statistical Association of America and he came to the particular
commodity known as the poteto., He gaid "Some people thing the
potato 1g a vegetabtle. It 1s an institution ot the devil®,

This statement was made because of his difizculty in getting
statisties on potato prices,

Everything that 1s possible to take out of sctual
prices has been taken out to give us a represent tive pircture
and bear in mind that you can tenar 1t all to piece« but when
you get through vou have something very near to the truth.

Assuming that this ch.rt 1s re sonably correct, did
the low prices for commodities cause the Wapoleonic vars and
the competition of nations or did the competition of nations
cause these prices, and vas our Civil Wwar occasicned by
commodity prices or did the wer cumse them? And the World
War?

There 1s another chart that 1s very intere-ting because
1t 15 the basis of all of our farm problem talk and the duiffi-
culty 1n all of these probleme that are mocted i1n our Congress
halle 1s 1in regard to the "facts" Vhat are the facts? Years
ago the bov or-tor of the Platte t~lled 1n a strange languege

-
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atout the free and unlimitcd coinage of gold and silver, Ho
advocated numerous changes in our Government and everything
that he sdvocated has come to pass -~ ~dopted nov s conservative,
gconomic, politic~l policy, vith the exception of frec silver.
Tihy did Bry~n advocate the frec nnd unlimited coincge of gold
and silver? Because t thot time there vre not cnough gold
being produced to perform the moncy funciions of this Government,
and that being true, Eryen w-s absolutely rights But -t the
moment he was meking that statement the output or gold vee
being inerersed 13 zufflclent quentitics to perform the money
1

function ~nd God/for the Ui 8+ vh t Bill Bryen 1c= trying to do.

lig have tried many times i1n this ccuntry to regulete
prices - to interfere vith the cconomic l'ws. One little
legirslotor in Mexico had heard sonmething to the eifect thet
t2d money drove out good money wnd he proposed » mes~sure to
onnul Gresham's law. They told him ™hy ou cen't annul thet,
thet 18 2 naturel lav®. ™@ell," he & 1d, "let's suspend 1t for
e vhile ~nyuoy."

You 211 notice that these threc lines (live stock,
farm products -nd industrisl comnodities) bore i relrtionship
with each other before the v-r, - a very close rel-tionship, ~nd
th~t v2s mainteained during the period prior to the vrer. You 111l
also notice that when prices began to rise thrt reletionship ice
1111 maintained ¢nd they kept that woay until the break come,
Then live stock broke first, going dovn precipitously to pre- ar
price, live stock sclling i1n 1921 at ~ price just < lov ~g in
1912 or 1910. Thien ferm products broke - just simply dropped
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the bottom out of them, but stopping a little above the live
stock. Hovever, when industrial commoditiecs broke they went down
part v ay and slopped and then vent back up. Th t spread for 1921,
22, 25 & 24, between vhat the furmer got for his faim products
and hig live stock ~nd vhet he had to p-v for industrial commo-
dities, is the ferm problem. Uh~t heppencd vas that they kept
up this relotionship -nd vhen they broke they stripred their
genrse & men in ny tovn took A calf to the m¢ + morket ~nd he
got o certain price for it and then beforce he vent home he
stopped at the butcher shop to get a steek off the & me calf ~nd
o.ed the man noney. He got 2 certawin price Lor his products

and paid ~n enorriouslv higher price lfor hie consunmcble goods,
such as clothing, shocts, ments, etes lherc is rour farm problem
You will notice th-t live =tock 1 = becn going back up nd hes
gone ~tove ihe industrial commodities - nov falling back down
again  Beceuse the icrm crops this ve r are rbout 5% larger

than they were l-=t vefrrthe prlcg 18 going to be ~ little bat
lover. ‘Lherefore farm products have f“flen o't but the i1ncore

of the fr~rmer on eccount o the large volume of lLiie crop is

going to be rbout 100 million collers more this yeer and his
debts w1ll be ~ little lese thon thev were 1laet yvear. He 153 a
lattle bit better ofr. While the fermers continue to leave the
farms until there are no more then 1< neces<-ry to meet the
demands - that is the proces< that 1s going on and the consequent
readjustment of those prices 1s going to =clve the fern problem.
Of course dr., Hoover 1s committed to frrm legisl-tion ond there

are a great many constructive things itnet can be done - cooperative
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rnethodes ot marketing, diversification of crops cte.

In England they tried to r<gul te the price of rublter.
lhey hrd o =cheme thereby they tould ghip onlv = ccrt 1n armounk
end 1f the price went below ~ certein ~nount they vould not ship
1t. They were going to regul-te the price of rubler., Lot f£oll
she geve 1t up. Why? When she hed pr=<ecd her Stevens lav <he
controlled 75% of the worldls rubler merket. L-st yeer vhen
che abolished 1t she had dropped to only 50%, becruse in re-
stricting the cmount thot went out she forced cerpenies in thas
country into the rubler producing bueiness. In legislation,
attempt shoula be mﬂd; to cooperate with econoric laws - not
agrinst them - th-t 1= constructive legisletion.

Nov in the field of labore There 1s o roy of hepe in
the l-~bor siturtion. Some very highly intelligent l-bor unions
are getling s le~ders indu~tri~l enginccers instead of the
v~lking delegte. There 1s a vonderful oppcrtunity -mong the
labor ranks for intelligence A Iabor union c-nnot r-i<e wages -
all thet 1t c~n do 18 to compel the employer to p-v the l-borer
o little bit socner tnan he otherwise woula vhat competitive
conditions 1111 force him to pay 1 ter. inc intelligent industriel
engineer rt the hend of certain l-bor groups 18 the best - the
most constructive step that labor ha< ever taken.

Question. I live in the state of Arizona vhore there i1s a lorge
production of copper and they settle the question of wnges
according to the price of coppere. £An cgrecment o< entered into
several years rgo betwecn the lrborers and the mine ovners. VWhen
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copper 1s at 1 cert in price - sry /hen copper 1s 13 cents,

they receive ¢$5.00 - dey. When copper goes to 13+ cents, there
18 ¢ 10% incrc <e. VWhen 1t drops, v-ges ~re cutometicrlly
decreesed. ‘1h L eruccs no libor disputes - no l-tor troubles
whatsoever.

Mre. Wilson  Has the method to you knowledge becn subjected to o
declining colner price or has 1t been all on the upside?

Both wys. Nov 1t 1s on tne upgrodce. Some three months
ago the v ges were reised 10%

Mr. Tirlson  An arrangement of thot kind might vork out satis-
frectorily 1f the price kept going #p. However, 1f, ofter a sterdy
rise of 10 years 1t then turned sbruptly end dropped about 20% I
do not know whether 1ober would accept that rebucticn s readily

as they didthe incre-se. T1h-t 1s the trouble rtout profit-shering
schenmes Thev ~re vorkeble s long r= you n~kFe gocd profits but
the moment you get into aifiiculties -nd ~sk the s me eones stho
recelved the preofits to shere the losses, ny experience hos been
that they do not shore them.

During the w~r in the U 8. wc exponded our plant nd
cguipment to meet a vor dem~nd for our gocds. When the wer
stopped ve vere left with » producing crpncity to practically
supply the world 11th gcods end cur foreign demand fell off. We
have 1n practically every line of indu<try an ercese producing
capacity. Thot excoes producing capaciiv has crused severe
competition ~nd <evere competiticn has couced corrodity prices
to decline, ~nd declining cormodity priccs have narroved the
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margin of the business man's profit. This has made him substi-
tute new methods of economy, like +the greater application of
machinery in production and better methods of distribution,
guch as the chain store. ILxcess producing capacity, severe com-
petition, declining commodity prices, narrowing margin of profits,
installation of michinery, new methods of distribution - this is
the chain of resulis,

I want to show vou where business 1g today ~=< compared
to what 1t was 1n war time. [t the peak o1 the wr boom 1n
1919 1n the U. 8 only 6,000 firms failed kusineses conditions
changed from over expansion to drastic deflation. In 1921, 20,000
firmes failed and instead of their liabilities being 113 million
dollars ttey were 700 million collars. Gompetition has been so
keen i1n the past seven wears that 140 thousand firms have
failed. 1he liabilities of those firms smounts to 5 birllion
dollars. For the past seven yeers 43% or the tirms 1n business
have shown deficits instead of profits In 1926 cut of 430
thousand corporations 197 thousand have shown deficits and those
records are taken from the tax returns here in Woshington. The
lecs<es to business in the past seven years thru failures amounts
to 21 billion dollars., Thait 1s three billion dollars greester
than the national debt. That 1s ¢ gloomy picture Who 1s
making the money? 5% of the corporations in the U S, sre producing
68% of all the product and emplcving 58% of ~11 the people Out
of 460 thousand corporations in 1926, £14 corpor tions less
than % of 1%, made 36% of 2ll the prcfit I though that probably
the large scale corporation - the monoply - would be the i1s=ue
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in the last political campaign. It vas mentioned but the thir=t
problem shifted 1t to the side lines. In 1932, unless some
other problem that comes nearer to our stomeche shoves 1t out,
this monopolistic control - the gigantic corporrilons - 1is
going to be the problem.

We have got ~ situation in which machines have bheen
put 1nto industry to such an extent that the Government of the
U 8. 1teelf estimates that 1n the past seven veare two million
Jobs have been displaced, abolished - done by machinery. The
railroads in the country in the past five veers have laid off
183,000 men and they are handling sixteen billion ton miles
of freight more.

Thot 18 what 1s happening in the field of production.

In the field of distribution chrin stores have come
in. The chain store and the machine 1s not the cause of the
present economic order, the utilization of the machine and the
chain stores ere the result of the present order. Competition,
declining commodity prices and narrowed margin of profit have
compelled corporations to combine in greater uniis then cver
before- heve compelled them to utilize every method of
efiiciency. lhe kgen competition has compelled stores to
combine to te able to sell their goods cheaper, with the result
th-~t we heve 1,500,000 unit ret~1l stores in the U, 8. We have
4,000 chein store and department storc companies and they hove
approximately 100,000 stores. 1he 100,000 chein stores are doing
1/3 of all the business., ‘lhe retailerc have got to combine  They
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muet eirther combtine or they must devise a peculiar kind of
service that will bring people to their stores to shop
Individual stores can grow in the face of chain stores but they
have got to renaer service.

Take the automobile indusiry. Statisticians have been
locking for the saturstion point of the sutomobile industryv for
the last five vears. There are 24,750,000 sutomebiles in the
U. § tocsy. ihere are six million more automobiles i1n use
than there are telephones in use. With the saturation point
staring us 1n the face, last November we produced 98% more
automobirles thun we did in the preceding November and I see
an estimate of 7,000,000 to be produced this year. There may
be e s~turation point somewhere and competition ie certainly
going to be keen. Some of the we-ker compenics will be
crowded dbut - some will be picked up by the stronger ones
Ford has been out of production for = verr. Now he 18 going
strong. Chevrolct has apparently given Ford the 4-cylander
market. The foreign markect 1s probably our outlct, There are
only 31,000,000 automotiles in the world cnd 78% of them are
in the U.8., so the foreign outlet 1< the Ttest. There will be
scvere competition. You can get better vriue for vour money
in the wutomobile todiy then in ~ny other commodity.

The building situntion. For the past 5 years we have
produced almost 7,000,000 dollers worth of buildings per vear.

We have boen looking for something to heppen in the buirlding
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trade. We have a surplus of apartment buirldings and small
stores. Burlding 1s going on and should continue at a
relatively high rate,

I want to leave this last thought with vou. I do not
want you to think I am "Bearish"., I am extremely optimistic
and the intellipgence of the American people 1s going to meet
the production problems and the unemployment problem. TWe
have less than 6% of the world's land area in the U. 8. TWe
have .es= than 7% of the world'e population and we do more
than & of the world's business. Ve are a business people.
Every year there are 1,250,000 new homes started - 2,250,000
babies are born - 400,000 girls and boys graduate from high
schools The market 1s continuallyv growing and business men
must be continually alert to this increasing demand. Wwe are
living 1n a period when a man must be a manager. He must
buy carefully, he must sell at a profit. He must have
efricient labor, he must reduce his overhead expenses and

put on top of that a certain amount of honest-to-God service

and remember there 1s no saturation point to honest value.
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