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E~SI}~SS FORECASTING 

Thark you very much, Colonel, Thms mde~ of commng 
before a group of ~en on a sub3ect so treacherous es busmness 
forecastmng calls for a ay out for the speaker. So~ at the 
very outset, I sm prebty much compelled to say thet ! am no 
seventh son of a seventh son. I do not possess any crystal- 
gazmng po~ers~ i do not profess to be a Gypsy or have anythmng 
mn the ray o[ sn cdaptat]on for palm ~eadmng or card readmng 
or the readmng of tea leaves. Rather I do mezn to convey the 
thought that by a carelul and conscmentmou~ and ~aethodmc survey 
of exmsting facts mt ms posszble to ~ske a fa±r and proper 
appramsal, not only of ~here busmness may ~tand at any gmven 
mordent but ~ here busmness nsy be some six monbhs be a year 
hence. From t'~st pomnt of vmo~ I ~ ~!] Try to tackle today's 
problem. 

To hen ~rho ere studvmn~ bus!ness~ such as you 
gentlemen are~ It ms no ne~,s that business has made a very 
strmkmng- a qumte renarkable recover~j° If Je dmvmde the 
busmncss pmcture~ or the m idustrmal pmcture, mnto mts comoonent 
parts ~ zf ~re take b~is±~ess end ]ndustry~ any measure of ~ 
busmuess end ~Idus±ry - practicai]y ~Jmthout e~ceptmon ,re ~mll 
f±nd thab the ±acts are smmple~ nmaely bhat all bus±hess has 
shoran a ve~f perceptmble recovery. Let us take a fear of these 
mndlcators ~rhmch statmstmc]ans and busmness men and students 
of busmness problems u o ~] ou~i±y look to as measures of busmness 
mmprovement~ o,~ for that n~tter, basmness ~ecl~ne, and ,~hat do 
'~ fmnd~ Je fzrd among ~he co~su~er goods !mnes~ sa~ mndustry 
such as sm!k ~hmch though mt has not emerged from the depressmon 
necrly ~o Lhe extent of any other of ou~ ~aportant goods m~dustrmes-- 
hss she u~ a very credmtable improvement. Thms ms the rorst mndex, 
perhaps~ thst one cotuld take of Lhe present status of busmness~ 
and yet mt has sho~ a very perceptmble mm~rovcment over the 
cendmtmo~s of t?e last t~ro or three yeers, u msy take a bebter 
znde:c of cons~er goods, such ss shoes~ anc~ here ~e fmnd~ that 
~e aze no~r producing more shoes than ever before mn the hmsbor7 
of tnms counter. If ~'e take another e ~smolo~ sach as rubber~ 
~re frond That ~ze are constunmng rubber today at a hmgher level 
than has been the case ~t any other sm~m!sr period mn our hmsto~y. 
Cotton ~ cotton const~-~pt~ on today ms rtmnmnj at ap~ro~zmately 
predeprossmon ievels~ re,j-on ms uaFmng ne~ hmghs -- anouher 
consumpt~o% goods mndustry. And so on and on throughout 
practzcally slJ consumer goods l~nes, ~eg~rd!ess of the measure 
thct one may use, he ~rmll frond Lhat ~re hsve ~ade a very 
app~ecmable recovery from ~ hat ~r~s o~ce looked upon as the "great 
depressmon.,, 



But ~ ithout rocove~j mn another phase of our econommc 
life ~he improvement ~hlch we have thus far seen mn the consumer 
goods lines would only ]sve been trans~to~r from the standpoint 
of our national b~l~nce sheet el economic !mfe, I refer~ o! 
course~ to the ~uprovement in that great class of industry ~vhmch 
is known to economists and sbatmst±cmans as The eapmtai goods~ 
or durable goods lines. In ~hese lines~ too, ~e hsve ,een 
a ve~ creditable advance~ not quzi( the ~dvance that had been 
heralded fo~th~ no~ but none the leos a credm~able sdvance, 
and an %dvarce tbs4 seems ~o argue well for the nearby~ and 
~erh~ps ~v~more remote~ future. Steel pbnts a~e now 
oper u~n~ on ", plane sose that reminmscent of predep~essmon 
days. A~tomob~le plsuos ,~e~e never so active as ~hey have 
b~en ±~s yoar~ excepting only Y'28 ~d !029 construct~or~ 
stmli lags but ms rarmdly oa~mng str~de. Hach~e tools bare 
gained ~be 1929 striae. 

}~ovr those lines of in~ustry that reprosent consumer 
purc]~ao~s direct~ such as depar0~ent stores end mail order houses~ 
~nd th ~ index ihat ±s usually looked upon as measuring all kmnds 
el corm erc~ai activmtg~ namely, ban] debits -- all Nuose measures~ 
too~ ~ave nude evidence~ ~f an/ more evmdence be needed~ of the 
re~okable~ more or less spectacultz revmval that has occurred 
mr ~l~e bus-n~ss picture. 

~Jmth thms~ I d~rect yo~r ett~ntmon no~ l i  I may~ to 
bhm~ ~Ii d a~t (Exhibit i). The broken iinc represents the 
Federal Reoerve Boara 7nd~-x of ~ndustrmal prodactmon~ the 
znde~ ~¢mtn which mo~t el you me~ ale doubtless !amm!lar~ an 
inde~ ~hlcl ~ co~ers lost of the prmncipal ~ndustrma! imnes, both 
~anulactur±p Z and m~nm~g. The ±ndez ms seasonally adjusted 
so that the movements on the c~rve more or less depict the Iong- 
te~ cjclmcal developments without re~rd to the season of ~he 
ye%r. Yt ~s weighted on the bas~s~ s ~ you may know~ of the 
mmpo~t~nce of the respective ~ndustr~cs %rid ohe yearly average 
for i ~e ye ~s !9~ %o 19Z5 has been taken to rq, z@sent i00. 

As you look hece (indicating) you see hm~ the curv-e 
fluctusted from 7ooa well sbove the !00 lin~ for a period of 
~,o years~ ]D26-1927~ bo~r m~ then suddenly shot up ab a 
tether ebr~ipt pace mn ]92 ° ~l,d the aarly part of 1929~ novJ it 
declined ~ ftez th~t~ ho~J ~ e ere no~ st a recovery pomrt that 
brmngs the mudusbrma] ~zoduc~ion Indez to a level hmgher than 
st any time s±nce the autumn~ mn fact since the s~m~er, of 
1929. i h~vo takel tbe liberty to est~m~e bbe figures for 
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August and September i~6. £he last actual fmgure as compmied 
77 ~ by the Federal ~e erve ~o~ra ms the fmg~ru here (~dmcatTng) 

for Ju!y; ~h~_c9 s~ancs st !OC,~ of the iced to I~5 svera~e, or 
~ better rha~ ohe sverage for thos~ three yes,s. 

_n~ jeublegen, represerts the mudastr~ai produc~mon 
mndex~ mt repxesepts the volume of goods thao nss been manu- 
Cscbured mn ¢ela~monshmp to the cerlmer base perzoO. 

In leo}rams st thms curvc~ mt _s very sm~ole ~o~, to 
dmsc(ra a rs ~bo~ ~DTvhmmca!~ d~ou<h ve~ erratzc~ rmse that 
b~s occurred stance the depths of 1012. ho~e ~= hsd vmrtua!ly 
four ye~ rs o£ decl~_ne from the nmdd!e of 1929 to zhe r~mddle 
of 19~2 ~e b_ve no, bac~ the speotsc!e of ap)ro~mmately four 
goofs of ~ms~, m~termmttently mnter~uned -- a r~ther rythmme 
pzc~u~e~ ~tn oi! of ohe defec~s~ zt~ al] o~ ~be znterrupt~ons. 
oo r~tch ior tl,at curve h~ch ms ~rell l~no noO those ,he see 
Federal Reserve ~ o o~ ~o~ bul!etm~s 2n~ otbe± ~ svstmstmcai ou!letzns 
perlodmca!!y. 

The Io er cur~e i~ a cont±-ap~7on~ ai~@ that ~s all 
i can cell it. It is o~le o£ t~ose tlliuLs t~ st oft t~ es 
ma± es slaves of ~ on. r ho)e mt ~ay never ~Pe e slave of me. 
It ms a nethems~ics! conccpt. It ms ~ concept licb ! mere 
srr~ve8 st a~ter long study. In a ord~ it renroscnts~ or 
stccm)o~ to ~epresant, nc]acjustment~ an( thst ms s!l I 
hold for it--a Pels(_jus~r~ent bet~een the t~ o bro-d branches 
of industiD~ to ~bieh i eiiuded st ohe outset of my tslk, a 
~sladjustment bet~#eem the consm-~er go~Os industries snd the 
eap~zal good~ or c~ursble gooO~ industries. Its r~ovemerts 
ore ~11 o-tano o~i~ ~s to ~ + ~,m~c~mons ~nd • ot ss to r a~tudeso 
! cermet ~tr~s thms pom~t too strorjly. ,~d for hat purpose 
~hls curve ~ 

I ~.:~ qam ~e co~vmnced that bbe ~ mo~mc cycle o£ 
booms P~d de~ressmonsj o~ £~mnes and feasts-- those rermodmc 
pove~erts~ r~jd~mc movements ~ere maduced b)~ a maiadjustmert 
between tl~e consumer goo~s and the cspmta! Soocls .... ln(iUS ~± ~eS, 

I come to that conclusmon smJ ply oecause i sm convmnccd thav 
the frodacts of one broad br~n~h of zndus~r must e_~change mn 
the o~n rm~ket ~laces for the produc~s of the other breed 
brancl~es of mnJustry. IS the ~roducts of consum~ ~ goods 
mndustrT_es csnnot exchange Jn ~he open ,mr ~ et for the products 
of the cspmtcl gooOs mndust~mes -- for houses~ for mscnznery~ 
for shrouds, for ~ny other t72e of Gs~±~sl ooods~ or durable goods 
-- ,,e i,sve e boC ing up of ilqventories~ hioh ulti~s~ely brmngs 
on a collapse. Tllst ms ail~ senvlomen, zhnb t~-is curve~ ~nich 
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I call ~ r~l~dgustment curve, ~i~s curve ~n sharp black 
outllne~ attempts to measa±e. It attempts to in@icate the 
mclauDuctment between these ~o broaa genelal classmficat~ons 
of industry~ the consumer goods and the capital goods fields. 

Now ~hat do we see from this maladjustment curce ~ 
(indicating) ~fe find here, (indicating) bhe earliest pomnt 
plotted (1026), that ihere ~ s a vmrtual adgustment. During 
]925 snd for the e~tmre per~oa of 1924 and i~25~ though 
not cha~led here~ this curve fluctuated around I00, which means 
nothing more nor ]ess than that the tv~o oread industrial groups 
~ele mn prsctmcal adoustment. Th~s maladjustment curve is not 
relative to any year -- 192~, 1924~ or 19~5, or any other 
bzse ye ~ -- rather mt has the f~cuiiy of being self-ad~ustlrg. 
It represents a relative position bet teen t~o industrial groups 
at any given moment. ~laeu this curv stands at ap ~o<imately 
i00 i~ means ~hat those t~o groups el ~ndustr~es~ at thab 
particular moment~ a~e in approximate adjustment. 

No~z wh~t happened~ le f~nd thab through 1926 there 
~res ~ do~m ~ard sag mn the maladjustment c~trve that continued 
until the urrly fell oi that year. I am~act your attention 
no~ to tl~e up ,~r curve (The Industrial Production Index). If 
you ~ill look 1 ere, (in~icatlng) you ~ril! lind the year 1927 
and that tb~e ~zas a do~zard move,~ent then in the mndustrlal 
product\on indGx not mcter~ally unlike in @ircotional trend 
from that el tbls curve (indicating the eladgustment Cu~Je) 
a ye-r esrlier Approximately e~e yaa~ had elapsed between 
the daclininj phases of the t~o curves. 

Look over here to 1928 thlough to the forc part o f  
1929 (polntino to Inaustri~l Production Index) and you see a 
direct counterpart In Lhls curve (Lndicatlrg the NI~lad~ustment 
Curv~), sl/1osb to the exac? duraimon, starting here in late 
1526 ~ud continuing through to the second quarter of 1928 

Centle~cn~ in May end June el 1528, I dared, agsinst 
all oads~ to )ut my neck out and m~kc the statement that before 
another lull y~r would h~ve advance~ ~e {ouJd be mn the early 
phoses of a r~aoor business deprecslon. I c~ar~d ~o do ~hat 
because tho facts seemed to {arrant lb. I bad taken the two 
broad inoustrzal groups -- consmner goods end capital goods -- 
and rcduccd them to a formula. The results of this formula 
you see picturod on ths wall I c_me to the conclusion that 
the products of one group }zere not going to exchange for the 
p~oducts of another~ and becauso they could not cxchange one 
for anoth,~r w ~ould soon have an mndustrlsi depression. It 
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~as not untml vhms Imne~ mn mts declmnmrg phase, (mndmcat=ng 
Maladjustment Curve) crossed the i00 Imne~ and that, gentlem~n~ 
w~s months m~ advance of the tmme of the stock market collapse, 
now at mrs seventh a~nmversa~g ~ that i ~as convmaced beyond 
the shadow of a doubt t]~at my earlmer po±nt of vze~ was correct. 
I had hoped~ stroll agamnst hope, that som~ one woul@ be wmllmng 
to beimeve mr. And ~vha~ happe~ed~ ~ hapnened ms stz!l too 
fresh mn the mznds of most men. Hero (mndmcatmng the halad- 
$astmeno Curve mn mzeale of 1928) ~e ~sd the szgna!, ~ and the 
mndustrmal productmon mnde~ mr Jane of 1929, pr~ctmcal]y a 
year later, ~tartcd to drop a~d dropped proc~pmtavq!yo The 
Presmdent ca]!cd a National R~co~er~ Co~f~re~ce mn Novemoer 
I~9~ shortly after the stock marPe~ collapse and some smx months 
a~ter the mndustrmal prodactmon mndex ~md already d~opped more 
than t~enty mndex points. I~ ~as my prmvmlege to ba on one of Lhe 
co~±±ttes that ~as asked to prepsr~ a report o~ the !ong-t~rm 
e~fec~s of the depressmon mn the stock ma~ket~ and the probable 
dura~mon ~hereof, and I sand at ~hat ~o~ent "Gent!~nen, we are 
mn a ma~or busmness depressmon~ we mmght oust as well face the 
muslc ~ ~ 

T~cle ~as pot the slmghtest mnd~catmon in thms curvc 
(polntmng ~o ~Isladjustm<nt Curve for iC29) that any change mn 
d]rectmon mn the mndustrmal productmon mndex ~rould occur ~ zthmn 
a yea~. Yet one amd occur~ as you ~mll note (mn the ~ntcr of 
I°~9-1930), and ~hcm that occurred I ssmd, ayams ~casonmng 
from the facts at my dmsposal -- an@ tDe facts at any one 
eise's ~msposal ~ ~Dat that ~he ~m~e mn the Industrza] Productmon 
Index ~oula bca temporsry r~versal mn trend only ard would no~ 
last. 

~ecovery could not se~ in from a lev~l of that sort, 
I argued, ~ocaus~ thms (mndlcatmng the ~a!ad~ustment Curve) was 
stml± mcasurmng a contmnumng dec!rune mn ~hc adjustment bct~een 
the two brancbes of 1~ustlmal imfe. All of the efforts of 
busmness ,nor ~ho came to the ~ashmngton Conference mn 1929 
from all psrts of the co~-~£ ~amlroao presmde~ts, mndustrmal 
loaders, sn~ puolmc utmilty men, pledged to undertake huge 
experdmtures go breal- 0he baok of the deprassmon ~ent more or 
loss for naught, fc hacl thms Imttle hump mn busmnoss (mndmcatmng 
the r±sc lato mn 1929 ~nd ~arly 19~0 m ~ the Indust2mal Productmon 
!nde~) and do~m bhc~ mndc~ ~,ent sgamu s~d contmnuc8 do~m mn more 
or less dmrcct p~rall~] ~th thms mov ment here. (mndmcatmng 
the Naladjustmont C~rvc a year earUmer) 
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~av happened then ~ At the end of 1929, and I have 
already mndmcated, I belmev% thab tbms Malad3ustment Curve has 
a forecast value o£ apnrox±mate!y a year -- ~he chart pomnts 
m% -- ,{e had bmt a level ~hzch looked Im~e ~{e mmght be turning 
arourd -- hmch !oo1 ed as though by the end o£ IS30 or earl£ 
1931 ~e mmght have arrzved at a turnmng pomnt zn our econo~. 

But ~¢e had already become panic strmcken, ~{e had put 
the pr<~ssure on at zhe ~rong places, ,hmch ts always the case, 
I belmeve, z~ depressions. Temporarily mt had ~ts st~aulatmng 
effect~ end [~ ms (mpdmcatmng bhe Indus±rmal ProSuctmon Index 
zn early lt31) started to turn upv~ard. I must at thms pozn~ 
agamn en©has~ ze, that I do not belmeve the Malad3ustment Curve 
has any volue as an m ~dex e,[cept ~s an mndex o£ changes mn 
d~rcct,~on an~ not changes mn magnmtude. I ~rz!! enlarge upon 
that a Izttle later. 

At thms pomnt~ i repeat, thms change of dmrectmon 
(pomnomng agsmn to the ~<lad0ustment Cutve at the begmnnmng 
of 19o0) madc mt possible for me to say, and I ~as more than 
haooy to be rble to say, that ~e ~rere probably nearmpg a 
change mn dmrect~on so far as mrdustrmal productzon ~as 
concerned. That happened (aga¢n ~omntmng to curve of 
industrmal ProducL~on for ~srly 1951). 

~/e ha¢1 for a Dcrmod of ~Imost t~o solmd years an 
ad2ustment (pomrtmrg to IlaladDustment Curve for 1930 and !Z31) 
-- onsmderabl~ b~lo~ a nor~,,al adjustment of lO0-but none the 
less a gener~l plateau, ~hmch gave 1~e~rt, ~ hich made it appear 
that ~ e ~rere some~here near a @epressmo~o bottom. T1~at conaltlon 
mzl es mt appear fast perhaps much of the so-called t~n~ermng 
tb~t ~ao talked of and actually entered mn upon s~ould never 
have barn even talked of. But here ms ~rhat ha~per ed The 
dlrectmo~al eh~nge of the Nal~tajustmert Curve late mn 1950 
forec~ st a ~mm,_lar change ~_n productmon for l~te mn 1931 only 
to smr?~ lo~r~ r because of tm~<ermng. ',e ~re p~.nmc strmcken 
agamn~ al,d so ben thms (indmcetmng the Nalad0us~ment Curve) 
started do~<m ~gamn i ~ as co~w~ ced that the mndustrmsl 
product on ~ndex ~oald soon foilow~ and mt d,~d. It ent dorn 
here~ (~nalcatung the prodJctio~ index ~ 1932) Taat ~arked 
the Io ~ ~i the depressmen mn mnd~str~al p~oductmon~ and~ for 
that r~tier ~n mo~t other ~nda~d m~asures of ousmness. And, 
that ~as ~,~her ~e ~e~e z±l panmc strmck~r and e~erj~body was 
look~ng ior some ~v~ess~ah~ evorybody a o convmnc~ that he and 
hms bro~he~ ~ere eco~ommsos~ he srd hms o~other vrere lawyers~ 
and 1 ne~ ~hst ~ras best fo~ the country~ snd ~ben we all 
dum~ud oD~ scc~r±tmes at atmne ~hen ~oole ~ho ~ere ~rmse 
and stuart ~rcr~ buymng them. 
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All of thms effort~ -- pr±v~te effort 3u~t as bad 
as govermmenta] effort~ - all of the frenzy of ~e permod 
upset the apple cart and my curve of r~!ad~ustment precipmtate~y 
fell to a new I~ level. 

But, I rrant to (pomntmng to I~a]adjustment Curve) 
direct your attentmon to one basmc fact~ and that is that mn the 
sur~er of 1931 -- and here again please remerber that thls curve 
forecasts directional changes and not magllitude~ the slightest 
direcv±onal change !s i~iportant as an ±nd±cator~ it may be 
only short-lived but mt is mmportaut -- here ~,e had a very 
small change in dmrectmon(st~l! polnting to Maladjustment Curve 
~ sm~r of 1931). I set myself ~o the task then of ~atchmng 
its ~fect a year hence, and ,hat did ~ e find~ Here ms ~,hat 
~e foun~ A rise ~ the industrial product±on curve~ but sirce 
the Maladgustment Curve had already started do~m~ I was convinced 
that the improvement mn productmor~ too~ would ~e short liCed~ 
that it was not the reel thing. Non~ the less ~t vas part of 
a broad~ general upward s~ rang they has not yet sttained~ apfarently~ 
mts raxmmum development. The~ here (mndmcatmng the Naladgustment 
Curve mn 19G? end !955) ~as a period of a blind spot. ~e had 
no dmrectional change mn the halad~ustment Curve. The period 
of 1932 an@ a ms9or port±on o± 19~3 ~vss a bl~nd spot because it 
~s controlled very !s~gely by forces outside of the normal 
business picture. Tbo~e ~ere largely the forces of government. 
Gov~r~m~ent was convlnc~d tha L soreth~ng had to be done. It 
tried tnms and mt trmcd bhat~ snd mr so domng gave a continued 
further maladoustment~ becaus~ the bulk of the emnhasis was on 
~¢hat line of mndustry~ It ~rcs on the consumer goods industries. 
The k~RA~ the Triple A~ all of thosa ~@edmment~ were largely 
on the con~,~r goods Imn~s. True~ effort ~rss dmrected on the 
cap!bsl goods lines through the ~fA -nd leter through FHA~ but 
those ~ore too sl~ to get mnto operatlon~ end so I got thms 
blmnd opot m~ my computation. 

This (Indmcavmng or tbe chart the spr~ng and summer 
of IDS~) ~rss the NRA p~riod. The feer thc t prices ~re going 
to advsnce mnordmnately, brought in orders of all tyocs and 
descliptmons Jar mn advance of actual needs~ so ~e ha~ thms 
(indicating mid s~er and autumn± of 1933) inordinate drop. 
?~ith the contmnustion of this do~amJ~ard curve~ a year earlier (the 
' sladjustnent Curve) tPms rico mn the p~oductmon mrdex ~Jas an 
abno~la! rise and could not iast~ end it die rot~ yet it~ too~ 
~as part of r broad ph~ se upwards -- even ~hoagh it ~ras 
interrupted. 
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Then ~,re cs~e dmn~ here (~ndmcatzqg the Nalad3ustment 
Curve) late ~n ]95S, and ~,re had th~s dzrect~onal change, short 
though mt ~vas. I ~ as then quz~e couvznced that mn mere (~+zll 
zndmcatzng) ~,as a bro~d~r szgnmfzcance ~Dan any before -- 
ta~t ~ m9 vas mar% o~ an ascendmng cycle Yet, ~Tmth all o~ 
thst, ~he~ mt (the Malad3ustment Curve) turned dovm agazn mn 
th~ e~r~y p~rt of 195~ and contznued thst ~ray unbzl the mzddle 
of 19~a i oontz~ued to ssy that all tha~ movement zn ~he 
pro@~ctmo~ ~ndex whmch was zndmca~ed for i~54, though up, yard, 
would b~ an ~bort!~e movement. 

~ no t~e mn thms earlmer hlstory (po]ntmng to years 
19Z6-1950) 6rod you o~e erich an mrregu!ar mover~en% of the 
mnaustrmal proct~cvmon curve. Thms c~rve has had elzmmnated 
from mt all seasonal mniluences as far as that ms humanly 
possmblc. Yea fmnd rothmrg of the abortmve~ mnterrupted rmse 
in tiend %nat you oec ±~ here~ (mndmca~_ng %he years smnce 
1950) ~hen ~e got do~m he~oe ±n i954~ ~mght zn there~ 
(~ndmcat~ng the lla]ad3uotme~t Curve mn July, 1954) I had the 
f~rst evmdo~ co of vhat looked Imke a genu~mo~ broad t~n~nmmg 
~omnt akin io th~s general b~oed turn~ng pomnt (pomnt~ng 
to ~alsdgus±ment Cu~o ~t end of 19~9). ~hms was a regular 
movement, z± w~s ~ot v~oy ebrupt, so I ~aLched mt very 
car~fully. I ~, as convmnced tLat we would see a smmmlar 
~urn~ not recessarmly of the same magn±tude, but of 
dmrectmon~ mn the fall of 1°55 mn the p~oductmon zndex. It 
happened. But I ~sd~ th ~ ; emark, as some el you men may recall 
~d~o ~er~ hore~ that mi the ~alad3ustment Curve yore to turn 
do~a~ward znd dmd nob coctmrue up~ard for the re~amnder of the 
year 1964 and mnto IDS5 that that ~ou!d poznt to a short- 
!zved recovery zn product~ on, and that ms vrhat actually 
happened (mnJmcatmng decl~ne mn productmon mn esrly 1955). 
It ~vcnt un here, (zndzeatmng the Productmon Index for late 
IC34) el ~n to thms dmrectmona! mov,~nent (ran ~he ~lalad3ustment 
Curve a y~ar carlmer), snd then mt shot back do~a 

year ago thms (mndmcatmng the ~lad3ustment Curve 
on a r±~inj ~lane mn lats 1955) ~ras the posmtmon of the curve s 
ard at ths~ t"~ae I sugocsgedj roadmng froY~ rots mmpllcatmonsj 
that busmncss would colltl1~uo~ and ~hat ~he industrmal produetlon 
mndox ~rould cortmnuo up~ srd through 1956 from the second 
quaztcr fo1~ard, snd that } o ~ ould probably have a short, sharp 
recession. I further st~ted that mf lot alone from outsmde 
mnfiuenccs ~e ~oald b~ }~ell on the ra V to ~ard a good, old- 
£ashmoned busmness recovery. ~ d,d not have that part of the 
curve (mndmcatmng the product±on curve) -- as a matter o£ 
fac%~ th~ curve about a year ago ~as do~m mn there~ thms 
pert has all been added by the lapse of tmne. 
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N~eru do ~c svand todays ]~at are the 
impllcatlons$ I~a$ is the business futures 4cli~ I ~ill 
let you eli in on this iit~le secret. (Removed paper covering 
from the 1~iad3ustment Curve for ]956), That curve, as you 
will notice, that maladjustment c~rvc, the black curve that 
is still very fsr removed from an ad~usbment~ has been 
continuing up)~s] ds and consistently so oince the Spring of 
1945. It i~ the only dzzectional change that has occurred 
in thst curve in per,, ~an a year. That (indicating) marks 
the lugt~st, 1936 positio~ of the }~lad3usbment Curve. The 
implication, gentleme~ is bhis That industrial production~ 
and most other standard measures of bus±ness, car be counted 
upon to continue fo~ard through at least July of next year, 
bc~ri~g in mind that tmis chart, th~s ct~vc, has a forecast 
va]uc, if it has anything at all, of bc~acn ehvcn to 
thirteen months. This small d~rard direcoional charge 
(in the malad3us~ent Curve for ~mgust 1956) may turn out 
to be m~Important in actual re!ationshmp to industrial 
productlon~ it maymean a very important directional 
move. On v~ry imperfect a~d prellm~nary figures that I 
nov hsve covering September the }~lad3ustment Curve 
reverses ibs d~wald trend el ~mgust but this may turn 
out to be only s false directional trend up~ards. 

The point !s, then, that some ±~ae after mld-year 
next year ~e should be on the lookout so fsr as industrial 
production is concerned. I hope to kn~ a month or t~o hence 
wh(,th~r this directional change mn vhe malsdjustment curve 
for August r~allyme=~s anything more bhan a slight, unLmportant 
d~n~ard t~rn in thms upper curve (the industrial production 
curve) for nuxt year. So much for that. 

Busii~oss csn look fo~ard today confidently snd ~th 
much sstisfactzon for ICS7. Some storms ~ill gather~ I believe~ 
after mid-year, but these, I third<, ~ri!l be blo~,aq out to sea 
by the fsvorable ~inds thab will arise i~ the capital goods 
Irdustr~es, notably in the field of private construction. 
Make no mistake~ gentlemen~ I do not mean to convey the thought 
that ~e are in the begilTnil~g phases or bordering on a broad 
building boom of the type that chsracturizod the 1920's. 
That just ms not in bho ~rood, but none the less I am 
conwncod that the total vol~ue of construction for the year 
1937 ~,zll exceed That for any other year szPco 19SO, and 
that ~J~il3 oo an accomplishment. The mesh result of that 
accompl±shment is this ~e ~ill only be bsck approximately 
at the h~if ~ay mark sn recovery hill, so far as the con~ 
struc~ion industry is concerned, so st~ep~ so dissstrous~ 
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so precmp~a%e has been the declmn~ mn thms, the most basmc~ 
perhaps, of all of ou~ m~dusirmes, the constructmon fmeld. 

Nov~, much optmm~sm has been spread abroad by 
observers ~ho have the same facts at themr dmsposal as I have 3 
optm~iom for a great blg~ o!d-fashmoned, never to be forgotten 
boom mn the res~del~t~al fmeld. Gent!emen, I cannot share that 
vme~. I ~msh I could~ for the ve~y bread and butter of our 
or~anmza[,mon ms mnt~ately t~cd to resmdentmai bumldzng and 
mrs fort~u~cs. It ms not that I do not expect the cont~nuatmon 
of further ~mportant ga±ns mn the resmdenbmal fmeld~ no, 
that ms not the reason at all that I cannot share that pomnt 
of v±e~ bat I sm Dust facmng the facts and I th~nk we mmght 
~ust as well face the f~c~s. Dmth the pmcburc of mndustrmsl 
productmon such as we see here today, (mndmcatmng) where the 
mndex ms n~ 108% of the level of ]9~ to '2$ and imkely to 
go hmgher~ above all else now ms the tmme to keep one ~s 
feet on the ground. No~ ms the t~me to remember that 
forces makmng for the next dep~essmon are now sappmng the 
Imieblood of an economy that recurrently ms plagued wmth 
outgrowbhs of parasmtme~! nature of all kmnds whmch eat 
upon easy credmt and a speculatmve ~mnma. 

The crlsms of 1837 teught the lesson, or should 
h~ve taught, and the folly, zf you ~vzll~ of credmt over- 
extensmon. The panic of 1857, wlth mrs long tramn of bsnkmng 
fanlures an8 rulned bus-nesses and mndustrmes, taught the 
contemporsrmes of that day~ or should have, the lessons of 
speculatmve bankmng. The dep~es~mon of 187~, and that 
comes as close to bemng a parallel to the current depressmon 
from vrhlch ~e have just emerged s s any of them, taught its 
lcssons, too, and those were the very costly lessons el land 
sprcola~on and stock gsmblmng. ~d the later depressmons -- 
that of 1884 and of 1893 and of 1903 amd of 1907 and of 192! 
ar, d ~he last one, that of 1929 -- all bsught thezr lessons, 
all left th~ir ~apr~nt upon our mental±trees and upo~ our 
m~sb~tutmons, but perhaps not mndelmbly enough. 

Now the s ~mng from a state of pseudo prospermty, or 
~ctaal prospe~mty through to depresslon~ always brml~gs on 
se~±ous cvmls of all t%qocs, sga±nst whmc1~ mt m~ my fmrm 
conv~cbmon~ legmslation ms of imttle or no avaml. Once let 
the ~dea splead abroad that by !ag-slatmon it ms the duty of 
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government to toke canoe of every one and presently you w~ll 
fmud that every on ~ wmll cease takmng care of h~mself. 
Once let bhe notion go abroad ~hat by extendmng to the 
consumer essy cred±ts and long terms of three or four or fmve 
or ten or t ~enty years for consumable goods of all types 
and t~en, gentlemen, i am convmnced wmll have been sovm the 
see@s for the next perhaps the greatest dopressmon of all 
our tmme, and then ~m]l I be sure 5he lessons of the last 
centary of aeprcss±ons have been fully~sced and ~r~a~ to 
~he four wmnds. Once let the mdea get across that government 
should contmnus~ ~thout hmndrance, experd~tures of all types 
and descrmpSmons, and then wmll the p~essure for even further 
and larger expendztures become overv£~elmmnj and completely 
ove~ po ~ ~erlng. 

The dcpressmon v lth ~mch ~ most sre famm!mar, 
namely the depressmon of 1929, ~as brought on by a number 
of causes~ a thousand or morG causes have b6en advanced~ no 
one o± whmch ~as alone. It is my co~vmctmon tha~ perhaps ths 
aeepest rooted and the most mmportant smngle ~ause, if there 
can be any ~uch, ~s ~he collapse of credlt consequent upon 
th~s spe~ul3tzvc frenzy to vrbmch I ailu~ed a fcv~ mmnutes ago. 
J~t the v~ry tzme that the Federal governrent had been successful 
mn reducz~g our natmonal debt by some ten bmllmons of dollars~ 
~hat ~s hapDenmng on the o ~her smde of the ledger~ Prmvate 
debt ~,as permmt~ed to go to unheard of dmzzy hemgbts~ to such 
hemghts that mt !oter and ult~mate!y 3ust nad to come to grlef. 
And then, then through the processes~ the mnexorable processes~ 
mf you ~iiI, of depressmon, przvatc debt was scaled d~a~ 
through foz eclosures or defaults or repayments, or ~hat have 
you, the govorlmment stepped mnto the pzeture and took hold where 
prmvate debt had left off -- the government became our most 
mmportant debt-buml@zng agency. The net result ms merely thms 
t~ t ~e are rapmdly again approachmrg the pomnt ~ere debt, 
bo~h oubl~c and prmv~te~ ~zll sg~mn reach an unmanageable, an 
unconbrol3able !e~e!~ ~$ere debt can be leveled only agamn 
through ~c costly deoth-dealmng processes of a depressmon., 

ghat ms the ]esson~ The lesson ms cle~r~ ss I see it. 
Nor above all ethel t~ ~, ms t1~e tmme ~,hen we should have 
our eze cast upor the future, upon ~he permod that may be 
removed oy some three or four or naybe fmve years~ vhen thms 
debt bumldmng process will agamn have attamned to the level 
that I Du~t referred to ~s bemng u~manageable. 
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Ib isn't thor the next depr<ss~en~ ~hen it comes~ may 
be ~ r~sult of ove~spoculst on tha9 worr~e~ me~ mt isn't that 
zt r~my b~ a result of lhe folly of easy cr~dlt~ ~r se~ mt zsn~t 
that it may be the result of specu]atmve bsnkmng~ as ~as the 
case ~n ear!ler tmm6s. It ms rather because I fool it proper 
to sug[cst ~hab th( next depression may be very analogous to 
the d~press~on of !884 whmch; jentlemen~ was a depr~ssmon wzth 
s slowly ~mnkmng at@ ~ezkening strucbure on all sldos. It ms 
one thins to prepsrc on~ ~s self for a sudden shock~ such as 
the collspss of a oank~ it ms stml! another thmng; gentie~en~ 
to set your shmp in a sea el constantly mo~mtmng forces -- 
such ~s those uf 1884 -- thst can do oucht else but drmve you 
O'q 8 r e e f ,  

~nd so ~f there ms one throng that I can leave ~%h 
you as a partzng tbough%~ mt ~rou!d be in my paraphrase of the 
old %rulsm sbout ~er In b!mes of proopcrity let us prepare 
for the depression. In Thzs wey~ gentlemen~ and mn thms way 
alone can I see the only w&y mn ~d~mch we con mlt~gate -- not 
el~m~nete~ because I do not think we can ever elmmznate -- 
the r~vag~ng processes of that cycl~-cal movement whmch we 
call ~ n ~ conommc boom and depresszono 

Before I closej I would certa~_nly commend to each of 
you the readlng~ ~f yo~ have not a!rcady done so~ of an artmc!e 
that ~ppesred mn the magazmne se~ion of the Sunday "New York 
T~s" by James Truslo~ ~dams~ whmch he ca]is "Psrtmes and 
P~nmc ~ -- ~at iznk~,, fhat imnk~ He makes the case tha~ there 
ms v~-tually no Iznk bet~een psrt~es and psnlcs. These 
~nexorable processes of depression that ullimaTe]y are fol!~ved 
by p~ocosses of boom he asslgns to a psychology, to men~s 
ment ~lmtloo~ to the spceulatmve, to the forces which I humbly 
timed to em~merabe for you~ and I th~nk it ms well worth your 
tire if you vz]l just spencl a low ntmnutes iTmth that artmcle. 

There must be some questions tha~ hsve occurre@ to 
you men as i have propounded here~ and mf bh~ze are I wzll be 
more than happy be ~ttempt to answer bhem. 

Enclosure Exhlb±t i 
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T~ ma v~y in%~r~s • I 

h~ve fel$ %~t ~( ~ d~ not ge% ove~# to us~ the parlance 

stre~÷~ ~ I did n~'~f~ %h~% question. ~ had pr~lsed 

~t~ a~ i ~,~t~ an ,~arlle~ class ~d pr~i~ed, that at 
'~ ~ ~,~ 

~ f~t~e t~I wo~l~ ~d~c~t~ the c~e, and more speciflca~ 

i~ edm~:Lti~ 4~ th~ ~ub!i~, ~~t. BUt I must again b~ 

I ave from do~ %~/a~ Be~at~e ~ th~ external i~flu~nees I 

~laW ef£e~V~ the ~ %  ~ib ~l~h governm~%~ and other 

V@I"~ .e,~r ~ ~  ~I ~I~LL be.~tble ~o d£scibse ~ n~turs Of th~ 

en~e ~ ~e% ~%~ I~ ~/~S '~ha% enter "~to the o~e the 
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