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SOME PRINCIPLES OF BUSINESS FORECAST 

i 

The practise of business f~.recast, in at least one of its 
aspects, r~mi~jme of such institutions .as the League of Nations, 
birth controlj Th~ Republicanparty. Pr;ohlbition, etc, Like •these, 

forecast is ia controversial subject, ~ ' 
• "" ..i : . I" ° '' 

But the controversy over economic prognostication has one 
identifying characteristic. Seemingly it moves in waves. Now and 
again, for one reason or a~ther, a perfect furor is kicked up 
about it. Business foreceshers are cailed charlatans and fools; 
their art is classed with alchemy; aspersions are opeuly cast at 
.their motives. Then customarily, after a brief and boisteraus 
awirl, the •teapot tlempest tends to •entir.ely subside; forecasters 
a~ain become respectable citizens, if only temporsrily; they are 
permitted • to go serenely • on about their business again~ unmolested 
and unruffled by attacks • upon their :stock. in trade~ 

On several occasions during the past ten years,. I have 
be.en asked to make a public talk on some phase of business 
forecasting while one of these assual.ts happened to be under way. 
Necessarily, in such circumstances, onels attitude must be 
defensive. Sometimes it :is not the wisest man who prevailsj 

but the one who shouts the •loudest. ~'. 

~.But hap'pily, the Assistant Secretary Of'~ar's invitation to 
• address this .distin~guished gr°up of mature students comes at a 
time when the sea of pubiic opinion~ so .far as the :practise of 
business forecasting is concerned, is as quiet as an old mill pond. 
I do not know why this should be It may ~e that so .m~ny.terribly ,. . ..:.... 

bad forecas.ts have been made during the past three years that 
the public has become enured to them. In any event, the fact 
remains that. no oh. of any fmportance happens to b e public~lly 
cussing forecasters at the moment. .• 

This I regar@i~as fortunate alike for yourselves and your 
speaker. It is fortunate for me.because it relieves me of the 
necessity of making any defense whatsoever of the practise of 
forecast; it is fortunate for you because, not being cast in the 
role of an apoligis%, I can say what needs to be said in just 
aboi~t one-half the time that would otharwise be required. 

Let us, thenj accept business forecast as an existing 
fact, something that is essayed every business day in hundred 
of thousands of business establishments tb~0ughout the land, 
and today address our attention to an effort to learn something 
more of its pretentions or claims, of its purposes, of its 
functions and of its methods. 



No proposition could be simpler or more obvious, it seems 
to me, than that forecast is an obligatory, inescapable function 
in all types of business or financial enterprise. No business 
transaction of any importance can be both initiated and completed 
within the span of a single day. We begin a transaction today, 
ind compl6te '~t :t6morrow, or the tomornow after that, Qr in some 
:even more; d~stant tomorrow. Therefore, today's action cannot 
conceivably'be an intelligent, on~ mnless it •is based upon some 
estimate of conditions which ~ii~ prevail_wh.en, it is ~completed 

tomorrow. 
-, -~ " 5 

Moreover, it is equally, tr~e that~ successful achievement in 
the field Of bUsiness activity ia<~in d'ire~t ratio %6 the competency 

o~f forecast. ' ~" 
~ . ... • ~.: ... . ~." . • ,. : 

~ Look in any~direction you will for illumlnating examples. 
The store upon which to draw is ~so rich that it is'embarrasSing. 
Take a typical manufacturer, Forecast besets him at alm6s~ every 
turn, in the formulation ~f bo~h his short term and long term 

policies. ~ " .. 

If he buys a consignment of raw materials today, for instance~ 
his action must be based u~on several distinct forecasts, viz: 

(a) He forecasts the future price of the particular commodity 
~hich he purchases. If he fozecasts a dov, mward trend of prices 
he will purchase sparinglF. If he forecasts a stable price 
trend he will be likely to purchase more generously, hoping to 
profit d6mewhat by a large volume order~ If he forecasts an 
Upward • trend of prices, he will purchase his raw material 

very gener ous ly. 

-(.b) He forecasts the future price at 'which he can sell the 
finished goods into which he will co-nvert the raw material which 
he purchases,today. If he did not do so, he would have no idea 
as to what he could afford to pay for the basic raw material. 

(c) He forecasts the volume of finished goods that he will 
be able to sell tomorrow. 1-T-he did not do so, he would have 
no idea as to owhat quantity of raw material to purchase. 

The mannfacturer f orgcasts when he extends his ProdUctive 
facilities in any way•: - forecasts that he;4"@il!%be able:to sell an 
incre@sed ~olume of goods, /nd at a price.<sufficient to eompensate 
him for the additional expense to Which he~ha.s b een~put. {L 

He forecasts when he improves his ~.acilities without extending 
them: forecasts that the changes he is making will resnlt.~,a~ 
compensatory lower ~ost. ~ 



.. . .~. ...• 

He forecasts when he advertises~ ~hen he puts on sa!e.s drives, 
even when. he- add~ a score of additional worlmnen. Inevitably his. 
forecast= is.that tomorrowis aales ~.~fill justify today's enla.rged . 

expenditures. " 

: . :It :is needless to multiply examples. Confidently it may 
be. ~% .d'ovaa as, an assumption upon which there can be no valid 
-~rgument whatsoever, that forecast is an inescapable function : 
in any branc.h:of economic enterprise, and one may reiterate the 
belief that successful accomplisbnuent in the one field automatically 
implies successful accomplis~ent in the ether field. : - !  

It is not the fact of forecast, itself that confuses-men.is 
minds, but a misunderstanding of'i~s claims~.purpo~.e~ and scope, 
Let me first give my ovm conception of these three ~oi~-;ts in:. 
summary form, then look at each of them some~,'hat in :~tail. 

Definition: Business forecast is thJ es~i:./~tflcn of 
.reasonable future probabilit'ies, based upon all o': uh~ facts 
hhat are kno,~rable today, upon ~he principles evol~:,,d from 
-yesterdayts experience, and upon • the assumption that: in varying 
degree, these principles will be Valid in the future as they 

• have been valid in the past. 

Purpose: The'purpose of forecast is to provide the basis 

for business policy. 

Scope: The scope of forecast must always be limited. 
No careful forecaster claims infallibility for his ~:~ork, and the 
more careful he .is, the moru fallibility he is likely to 
recognize. But it still remains true that, regardless of the 
inevitable margin of error in every forecmst, business policy 
which is :geared to only a fairly intelligent e~timate of future 
probabilities, is more likely to be sound than is policy geared 
.@nly to guess., or to NO forecast whatsoever. 

Our definition of business forecast, stated immediately 
above, has been carefully worded, and conveys the idea as 

clearly as is-poSsibl~. 
:. 
To "quote: "The estim~,tion of reasonable future probabilities." 

Not '~mere guess as to the future, not a hunch, but an estimate, 
a careful estimate, a considered calculation of what appears to be 
the reasonable prospect; a weighing of the various probabilities, 
anddetermination of the direction in whichthe balance should 

te~"d? to fall • . • . • today 

To'quote again: "Based upon all the f&cts that are ,hqo~abl~. '' 
• ALL o~ the exis~J~ng facts are seldom,_..if ever,~.~,h~: ~kn0wable. facts" 
Wove +.hey so, forecast would be a considorabl~ h16re secure tool 
than it currently is. But it is almost always possible to gather 



a suffdciently extensive body of current information to lift the 
forecast far, far above the plane of sh@er guess. Hence the 
correctness of business forecast tends to increase directly with 
the volume of current factual information from which it is 

p r o j e c . t e d ,  " 

And to quote just one more clause from our definition: 
"Based upon the principles ;evolved fro m yest~rdayls experience." 

In the viewpoint of business management, a "principle" 
is ~t general assumption utilized as ~n instrument of control. 
• It~is not possible for any business ex~cutivc to know all of the 
facts that he should know, or even a fragmentary portion of all 
that, he should know. Therefore, he orientates himself by falling 
back upon principles, each of which is a short cut to the 
appraisal of a great number of specific business facts. In ate 
other way can hc hope to k~ep abreast of his situation. 

/ 

Now, in our American economy, the body of useful and 
reasonably trustworthy principles, applicable to business facts, 
is not only a relatively large one, bu~ a steadily growing one. 
The search for practical economic principles, and their dovelbp- 
ment, is the flmction of economic research; so alert and effective 
have been the rese:~rch activities of our goverru~ental departments 
and bureaus, our educational institutions, our w~rious business 
.concerns, our statistical organizations, etc., that the American 
commercial world has at its comm~.nd a background of workable 
economic principles which is probably mor~ significant than any 
other society has ever possessed. 

p 

Principl~;s are formulated ch%@fiy in two w~ys: (a) 
by the test of actual ~xperience ove~ ~ period of time, and 
therewith the d~termin~tion of wha~ Has been true more c~f~en 
than not, and (b) by conjecture -r that is, by the acceptance 
of what appears to be a logical assumption, but one which has 
not yet been thoroughly t~sted. Let us call the first type 
established principles, an~ the second type tentative principles. 
Both kinds must be drawn upon in business forecast. 

is And this/another reason for the fallibility of forecast. 
There can never be any assurance that an ~tablished principle 
will remainestablished forever. It reports a generality which 
experience has d~monstrated, bht does not necessmrily guarantee 

Ten tatlv arc of Course long term fltture' Validity.: :" e orincipl~s 
even more treacherous . . . .  ,~ " ...... ,,, ~ ... 

Thus intelli&~nt forecast roaches consider-a~l~ b~yond: 
~the mere ap~lication of knovm,prineiples, thg. blind assumption 
i t'hat v;hit .has •been wiil be. " It comprehends. Zhe continuous 
te sti'ng.:of iboth sstabiished ~and tentative economic principlos, 

~ -4- 



and, where necessary, allowance for the fact that certain principles 
may not be applicable to a - forthcoming situation. :It ~omprehends 
.careful selection as between actual, demonstrated principles, and 
those which are merely assumed to halve:the status of principles. 

But it is likewise true that the body of economic. 
principles upon which business is proceeding would be virtually 
worthless if the majority of •these principles could not. be regarded 
as valid for present and future use. If half of them were right 
and half of them likely to be wrong<, one might as well determine 
business policy by flipping a coin. If less than half were right 
and more than half were wrong, one~ould do better to discard the 

whole lot. 

. So the correctness -of business forecast tends to vary with 
t~e forecaster's wisdom-in selecting the principles which he uses 
as the framework for his calculati~!~s of" probabilities, and•with 
his intelligence in making allowance for temporary abrogations 
in seemingly established sequences., 

Happy would be the lot of the forecaster if he could make 
his probability calculation, be sure it was right, and then close 
up shop and sit with folded hands placidly a~ai~ing the certain 

fulfillment of his prognostication. 

But the thing simply does not ~vork out that way. As h~s 
previous-ly been st~ted, it is virtually never possible to possess 
onets self of ALL the existing facts that are pertinent to a 
given situation today. Nor is it possible t8 place complete 
reliance at any Given time upon the framework of general 
economio, principles around which one builds one's probability 
calculations, And, finally~ it is seldOmpossible to make 
complete or even sufficient allowance for the unknown events 
which will be revealed With the dawn of each new tomorrow. 

So there develops the necessity for continuous 
REFORECAST. 'The existing forecast (the latest one) must be 
c0nstantly under scrutiny, constantly re-examined, constantly 
r~checked. It must be reviewed in the light of progressive 
• developments. Often it must be modified, Not infrequently 
it must be drastically revised. ~ ~ 

Reforecast is based upon the accrual~of M~owledge. A, 
B, C and D are~facts known today; thergfQre, over a given future 
period, Principle 1 should be applicable, and Development X 
should be the actual outcome. B~ tomorrow F@ct E; previously 
unknown and unallowed for, drops out of the bright blue sky; 
the day after tomorrow-there appears Fact F, also unexpected. 
E and F become modifiers in the forecast. Principle 2 novl 
~ppears to be more applicable than principle l, And Development 

Z becomes the more logical'expectation than X: 
-- 

• - . 
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The business man must place himself in a position ta 
learn these new facts as promptly as theY dovelop~ so that ~e can 
fit them into his forecast, ahdmake .due allowance;in his ... 
~callculati0ns for their, probable eff.ects. He must-, in other 
word-s,, expose himself to a continuous s.tream o~ new information, 

and must" be regularly turning these additional facts ~tg. his own 
..• t ' 

,purpOse," ., :! ' 

• Forecast thus. becomes a progress.ire, rather than a .. 

s.ta.t~c thing, - .... 

= :.." .For -the most part, thosewho deny t.o business forecast 
.~.. • 

a~ ;e~:s~'ntial and vaiid place in" our "modern ec-onomy either 
.mi~understand what careful forecast'ers el'lira as to its hature, 
p.urp~s~"~nd scope, or deliberately misrepresent these claims. 
Their misconceptions are mainly concerned .with the following 

points : • - 

(i) There is a failure to differe, ntiate.bet~4een a.careful 
.:..fore~ast and.a careless on.e-- between a.good fbrecast and a 

bad one, ' . 

(2) There is ~ disinclination to admit .the obvious and 
inesc:%p~ble truth th.',It business dec'is ions made today, are 
test:ed :tomorro'w, and that the wisdom of these decisions 
depends in great measure upon the validity of forecast. 
., • .. 

(3) There is sometimes a tendency to.ignore the fact 
that. all .Careful •forecasters recognize not only the 
fal-libility of every forecast; but the pos.sib!s .fgl%ibility of 
many.of the economic-,principles upon which such a"..forecast 

is built." 

".(4) There is a further tendency t~o ignore the fact that 
it is ~Ho common practise of c'ar~ful forecasters t0 make due 
allo~vance and provision • for the inevitable margin of error 
inherent in tlieir basic data, in the principles upon which 
they work, and therefore: in their derivative calculations.. 

(5) T.hero .is a. failure 'to recognize "forecast as. ~" 
progressive ratherthan as a static f0rdo as a thing in 
which error is"cont~nuously alleviated, aithough neve.r. 
entirely £orrected, by continuous r4forocast. 

After all, the .claims of business forecast ( that. is, 
the claims, of ~hose who rea.iiy understhnd its functions ~dnd :: 
limitations.) are quite modest. It is claimed that forecast" 
must form thc.basis of ca.r.eful business, financial or security • 
market pol..icy. It ig; clain{ed that the success' of policy tends 
to vary with the Success of forecast. It is claimed that the 
success of 2orecast tends tel vary with the velum@- ;,f fac.t.~ual 
data which are made available at..any given t imo,.].~vith -t:h~ ~ ~: 
intellig,~noe and skikl"di~layed., in. formul.~ting -the forecast, 

f-'.. 



and with tl~e industry ~;nd wisdom that is displayed in constant 
ref.ore~ast. It is claimed' that always and under every circumstance 
it is ,:~orth while to TRY to forecast -~hat-a-g:ood~feregast-i~ ': 
better than a b:~d one',"a fair forecast i'Setter than none at ~ll. 

C~rtainly these claims are neither extravagant nor 
unreasonable. De they not constitute merely a simple and 
obvious statement or ordinary business cow, non sense? 

Having outlined, as-briefly as possible, the essential 
claims, functions and purposed of business forecast, we may now 
give passing consideration to its methodology. Here, however, 
it will be necessary to use the personal pronoun-- singular and 
plural--rather freely. I know something of the forecast methods 
employed by a considerable number of business organizations, 
but naturally can speak much more confidently of our own work 
at the Standar~ Statistics Company. I hope you will not 
misumderst'-~nd my purpose if I draw, for illustr':~tive purposesa 

almost wholly from this source of dL%ta. 

At t.ho outset, i should like to m~:ke it quite pl'~in that 
forecast is only one of. our organization's numerous lines of 
actSvity. It is;: relatively, a m~nor aspect° h'mphasis during 
recent years has been increasingly in this direotion, as it 

• should have been. Bu~ it still remains true th::tt the major 
portion of the man-hours expended in the prupar:',tion :~nd production 
of our various business and financial services is expended in the 
gathering a interpretation and ~.issemination of purely factual data, 
without any effort -~hatsocve~" to develop the forecast angle. 
Forecast, however, is h rather gaudy flower, and it is quite 
unders:tandable, tha.reforo, why the impressioh should have implanted 
itself in the minds of so many of our friends th&t we are an 
organization dovoting all, or at least t~e preponderant percentage, 

of our efforts to business forecast. 

The dominating method which we follow may be best 

described as that of ECON0'~.~IC ANALYSIS. 

This is the method which most c0~muon- sense business concerns 
use in formulating their own future courses and policies.- 

our claim that we produce souething that is of intrinsic 
value to the average business man or investor rests almost 
altogether upon a multiplication of effort@ 

~ We do not clai~.~ that the members of our staff are wiser 
than the average business man or investor, nor that they are more 
accurate fact gathers, nor more intelligent fact interpreters~ 
n0r shrewder calculators of futur#,probabilities. We lherely 
assert that we have more trained technicians continuously 
wrestling v¢ith the forecast problem than it is practical for the 
average business man or investor to orovide within his ova 
organizati~:n, and that it hasb~en feasible (indeed necessary) 

r7- 
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#a6%. Studying' faciliti%s than is. customary in adi.tferen~"t,ylte 
.'.i • of organization. - • 

:Wh~} then,-is the method of for.,'cast which In.._~s been 
roferr-ed to ~[s that of economfc ~u%alysis? The si~zplest vcay to 
explain it-is to saB: that it is the method of conuuon sense 
economic reasoning, based upon ficts, exp0rience, deductions and 
- inferences, ~nd le~zding therefr.0m to v rb..at appear to be reasonable 
c6hj~ctur~s of .future probabil.ities. .. 

.... " "Let. us go .~t the .thin~.. in inothc-r .~vay: " 

-.~ Those. of you -;.rho..~vere ]~aised o~ the f.~rn .~: y ~-eme~b.er 
,~/'e r:itu~l tha~% ~.~7~s ~ar~r.!e.d Out."hofore a n~.~. ~ v¢~>.l ,.as driven. 
A forked branchv~as-cut from ~"'Doa~h tree, ',u-~d -,,ms r..~t%y,: 

, tri~i:ed, so th:~t it had wia't] ~6rrespond~[! .to. ~ haud]o., eith a 
fork ~t the end. Hol~in~'the'h.~ndle. of ~his scientific.'~instru- 
ment in his fingers, and rxllov¢ing 5he forl~edend to rest :upon 
~the ground, the water prospector, would 9artfully ~i ° over the area 
in which it ¥~as hoped the well. could bb" stU~k. If," at a given 

• -pi.~ce', [ the m.':tgicv~'and fur.ned in his ~h-"xnd~"~ha t ~vo.s- a sign of a 
£iddch .spring bene:~th; .her e "~ms~. the" place ~.o dri~c ~he ¥¢olio 

,. • . , .. : ;. • 

'" ' ~ This'method of oo.m.put{ng probabilities asto the location 
• : ~-:of v{ato9 is that ef divination, ~oreeast by the process of 

- divin~tion- is the antithesis' of forecast by the process of 

• economic ~n~lysis ° .. ... " 

}~uch of the dobute which s-~iris about the theory "of business 
" forecast doubtless arises from tl~e fact that'., when the development 
of: this teohnlquo ¥{as in its inftaat stooges,, several persons made 
conspicuously public efforts to approacH'it "by th6 route "of 

divinat ion. 
• .. .. , 

For the most part,, these earlicr forecast divining rods 
took the form of charts . Certain statistical serieS--bank 
clo~u'ings, co~~odity prices, pio~ iron production, the rate of 
ihterest', etc., etc. -- were~throv~ too~ether in one composite 
series. This series w~s pictured on ~:. chart, and the direction 
in which the curve moved, under cert~in conditions, was ass~:~ed 
to forecas~ the lo.ter movement of busines:~ and s~ock prices. 
Most of~heso mechanical forecasters t~rnod out to be useless. 

Inl our for~east work at the Standard ~tatistic s Company, 
wc h~vo great respect for ch~rts. We keep h~hndrcds of them up to 

" date, daily, vceokly, and monthly, in our o~mq sbopo Bit we respect 
.... thcm only as illush~htions ~ only as:the m~ans hj~ ~;.~hi'ih:KISTORICAL 

- " " . . . .  :.- " . . . .  '- : • .7 -.C'.'" 

-.. DkTA. raiyl b'e-guigk~iF visualized.- ..- • . . . .:........:- 
• ..- ".-. ,~ .. : " ~  . -'~ ~. 

~ ,.". ". . ".~.. - . . , ." • . 
." .. . 
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Many of the char.ts which we keep constantly before us 
we believe to have•forecast significance; ' forecast slgnificance 
when the process of economic analysis has been applied to the 
situation revealed by the Charts, The charts themselves do not 
forecast; they only report. They merely facilitate forecast by 
giving a quic:k report' of many series, of data, and by making it 
possible to Compare different series. 

. .One way of defining economic analysis, there£ore, is .to 
assert that it is the opposite of divination~ or of mechanical 
forecasting. 

:: Assuage that the problem is to foreca.~v ~ho nrcbabilities 
derivative from Situation A. These are the uc.~1; s-.~:./:ial steps 
in forecast by the route Of economic" analysis. 
? 

.(1) Get all of the facts and statistics that are 
' obtainable bearing directly~ upo n Situation A~ 

(2) If situations ~, C and D have an indirect bearing 
upon Situation A, then get also all of the obtainable facts 
bearing upon these more distantly related situations. 

(3) Subject all of the facts and statistics obtained to 
-such analysis as will make them more intelligible, more 
obvious~ easier to unders.tand, easier to compare, more 
quickly comprehensible. 

(4) Subject these facts and statistics to interpretation 
by qualified experts. 

(5) Bulwark the judgment-of one's o~ experts by the 
judgment of anyone else. ~vho is qualified to express a competent 
opinion--business executives, f. inancial executives, shi~@- 
sleeve economists of all kinds who are earning a daily 
livelihood by dealing/with these raw facts themselves. 

(6) Weigh these outside judgm@nts against your ovm. If yours 
is in conflict, be certain that you can offer a convincing 

reason. 

(7) Study these facts ind statistical data, as well as their 
interpretations in the light- of long-term experience. 

" " (8) Study thera in the ii.gh~ of the deponstrated and 
established economic principles which h~'~ve direct or indirect 

.... bearing upon them. 

(.9) Then c0.mpute roasonabi.e future prob~.A,'_];i ".~s~ on the 
basis of the facts that are known, on the h~.:~is of their 
carOful interpretation, on the basis of expcrience, and on 
the basis of established principles, 

-9~ 



" ~ (io~)'.l.~.~Ffaally,~ reduce the inevitable nargin:gf error 
...... in~'d~ory.'~o'rd~as~ by going over all-. the pertinent~. ~ ~.. .facts'.. 

~16ng': ~v.ith.-now"facts ~zhioh develop, c.gain and agai;l-- 
• . thd%-~s~ .~ obntinuousl~r ra~or.ecast.. ,. :. .... 

". ~" "~ :'.'(" bJ" ' " " - :. "... :° , ~. . • - .... 

" '~Thd i proof of the pudding •,is the tasiing.i. Thor•e~ore I 
propose forthwith to mo~c: .fr.om the thooroticql andlaoa~omio to 
the intensely practical, or, in other words, f~-om a safe harbor 
to a Aa{agdous one. ~e s h%ll, cqasq talking abeut~forecast~ and 
fore:cast. That is to Say, I proposc~ to lay borer 9 you:gur 
companyts private forecast of the o~tlook for general. .business 
next year, and. to bulwark this stat6mont with a brief-- nec6ssarily 
qui~e brief, duo to the limitation.s of thuo --resume of the most 

" 'essential facts, principles and ~ss.ump~.ions from which t.his: forecast 
is derived. This will constitute a bit of laboratory work.in the 
field of forecast itself. 

.- ' ~ - .~ :. 

First let us start with~ f~rocast for the remainder of 
1932. Barring major unfavorable developments which cannot be 

n6w foresoon, we predict that it will later be discovered that 
bus~inoss activity in the United States .reached i-ts lowest point 
in the ~ st~n~:or of the current year, and that>theae~ recent low 
levels will not again be vi~-:lated. 

~ F6~ 1933 wo forecast modero~tc but vdry/:spotty business 
r&covery, we have no justification for.qxpressing this expectancy 
for 1933 in nathematical terms %t the present ti~n-- that is, 
no justification, now, for trying to say how much better business 

~ is l~ely to bc next year, 
• } " ." " i 

Following, in broad outline, ~re the chief blses for the 
prognostication of ht least some further improvement in 1933: 

i. Application of. the principle of cyclical fluctuation. 
I ~could readily cons~ue a full hour in the description and 
'doCumentation "of the cyclical theory. But this is neither 
necessary nor practical. With all due modesty, your •speaker 
claims t0 be the inventor of the world's shortest definition of 
the ~heery of cyclical fluctuation, viz: it is the theory that 
the majority (that is, more that 5(~) of business situations 
tend to iuovo in the same direction at the same time--upward, dora,- 
ward,• or horizontally. Business decline Or business expansion 
~horeforc tcnd to b cc0mc gcneral phenomena. This theory opens 
the~way to the assumption that the United States is now on the 
threshold of a long term rising cyclical trend. ~ But please do 

~ ~ n~t •think that i propose t6%dismiss the ~ matter so •lightly. We 
shall return to this subject agai~ in a few moments. 

-:<: : 2, A~plication of the principle that every people develops 
a smsten'~nce level of living standards, and that continuance for 
a~ extended porlo~ of. tL~e~:On a plane m~.terially below this level 
automatic~ily forecast.; siafutEre e°~rocti°n of major significance. 



It Cun be demonstrated by statistics that this country has been 
skidding :-long below.its normal sustenance :loval for many months 
~past--'using up. cons~um6r stock~ of goods ~i,hich ~ust -sometime in 
the 9roxim~te ~futurc seek l~rgc scale ropl~ccment~ 

. . . ~. : . . 

: "8. Ap~li:c,~tion of the principl~ that cheap .~nd abundant 
• ,~ conor.~y goj failed money has never yet, so far a~ the an~_als of a 

to ultimatbly oncour::tga increasing couragoov-sn'.::ss in business 
enterprise. Surplus br.nk reserves arc prob:fb!y at an all time 
peak at the momcn't. Possibilities. . O f. further credit expansion from 
the current Io~ level arc enormous. 

Those are three basic principles of o~.v,~:,-i:"~::~]:~,.g significance 
in general business forecast at the moment. ;~ .... .-u ~.bner ones 
of lesser ~onrtanco could be cited,, but that-,,Jll n~t be necess~y. 
The purpose is to illustrate, rather than to detail. 

This brings us face to face, ho~over, with a crucial qucstionj 
• to wit: why is it valid, or even ass~ucd to bc v~?~lid, to Cite those 
particular principles, at this part.iculmr time, as bulwarks of a 
forecast of moderately'accalarating b'usi~mss :~ctivity next year? 
It may be said that money ,m~s cheap ~.nd plentiful a year ago, that 
con.s~n.ption then was below long term normal, and theft the expectation 
of cyclical influancos working in an upward direction could have 
b6en egjflally secure. Yet it is thoro.ughly obvious that,, to have 
dravm fdrth-those throe major principles a year ago and to have 
used :them o.s the basis for prognosticating business r.evival 
v~'ould have resulted in a lO0 per cent arronious forecast~. 

The rebuttal is very" simple. A year ago the:re were still 
many obstacles tg bar the working of the economic laws which 
customarily stimul~te business recover'y° .Today, most of those 
hinderano~s have been either reduced in s.iz~ or r.~.n.de.red temporarily 
impogsn~ So in fLtrther justification of our fore.cast, we must 
pass from broad principles to facts.and assumptions, and in those 
facts and ~-~ssumptions find the justification for:.the application, 
at this ps~tioular time, of the princi.ples. ..What- are the most 
Lmoortant of the fmcts that are pertinent to the Present case? 

The :nest imposing barriers, to normal business recovery 
from a grossly subnor.Tml plane have been leveled dovmward, I 
firmly believe, by the intelligent and far reaching amergency 
economic activities of tlne Executive ~:~d Lagis'~.tive br~mches 
of our Fedmro~l Government° I refer aspecialJy 4o the formation 
of the Reconstruction Finance Corporation ano h;~.~d:, o~ organizations, 
to the enabling l~gislation which brought the.so of~cotivo bodies 
int:o being, and to supplamanta~yl.ogislation ~,"~v. ch e~ ~bled our 
banking .system..tp ~dequataly cope with. the dro..'., t d ...... ~u on our 
gold sup}plieS Which was occurring a "few mon-c~ Cg- 



. . .  - . . . . . .  : . . .  

w~ts stopped; tank failures were gre.htiy"i-cssoned;"drains bn .t:~o 
reserves of insurance companies and ot!mrfinanCial inst-itutions 
w e r e  stopped; widespread railroad insolVOncieS:were arrested; 
~pressure on the security markets, occasioned by .unremitting 
.necessity for liquidation:, was lifted; eurFed~rgl-Reserve 
System--the heart of our credit stm~ctur0 --'~,~a~ ~lib~:edti°add 
new functions; many thousands of our citi:zcns~"fa6d to.fmde ".~ 

" ' with sheer starvation, have been fed and:given'~a"~new:-"vi6v@ oint 

toward lifo, .-.~ 

• : Is it any wonder, then, that what is so often referred to 
as "public psychology" has: undergon e an a~preciable change 

• during the past few months? 'Is it any wonder %hat today literally 
• millions of people who no ~ess than six months ago were afraid to 

spend one unnecessary nickel are today beginning to buy just a 
: woe bit more freely? I~t any ~J~onder why hoarding of currency, 

which w%s placing such an unendurabl0 strain Upon our banks, 
insurana.Q.-com.panics and security marNetsj has bcon arro'sted? 

. . . .  ~ "  . . ' ~ ' .  ~ " 

~ . .  - . ~ : . ,  ~ - :  . . . . . . . . . .  

" A cyclic~l revival in business activity must be the 
accompaniment of a cyclical revival in pubiic c6nfidence. T~ere 
can be no such thing as an up-s~ing, in business"from a dev~nw~rd 
trend.in public confidence.. That is the main~reason Why it 
would'have becn so erronious.to have f6recast reviving business 
a year ago, or even six mont~ ago. At either of these earlier 
poinSs, either the things necessary to strengthen public 
confidence had not yet been done, or had-not.b~en under way long 

; i :: enongh t'o disclose their benevolent influences. 

• "' There are n~umcnous other~"~acts which make the application 
~--".'.'~ of the underlying -Principles :of. bus~ness revivhl, v~lid at~ this 

time.. It is" kno~,vn, for exampl:e.,, that conslaner inventor:ie.s are 
:,':..~ almost as. low as current 91onsumption itself. It is .kn.ov~h. that 

in iany co~odity markets.~goods are still sel~ih'g, bel6~f the. 
cost of production--an iiimost ihevitabls precursor of l~tor 

;~ correction. It is known that much necassitousi'Tllquidati°n has 
already becn accomplished. But most i.uportant bf all is the 
faint revival~ in business ~' c.ourage, for the reasons previously 

outlined. 

The hope--and indeed~ 'the normal expemtancy on the basis 
. .Of all kno~n economic facts and:principles -- is .that, having 

..... at last boon given a faiT chance %o start, busin¢.'ss reviral 
<- : will- ultimately gather:~-enough momenttu.~, in its'~ own right .to carry 

": its. :own weight, so tha~he artificial prop:s ~'~hich have been 
t~- p~:.~ccd under the shakios:t portions of iho structure can bo .. 

gradually .withdra~;,m. • ~cking proof Of the contrary, :~r.- hntil 
proof to the contrary becomes 'available, I<soe 'no ju-s~;iffca~ion 



for dissenting to this logical premise. Roforecast nay later 
disclose an adequate basis of dissent; it is primarily the 
function of business forecast to be continuously on the alert 
for the appearance of any new situations, either major or 
minor, which may throw the train off the track. 

But make no mistake about either the rapidity, the degree 
or the character of the expected business improvement. It is 
going to be slow, painful, dreadfully discouraging at times 
spotty, whimsical, baffling. The winter of 1932-33 is going to 
be one of the most distressing that any of us here have ever seen. 
The wound ripped open by this great depression is not only deep, 
but long and broad. It is humanely impossible that it can bo 

healed quickly or easily. 

But if economic principles mean anything at all, they 
mean that it is a wound which somehow can and will be healed. 
The greatest obstacles in the pathway of recovery have been 
removed or reduced in size for the time being at least. 
Naturally, the thro~ing of public credit into the breach cannot 
continue forever; the patient would kill himself with his own 
medicine. ~hat has happened is that a great volume of public 
credit has been made available at the crucial moment-- that is, 
during the panic stage of the depression. As previously pointed 
out, the basic premise3 which must be regarded as logical lacking 
evidence to the contrary, is that business given the chance for 
initial stimulous, ~ill generate enough steam to carry its "own 

we ight. 

This, then, is the forecast. Any one who has the temerity 
to utter a longer term forecast, as this one is, has a certain 
advantage on hi8 own side. It will be at least a year before 
his audience will l~ow whet~er they have wasted their time 
listening to a bad forecast, or improved their intellectual 
equipment by hearing a valid forecast. In this case, I am sure 
you all join me in the hope that it is the latter rather than the 

former. 
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