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DUSINESS FORCCASTING ﬁ iig

Thark you very rmuch, Colonel, This ide. of coming
before a group of ren on a subject so treacherous os business
forecasting calls for a ay out for the spcaker. So, at the
very outset, I em prebly much compelled to say thet I am no
seventh son of a seventh son, I do not possess any crystal-~
gazing pouers, I do not profess to be a Gypsy or havc anything
in the ray of on sdaptation for palm i12ading or card readaing
or the reading of tea leaves. Rather I do mean to convey the
thought thau by a careful and conscientiou. and methodic survey
of exisling facts it 1s poscible to ke a fair and proper
aporaical, not only of sere business may stand at any given
morent but here business mey be some sixk months to a year
hence. Fron trot point of vier I 111 try to tackle today's
problem,

To men vho ere studving business, such as you
gentlemen are, 1t 1s no neus that business has made a very
straking — a quite renarlable recovery, If e divide the
busincss picture, or the 1.dustrisl nicture, into 1ts component
parts — 1f vre take busiress ond induslry, any measure of
business end 1ndustry — practically urthout encention e wall
find that the ifacts are simple, naaely Uhal all business has
shom & very perceptible recovery. Let us take a fer of these
indicators hich statisticians and business men and students
of business problems ususlly Jook to as measures of business
wmproverient, or, for that i tler, business aecline, and what do
= fand? e fird among the consurer goods lines, an industry
such as silk shach thoush 1t has not emerged from the depression
nerrly to the extent of any other of owm wmportant goods irdustries—
hes shom a very creditable inmprovement, 7This is the rorst 1ndex,
perhaps, thet one could taze of the present status of business,
and yet 1t has shown a very perceptible iumrovement over the
conditiois of tre last tiro or three Jeors. v mey take a bebter
index ot consamer goods, such es shoes, and here e find, that
e are now producing more shoes than ever before 1a the history
of tnis country, If e take another eremnle, sach as rubber,
wJe find that ve are consuming rubber today at a higher level
than bas been the case <t any other similor period in our history.
Cotton — cotton consurtion today 1s running ¢t ap.roxinately
predepression levels, rayon is naling ned highs —— anolher
consumption goods 1adustry. And so on and on thi oughout
practically 21! consumer goods l.nes, .egcrdless of the measure
thet one umay use, he rill find that e heve 1ade a very
apprecidble recovery from 1hat vi.s once looked upon as the "great
depression,"



But v 1thout recovery in another phase of our economic
11fe the improvement shich we have thus far seen in the consumer
goods lines would only leve bcen transitory from the standpoint
of onur national balince shect of economic life, I refer, of
course, to the inprovemenl in lhat great class of industry which
15 knoun lo economists and statisticians as the capital goods,
or durable goods lines. In these lines, too, 1o have ‘ecn
a very creditable advance, not quilc the odvancc that had been
heraldad forth, no, bubt none ithe le.s a creditable ezdvance,
and an advarce thet seems wo argue well for the nearby, and
perhaps evrumorce remote, future. Stecl pleats are now
orer ting 71 o planc sorme that reminiscent of predepression
days. Avtomobile plenusg .rere never so active as they have
been th.s year, excepting only 1728 and 1029 constructiiomn
st1ll lags but is raradly .airaing stride. Machire tools have
gained the 1829 striae.

Mow those lines of inuusiry that represent consumer
nurchaosces direct, such as deparwrent stores end mazl order houses,
and the index 1hat 1s ucually looked uron as measuring all kands
of com ercial actavity, aamely, ban) debits —- all those measwres,
too, cive mute evadence, 1L any wmore evidence be needed, of the
rerorkable, more or less spectaculw revival that has occurrcd
irn tre bus-ness picouro,

with thais, I direct your ettention nov, 14 I may, to
this .11 clart (E<habit 1). The brokcn line represents the
Federal Recerve Boara 1adrx of 'ndustrial prodaction, the
indey wiln wnich mo.t of you mer are doubtless lamiliar; an
1ndey whickh covers 1 osl of the principal industrial lines, both
manuiacturire and muning, The inder 1s seasonally adjusted
80 thet lhe movements on the curve norc or lcss denict the long-
ter- cyelical develomments without resird to the season of the
yewr. Tt 1s weighted on the basis, 2. you may know, of the
wmpor tance of the respective industrics and che yearly average
for 1he ye rs 1973 1o 1925 has been talken to rerresent 100,

As you look hece {indicating) you see how the curve
fluctueted from 1826, well above thc 100 line for a neriod of
wio yeors, 1026-1927, hos 1t ithen suddenly shot up at a
retner obrupl pace 1n 182 .nd the carly part of 1829, aow 1t
decliaed < Fter that, how ve cre no a2t a recovery poirt that
brings the induscrial production inder to a Jevel higher than
et any time since the autumn, in fact since the summer, of
1929 I have takea lhe liberty to estim~te lhe figures for
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August and Coplember 10726. fhe last actual figure as compiled
by the Federal . erve Doerd is the figurc here (1ad1cating)
for July, .hich siwancs et 10%. of the 102, to 1£25 avera,e, or
O beteer than the everage for thos. three yeers,

Thot, gentleren, represerts the industrial production
index, 1t renresents the volume of goods tha. hes been manu—
“actured in relatvionship to the corlier base period.

In Jooking et this curve, 1t =s very suiwole nou to
disccrn a rouvher rythnical, dhou h very errcatic, rise tnat
bhes ocrurred siice the depths ol 1872, Tewe o had virtually
four yecrs ol decline Ifron the mddle of 192¢ to the riddle
of 1902 re hove no. bea the spectecle of aprroxnimalely four
seacrs of rise, intermittently interiuned —— & rother rythmic
prewere, mla 01l of Jhe Jefecus, 1t1 2l] or the nterruptions,
20 rach for thal curve h.ch 1s well 'no n vo trose .ho sco
Federal iHeserve Doacd bulletins enw other stvatistical oulletins
neriodically.

The lo er curve 1s a contropuion, end that .s all
1 cen cell 1t. It 1s oue of tuwose things tiet oft tu es
meres slaves of 1en. T hode 1l ,ay acver wle 2 slave of me,
It 1s a notheneticel concept. It 1s o concept 1en I neve
arrived ot after long study. In a ord, at rewrcscnts, or
atiomovs to represent, nelac justnent, anc thet 1s o1l I
Lhold for 1t ——a relewjusaient between tae t. o bro~d branches
of andustry to .bich I 217uded 2t the outsct of my tolk, a
reladjustment betireena the consurier gouds incusirics ond the
caprtal goods, or duceble goods, induotries., Its rovemerts
cre uortant only s Lo Jiccctions wnd rot s to ragpitudes,
I connet otrecs this poiat oo sicor>ly. nd for hat nuronose
vhis curve?

I eri qaiee convinced that the se.10uic cycle of
booms en de-ressions, of fariues and feasls — those reciodic
roverierts, rydimic movements —eore 1nduced by 2 naladjustaert
betvreen tre consumcr poous and the capitel coods indusiries.

I coume Lo thet conclusion su 51y oecause I en convinced that

the prodacts of one broad brcach of 1ndusury must enchange in
the oywn narket places for the producls of the other brosd
branches of incustry, IT the s>roducts of consumare zoods
1ndustrizs cannot exckense in vhe opon ar' et For the Jroducts
of the cepitel zoods indust.ies — for ".ouses, for mecninery,
for chips, for ony other type of couiel »00ds, or durable gords
—— w€ veve @ boclaing up of anventoraes, hich ultiwvely brings
on a collapse. Thet 1s all, sentlemen, ihat Lris curve, vaich




I call my rcledjustment curve, this curve in sharp black
outline, atiempts to measire. It atlerpts to indicate the
mzlaujuctment between these two broaa geneial classificat.ons
of industry, the consumer goods and the capital goods ficlds.

Now vhat do we see from this maladjustment curve?
(andacating) e find here, (indicating) the earliest poant
plotied (1926), that there wes a virtual adjustment. During
1925 and for the catire perioa of 1924 and 1825, though
not cha:rted here, this curve fluctuated around 100, which means
nothirg more nor Jess than thot the two oroad industrial groups
were 1n prectical adjusiment. This malad ustmeat curve 1s not
relative to any year —— 1923, 1924, or 1925, or any othsr
brse ye 1 — rather 1t has the faculty of being celf-adjustirg.
It reproseals a relative position betb reen two industrial groups
at any given momemt, Jhen this curv stands at ap.ro<imately
100 1t weans thal those two groups of .ndustries, at thal
particular woment, are in apnroximate adjustnent.

Now wh~{ happencd®? Je find thal through 1926 there
adeg . downsard sag in the maladjustment curve that continued
until the cerly fall of that year. T ocarect your attentaon
nov to the up «r curve (The Industrial Production Index). If
you wall look lerc, (incicating) you w11l find the year 1927
and that thi:e was a domvard movement then in the industrial
production index not moterially unliike 1n dircctional trend
from thuat of this curve (incicating the eladjustment Curve)
a8 ye.r cerlier  Approximately ore year had elapsed betw-zen
the declining phases of the tuo curves,

Lock over here to 1928 thiough to the forc part of
1929 (pointin, to Inoustrial Production Indax) and you sec a
direct courterpact in this curve (indicatirg lhe Maladjustment
Curv.), slnost to the exact duration, starting herc in late
1826 cnd contuinuing through to the second quarter of 1928

Centlemcn, in Moy ond Junc ol 1828, I darcd, ageinsi
all oads, to »ut my neck out and makc the stetement that before
another full yec.r would have advancea wie sould be in the carly
pheses of a rmajor business deprecsion. I cared to do that
because the facts secmed to varrcnt al. I bhad taken the two
broad iucustrial groups —— consumer gouds end capital goods ——
and rcduccd them to a formula., The results of this formula
you scc pictured on the wall I cune to the conclusion that
the products of one group wevre not going to exchange for the
products of another, and becausc they could not cxchange one
for another v. would soon have ¢n industrazl depression. It
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was not until this line, in 1is declining phase, (indicating
Maladjustment Curve) crocsed the 100 line, and that, gentlemcen,
wes months ir advance of the time of the stock mark.t collapse,
now at 1ts sevenlh arniversary —— that I was conviaced beyond

the shadow of a doubt that my earlicr point of view was correct.
I had hoped, slill against hope, that som. one would be willing
to believe 1t. And what happered? That hapoened 1s still too
fresh in the winds of most men. Ferc (indicating the llalad—
Justnenc Curve in micale of 1928) we aed the signal,’ and the
industrial production index ir June of 1929, preetically a

year laler, startcd to drop aad dropped prec.oprtately. The
President callcd a National Recovery Conforcuce in Movemoor

1929, shortly aftcer the stock market collapse and some six nmonths
after the industrial prodaction index had already dropped more
than twenty index points. It was my pravilege to be on one of Lhe
comnitices that as asked to preper. a report oa the long—torm
eifeets of the depression in the stock market, and the probable
duration thercof, and I said at that morenti "Gentlenen, we arc
1n a2 major businuss depression, we might Just as well Tacc the
music,"

Trcie uas rot the slightest andication in this curve
(pointing to Mrladjustment Curve for 1C29) that any change in
dircetion in the industrial production index would occur v 1thin
a year. Tet one aid occur, as you will note (in the winter of
1229-1930), and hoa thal occurred T said, again rcasoning
from thc facts at my disposal —— and the lacts at any one
elsc's aisposal — ibat thet the tice in the Industrial Production
Index woula be a temporery reversal in trond only ard would not
lasl.

Rocovery could not seb in from a lev.l of that sort,
I argued, ' ccause this (1ndlcat:ng the halad ustment Curve) was
stil:i measuring a continuing decline in vhe adjustment between
the two branches of iadustrial lafe. A1l of the cfforts of
business mer who came to the dashington Confirence in 1929
from all parts of the courtry vailros presidents, industrial
leaders, ena puolic utility nen, pled.ed to undertake huge
experditures bLo breal che back of the cepression went more or
less for naught. Jc had this little hump 1n busincss (1ndlcat1ng
the risc late an 1929 .nd carly 19,0 1~ the Industrial Production
Index) and down the 1adex tent 3gall oud continucd down in more
or less dircct porallel .ath this mov ment herc. (indacating
the Maladjusinent Curve a year carlier)



whal happened then? At the end of 1929, and I have
already indicated, I believe, that this Maladjustment Curve has
a forecast value of apnroximately a ycar —-— the chart points
1t — we had b1t a level rhaich looked li<e we might be turn.ng
arourd -~ hich looled as though by the end of 1830 or early
1931 we might have arrived al a turning point i1n our sconomy.

But we had already become panic stracken, we had put
the pressure on at the wrong places, 'hich 1s always the case,
I believe, 1a depressions., Temporarily it had its stimulating
effect, ¢nd lris (irdicating the Industrial Production Index
in eerly 1231) siarted to turn upward. I must ot this poinv
again emphasize, thal I do not believe the Maladjustment Curve
has any volue as an 11dexs except «5 an index of changes in
dircction an. nol changes 1n magnitude. I will enlarge upon
that a litlle later.

At thas poant, I repeat, thas change of direction
(pointaing agein to the Meladjustment Cuive at the beginning
of 19.0) raede 1t possible for me to say, and I was more than
haopy to be cble to say, thet re were probably nearirg a
change 1in direction so far as ardustrial production was
concerned. Thal happenzd (again vointing to curve of
Industriel Produclion for werly 1931).

Je had for a pcriod of almost Two solid years an
adjustment (poirtirg to llaladjustment Curve for 1030 and 1£31)
- onsiderabls belo, a normal adjustment of 100-but none the
less a genernl plateau, shich gave beart, 1lich made 1t appear
that . e wvere somevhere near a depression bottom. That conaition
mzl es 1t appear tnet perbaps much of the so-called tinsering
that vas tallked of and actually entered i1n upon stould never
have beon even talked of. But here is what happered  The
directional chenge of the Malaajustmert Curve late in 1830
forec. st o ramilar change in production for lcte in 1931 only
to sir% lomr because of tinkering. ‘e ore ponic stracken
agean, and o ben this (indicetang the Maladjus.ment Curve)
starled dom 2gain I vas covviiced that the industrisl
product on index would scon follow, and 1t dids It ont dom
here, (incicating tne prodiction index 1n 1832) Taat marked
the lo7 of the depression an zndustrial production, and, for
that ratter an woot cther otandard ucasures of pusiness. And,
that 1.as wher we were 2.1 panic stricker and ceverybody was
looking tor some Messiah, evorybody a= convinced that he and
his brother were economisce, he ord his prother were lawyers,
and lne., hot was best for the country, snd vhen we all
dumpcd ovr sceuraities at a tame when vooole who vere nise
and smart vcoe buying them,
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All of this effort, — private effort Just as bad
as governrental effort, -~ all of the frenzy of the period
upset the apple cart and my curve of raladjustment precipitateds
Tell to a new low level,

But, I want to (pointing to laladjustment Curve)
direct your altention to one basic fact, and {hat 1s that in the
swmer of 1931 — and here again please remerber that this curve
forecasbs darectional changes and not naguitude, the slaghtest
direcvional change i1s wportant as an indicator, 1t may be
only short-lived but 1t 1s important —— here we had a very
swall change in direction(still pointing to Maladjustment Curve
m sumor of 1931). I set myself to the task then of watching
1ts oifect a year hence, and +hat did ve find® Here is what
we found A rase in the industrial production curve, but sirce
the Maladjusiment Curve had already started dovm, I was coavinced
that the improveuent in productior, too, would be short lived,
that 1t was not the reol thing. None the less 1t vas part of
a broad, general upward syang that has not yet attained, aprarently,
1ts raximum developments Then herc (indicating thc Maladjustment
Curvce in 1832 end 1933) was a period of a blind spote e had
no dirsctional change in the laladjustment Curve, The period
of 1992 and a mejor portion of 193% was a blind spot because 1t
wes controlled very leigely by forces outside of the normal
business picture. Thooe rere largely the forces of government.
Goverament vas convinced lhal sorething had to be done. Tt
tried tnis and 1t tricd that, end ir so doing gave a continued
further maladjustment, beeause the bulk of the emphasis was on
what line of industry? It vwes on the comsurer goods 1ndustries.
The NRA, the Triple A, all of thosc Lpedimenta were largely
on the consumer goods lincs. True, effort wes directed on the
cqnwlgmﬂslnmsﬂmwgrmepﬂmmdlﬁerwmghﬂﬂ,bm
thosc rre too slow to get into operation, end so I got this
blind wpot 11 my computation.

This (indicaving or the chart the spraing and surmer
of 19%5) wes the NRA periods The feer thet prices rnre going
to advence inordinately, brought in orders of all tynes and
descriptions far in advencc of actual needs, so we hao this
(1ndiciting mid suwrer and autumn of 1933) 1nordinate drop.
With the continuation of this domvard curve a year carlier (the
‘eladjustnent Carve) tris rice in the production irdox was an
abnorrial risc and could not last, ¢nd 1t dia rot, yet 1t, too,
was pert of ¢ broad phe se up.ards — even though 1t vas
intermupied.
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Tanen we came down here (indicating the Maladjustment
Curve) late in 1937, and we had this direclional change, short
though 1t was. I vas then quite convinced that an nere (s+111
indicating) was a Lroader significance than any before ——
taoet tris vas mart of an ascendang cycle  Yet, with all o
thet, when 1t (the Maladjustmeni Curve) turned down again in
the early part of 1934 and continued that ray until the maddle
of 19.4 I countinued te scy that all that movement 1n the
procdaction index whach wes indicaced for 1934, though upward,
would b. aa cbortive movemcnt.

't no tire in this carlier history (pointing to years
1926-1930) Ji1d you wuc olch an irreguler movenent of the
inaustrial proavciion curve. This cirve has had eliminated
from 1t all scasonsl intluences as far as that 1s humanly
possibles  Youa fand rethang of the cbortive, interrupted rise
in trend tnat you cec ir hecey (indicating lhe years since
1920) when we got down here in 1934, rzght in there,
(indicating the Maladjustmert Curve in July, 1934) I had the
irst evadarce of vhat locked like a genuiue, broad turning
m1at akin 1o this general broed turming point (pointing
to slaledgustment Cucve #t ond of 1929). This was a regular
moverient, 1t wes rot versy <brupt, so I valched 1t very
carafully. I vas conviunced that we would sce a similar
turn, nol recessarily of the same wagnitude, but of
darection, in the fall of 1235 in the production index, It
happeneds Dut T mede the remark, as sorc ol you nen may recall
who wverc here, thet ii the lMaladjustment Curve verce to turn
dovmuiard and dad nob contirue upward for the renainder of the
year 1854 and ianto 1935 that that rould point to a short-
lived recovery in production, and that i1s vhat actually ~
hapoened (indicating decline in production in early 1935).

It went up here, (indicating the Production Index for late
1854) elun to this directional movenent (in the Maladjustment
Curve a year carlier), ¢nd then at shot back down

. year ago this (andicating the Maladjustrent Curve
on a vising Ylanc in letc 1935) was the position of the curve,
ard at thet time T sug.csted, rcading from 1ts implications,
that busincss would coutiume, and that the industrial production
index vould cortinue um 2rd through 1958 Ifrom the second
quaster forward, ond that ve v ould probably have a short, sherp
reeoession. I further stated that 1f lct alone from outside
influences e would be well on the ray torard a good, old-—
lashioned business rccovery. "o dud not have that part of the
curve (1ndicaling the production curve) — as a mattor of
tact, the curve about a year ago ras down in there, this
pert has all becn added by the lapse of timce
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Now vhere do we stand today? That arce the
umplications? Vhat 1s the business future? wWcll, I wall
let you £11 in on this litile secret. (Hemoved paper covering
from the Maladjustnent Curve for 1936), That curve, as you
will notice, thet maladjvstment curvc, the black curve that
1s still very fer removed from an adjustment, has been
continuing upwaids and consistently so .aince the Sprang of
1985, Tt 15 the only darcctional change that has occurred
in thet curve in ror. than a year. That (indicating) marks
the «ugust, 1956 position of the Maladjustment Curve. The
implication, gentlemen 1s this  That industrial productaion,
and most other standard measurcs of business, car be counted
upon to continue forverd through at least July of next year,
beering in mind that this chart, this curve, has a forccast
valuc, 1f 1t has anylhirg at all, of bctween eloven to
thirteen months. This small dovmirard direcuional charge
(in the weladjustuent Curve for sugust 1926) may turn out
to be unimportant in actual reclationship to i1ndustrial
production, 1t may mean a very importani dircctional
move, On very umperfect and pdreliminary figures thet I
nov heve coverang Septcuber the Maladjustment Curve
reverses 1bs downwaid trend of .ugust but this may turn
out to be only a falsc directional trend uprards.

The point 1s, then, that some time after mid—year
next year wc should be on the lookout so fer as industrial
production 1s conceraeds I hope to know a month or two hence
whether this directional change in the maledjustment curve
for ‘ugust rcally mcans anything morc than a slight, unimportant
downsard turn in this upper curve (thc industrial production
curve) for nuxt year. So much for that.

Busincss cen look forward today confidently end with
much setisfaction for 1937. Some storms will gather, I belicve,
aftor md-year, but thesc, I think, will be blovm out to sea
by the fevorable winds that will arisc in the capital goods
irdustrees, notably in the field of private construction.

Make no mistake, gentlemen, I do not mean to convey the thought
thet we are in the beginning phases or bordering on a broad
building boom of the typc that clieractirized the 1920's,

That just 1s not in the wrood, but nonc the less I am

convinced that the total volune of construction for the year
1887 w1ll cxcoed that for any other year since 1930, and

that vall bc an accomplishment., The mcen result of that
accomplishment 1s this  we wall only be back approximatcly

at the helf way mark en recovery hill, so far as the con-
struction i1ndustry 1s conccrned, so steep, so disestrous,
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so precipitate has been the declince in this, the most basiec,
perhans, of all of owm andustrics, lhe construction field.

Now, much optimism has been spread abro.d by
observers who have the same facts at their daisposal as I have,
optimiem for a great big, old-lashioned, never to be forgotten
boom in the residential field. Gontlemen, I cannot share that
view, I wish I could, for the very bread and butter of our
organizalion 1s intimately ticd to residenlial building and
1to fortuncss. It 1s not that T do not expect the continuation
of further .mportant gains in the residential ficld, no,
thot 1s not the reason at all that I cannot sharc that point
of vicir, bat T em just facing lhe facts and I think we might
Jusl as well fece the facts. Wath the picturc of andustriel
production such as we see herc today, (indicating) where the
index s now 108% of the level of 1923 to '25 and likely to
go haigher, above all else now 1s the taime to keep one's
feet on the ground. Nou i1s the time to remember that
forces making for the next deprescion are now sappaing the
liteblood of an cconomy thal recurrently is plagued with
oubtgrowths of parasitic~l nature of all kinds which eat
upon easy credit and a speculative mania.

The craisis of 1837 ilsought the lesson, or should
have taught, and lhe folly, if you wall, of credat over—
extensions The panic of 1857, with 1ts long train of banking
failurecs and ruined bus'nessces and industries, taught the
contemporeries of th-t day, or should have, thc lessons of
speculative bankings, The depressioan of 1873, and that
comes as close to being a parallel to the current deprcssion
from which ve have just emerged as any of them, taught 1ts
lcssons, too, end those were the very costly lessons of land
spfculavaion and stock gembling. und the later depressions ——
that of 1834 and of 1893 and of 1903 and of 1907 and of 1921
and the last onc, that of 1929 — all leught their lessons,
all 1lcft their imprint upon our menielities and upon our
irslatutions, but perheps not indelably cnoughe

Now the srng from a statc of pseudo prosperity, or
aCtazl prosperity through to depression, always brings on
serious cvails of all types, egainst which, 1l 1. my fairm
conviclion, legislation 1s of little or no avail. Once lot
the 1dea spread abroad that by legislation 1t 1s the duty of
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govermment to teoke cave of every one and presently you will
find that every on: will cease taking carc of himself.

Once let the notion go abroad thal by extending to the
consumer eesy credits and long terms of three or four or five
or ten or trenty years for consumable goods of all types

and tnen, gentlemen, I am convinced will have been sown the
seeds for the nexy perhaps the greclest depression of all
our time, and then will T be sure the lessons of the last
cenlury of deprcssions have beon fully vesced and thrown to
thz four winds. Oncc let the i1dea get across that government
should continue, wsithout hindrance, experditures of all types
and descriptions, and then wall the pressure for even further
and larger expenditures become overwhelming and completely
UVEL POEring,

The depression vaith which we most ere familiar,
namely the depression of 1929, was brought on by a number
of caures, a thousand or more causes have been advanced, no
one ol which was alonc., It 1s my covrviction thav perhaps the
acepest rooted and the most important single cause, 1f there
can be any such, was the collapse of credit consequent upon
this sperulztive freazy to which I alluocd a few minutes ago.
4t the very tame thet the Federal governrent had been successful
in reducirg our national debt by some ten billions of dollars,
what wes happening on the other side of the ledger? Private
debt was permitted to go to unheard of dizzy heights, to such
heights that 1t leler and ultimately just nad to come to grief,
4nd then, 'hen through the processes, the incxorable processes,
1f you wzll, of depression, private debt was scaled down
through foreclosures or defaults or repayments, or what have
you, the govermment stepped into the picture and took hold where
pravate debt had left off — the governmment became ocur most
umportant debt-building agency. The net result is mercly this
the1 "re are rapidly aga.n approachirg the point vhere debt,
both sublic and _private, will egrin reacn an unmanageable, an
uncontrollaeble level, wbere debt can be leveled only again
theough the costly deoth-dealing processces of a depression,. ,

Vhat 1s the Jesson? The lesson 1s clear, s I sce it,
Now above all other tar .., 1s the time when we should have
our cje cact upor the futurc, upon the perioed that may be
ceroved vy some three or four or naybe five years, vhen thais
debt building process will again have attained to the level
that I ju<t referrcd to «s being armcnageable,

w1l



It 1sn't thet the next deprcssicn, whea 1t comes, may
be « result of overspeculet.on that worries me, 1t 1sn't that
1t may be a result of the folly of easy credit, pur scy b asntt
thol 1t may be the reosult of speculative benking, as “ras the
casc .n carlier times. It as rather because I fecl 1t proper
to cugsest that the next depression may be very cnelogous to
the depression of 1884 whach, ontlemen, was a depression with
2 slowly oinking ard wealening struclure on all sides., It as
one thing to preperc one's sell for a sudden shock, such as
the cnllapse of a bank, 1t 1s still another thing, gentlemen,
to ret your shaip in ¢ sca ol constantly rounting forces ——
such s those uf 1P84 —— that can do ought else but drive you
cn @ reef,

and 80 1 therc 1s one thing that T can lcave wilh
you as a parting thought, 1t would be in my paraphrase of the
old truiem ebout ser  In bimes of procperity let us prepare
for the depression., In this wey, gentlemen, and in this way
alone can I sce the only way in whach we con maitigate —— not
eliminete, bccause I do not thaink we can cver eliminate —
the rovaging processes of that cyclical movement which we
call «n . conom.c boom and deprcssion.

Before I close, I would certainly cemnoend to ecach of
you the recading, 1f you have not elrcady done so, of an article
that appecred in the mogezine scetion ol the Sunday "New York
Tiures" by James Truslow wdams, which he calls "Pertiies and
Penics —— what 1ank?"  That link® He makee the case that there
1s virtuelly no link belween perties and penics. These
1nexorable processes of depression that ultimately are followed
by proccsscs of boom he assigns to a psychology, to men's
mentulitics, to the speculative, to tho forces whaich I humbly
trzed Lo enumerate for you, and I think 1t 1s well worth your
tire 1f you vall just spena a fow munutes rith that article.

There must be some guestions tha'! heve occurred to
you wen as 1 have propounded here, and 1f there are I will be
more thar happy to attompt Lo answer thome

Enclosure Extiabit 1

]2



140 -

120 - A
VAN
I’ \
.»wff’~\ ‘,f N
.‘/ / '
N - L \
e — ™~ ’ ‘ ’
- f ol
10 AR \
L.O\\‘ f \\J' ‘\. \1"/ :
) 7
. 7
. / \\ \ A I\\ !
A 4 ' |
“~ N \ : | \J
\ . it /
AT - y ! !
\
80 -\k\ &’.’ \ i ;\\ 7
n \ . i . - /l
5 ¥ LY ! heal
\ \ i H . # 1 5
\ “ ! | // ! i
§ v * !

20 ™~
= N

[ az27 X o " ) Q- 4 G
z,f}Z.G 192 t [
o, { 9 H 3
? H t 10 1
i (K3 -

p e e s



- R {“‘\ﬂr} ¢ ~ - I B - R - 1 =" M B RalC
. . & o R i 5 o
- w2 \’ 2 1 N ﬂ: s o o E 5 e *ﬂ"‘
/, hé’ . “, ; R ) &1 ’ ,,‘ 4 #
w 4 - 5 N + . ' 4 A 4
‘“‘;r’;é “’:f‘( 4 “ﬂi}ir o b7 ¥ ’ i ’ &rys ¢
(b . ¢ N A ) o -
Mo R M [ y ot # 2 £ e -
’ .. LT » o PUSIRESS FUREUADTIRG: .
4 P S v ta 4'% P W ”s.
S émawmn aimmg M&Wsﬁ by’ #ey ?« both Schmdtmen)
Wy, ‘ F el
) NI AT L : Loy
’ ‘r Septedber 21, 1986
" :“'V”'-\ l‘z‘,,;g d':j . - e"‘*‘f: [m - ' ;-?‘h:tk \i‘l"e o o ‘
s :‘S "? N %\3 y A 3 A . ¥ N ‘,f @& [T i
[ — r‘i a’ - f ‘
CL “ mimal m&m . %&%ﬁi‘k&&n} may I say that the
U of
y mﬁmy Hug. a'mm %@m ordered % vebd hat srbicle and Yhe
A &, "\‘a?%.ax- 5 Al,, PN w ke r
o amﬁwm%amm@ immﬁwﬁﬁm&%@ |
» Fl Atfg‘ 3 & ' 'h
g ' _— ’ @g »f{& b2 3 %&m& that the Mﬁ%ﬁmﬁﬁﬁ betwesn
CUE gy Ty e
. W@ iwam%ﬁ &mﬁ ﬂag%ai gsz*wmw is greater todey then
Ki‘vf" ‘f‘ B = Eiie i % “sgs @i"’m ﬁgﬁg@? *J:’ "
A g) ¢ % m H
4 Hs N
L \ ke ‘@;’s@mimmﬁwm mﬁa%ﬁm This is
i f}“ty N Al * ' ’ £
| wﬁm& Wgﬁzg by m%m& mﬂ%ﬁ%&i the effect of the
e J:»z : b ¢ ‘\‘11
PO u?

wwm gmgm .m 4 ?.m'. of other Influences
PR %éaaﬁ BRy OF Sy szxéi% basons p@mmh m&iﬁfm and which may

¥
iy v Fal
4

b e 31 noceséry o aammséﬁ votise tho formuls, Taking

P L

e g 5 the :;m, 1% 19 mm that, “tho miladjustment 1o about
. S @gmaaa%i&@&%m&ﬁwm%mgﬁ%wmmm

e | 18 ﬁww mﬂ%@ T be mm spacific, I can very
o % %m»&%@ ond % m w11 hapren, that the next

:%’ " & ff' J\‘ %ﬁg}éﬁﬁ@&ﬁﬁ W;, \;még mkﬁiﬁﬁ ﬁm% uﬁiﬁ G&eﬁr ab & tiwe when
;, ; L % f w«% S {w‘f@@ @ ﬁmmmm Girve) #111 be

4 | t o 1@ ways ;%ﬁmée from %@haﬁ ﬁﬂg’ﬁiﬁ be a @raemmal ad Jubtueibe
w L ) y ‘mfgtﬁw tords wf’ém&wa o the mxfm infivences; if this

t ey T ﬁ%w %ﬁ g@ ﬁgﬁ - &" JW ﬂf %ﬁ 5}‘%&’& {?@iﬁw 1o

don T
- ‘ a‘;‘ﬁaﬂ ﬁm by aéw& nto 19 WW very
g mmm & s:h;j 3., %3? b oup
¥
w w U 4 r r
oy B T S U A r
It Looe ¢ T TV “ ;
o W - 5 ¢
[ERFIE A st "%«’3:”?' xbg! oy o oo b
W ;S‘”’Pz ﬂwxg ¥ A “;z;’ o 12 i " 1
B oarE o w1 G v N
W d - - W > o ; %
& E s £ he - % ' '
N & A s u b
o . l,% . 4 ¢ ‘-f‘\‘ ? 4 1
P L 3
[ h T 4 0+ ! T Tt i




Y
LI E;* £ > 3
¢ "\1 (. !
Yo 5 Th <
R Sff A LN
1h g ,f" “’5? s R
PR 55 1‘“& SR ¥ i
- i €
b2
L AR
- (*N"( & 1‘ 34} g «
v :%\‘F(l,
e e
R iy Y
| N ¢
Loy f ¢
* m&,},’:’W Fipy
e (L 113
£
¥ P % .8
P L .
§
Wty e dh
i
ty i i
s
i w
# - i 15‘,‘ e
5 b ¢ 1 ¥
IR
)
v I%L e
- PR f s
fore ¥ i }s '
\r > : L
N %
* 5
‘ B ir l‘h‘t

pmaﬁ%irem iﬁﬂiﬁa@ i’m tiiis tovel {iﬁﬂie&%iﬁg the Malsedjustment

»‘?’

@&W& at a*f:mi;r m‘z} iﬁa&a&& of a:pgmﬁm%elg 100.

4 1

et

Q¢ 'fhe mamégnsmﬁt eurve ié‘”v&zy interestings I

&”‘
i}

M,;ra

meipmm ). ‘gt mgnify 8 mter trn in the

wonder iF &% wmei m pm@ﬁmahm tb gj,ve ug some kind of an

:maa aE 'i:;& ?-m Hnt fwma i@‘ éimmeﬁ?

G %

3

k

'~ e

iy

¢

3

&

¢

-

% %i%ly i Wzﬂﬁ a qﬁwi:wa Itaa*é“ I have been

q?\i‘

®

mprepareé fory T get %ﬁaﬁ cmstwm evew grearg and I would

L

\(z’

have felt Yhat'wy talk did not ga’a wer, te use the parlznce

"of the strest, iﬁ‘ T &1d ng‘s** ot @m questions I had promised
my $61L, and 1 t‘%&im&t\a*h an ;éril&tr olass I had promised, that at
sofie future *himé I @oﬂﬁ &éﬂi’icﬁ:@ the curve, and more specifically
i*tm éﬁmgamti% *&a %&e p&bﬁiﬁ izﬁs&i&e&h But 35 mzsﬁ again beg

{w

N

-
&

;Laawe i’m doiﬂg *Eimm Béﬁaﬁaé off tha &xwmal wlnanws T

ay "«

i nérb*?qaita} ‘woiipletdly donvinoad, thioush 1t has mma on

sfq, P
& bl ii,.,w“ he

avéry maj% Teipditarnt &éﬁaﬁiﬁﬂ in %ha past, ‘that it can work

‘g’ affectiveld 4 in the mxrzmﬁ eyple with governmental and other

.
M

' external ity f‘fﬂ:ﬁ’&?ﬁﬁ@@ 3 ﬁmg@ that at some fubure bime, not

vew Pay z‘aﬁ m, I wiit be a*bie $o aisclose the pature of the
étﬁ‘?% E*t t’f.ﬁ nﬁ*ﬁ a ﬁﬁiﬁ:«g fmﬁpiisa’aaﬁ; it 3 Just as simple ag

& Jik

a s&fﬁ‘@' ;}..ﬁ% i“is fiﬁﬁs

up m

[} &g,t**

g

,m/a\'“

P
-!)J_h l(f
#
%y N
¢
~
}w
< %
A
k3
-
ts"'}x x
T ’
i ~
() ‘*"l-

3

t invelve any “.‘i&ﬂg ccmpuﬁammg and
emee b gem %ﬁ‘& mai%; f;igures that anter \:mta the curve the
wﬁmmﬁm %:m h‘e‘ @aﬁa approximately iv a manute to bring it

u‘w

£

#
)
Q‘{

T

a“w&aa I dm ﬁa&-ry I eama% angwer the qa@s‘ﬂicm specifically.

i |



ks 'msh'
WER
¥
¥ d 1 3 1 - Yo f?
v, . WA : By sy
Y‘: ﬁ!' w

T
&

s i \ . . Far P 3 ¢
2?;; ':'( Y - 4? P 5 \ &4 ?;‘ Y .
P ' .o n 3 ! l.z,"t*{J P 4 *
W % d N ir S ] i = . b Smg Y
ngl’\ i whoe - ! ;: v, . LA I o P
B @* Wz y@aﬁc* Yoz ﬁmim@m that mm might be, i
Y ‘ fmewmmmmﬁmmmm@wmmmmmm
’ “ Wzr saladjustiient durbe mm ¢ ‘«Bﬁ:{m I notice thet 1% 4id
- .8
" * n&t coe 48 ;ﬁm %&* er&y %m amamzmr ﬁiﬁ come in ﬁugw%

. v ?@k&g&& Y eam m:’&ag oo hodi 'the mm guestion that has Just been

N ~ 4y

‘ ) %&%@mﬁaﬁ%ﬁ%%m&a@ym&émﬁa&r&%%&lwm@
. m arvived 5@%&% mﬁﬁuﬁm that %%m &ragawm vetey X

‘ wonidel i.i’:&@és‘%hm t&m&%ﬁ% 8 rls*s&p ;izm%* ghout 4 month laber
K mmmmmﬁymmﬁﬁmm%wmﬂe&m&m?

# s
i

. - o ‘ aﬂmﬁﬁ@ammmmwﬁmmma% de X
| A : ﬁw@ fnﬁﬁi@ﬁ%&&; the ewrve has the ?’mﬁ%y of Yorseasting for &
‘ * ’3 *ﬁg&e@i@ﬁ o ep Fuiuatoly eleven to Hilrtesn wénfhs i sdvasce,
ERERETE aiid ¥ canot, 9 svar ~mé thab 1% 5 soing %o be elaven o
i a"“: i imalve ér %ammg m« obgervation & yeAr agd thet it might
) | ‘Sr,i " w«wm ety ﬁﬁ ﬁmﬁ %ﬁi‘ ﬁfi% wos @%@g«ﬁy b@a@ﬁ upon the belief

L %&% Lﬁm @;ﬁ %m ﬁﬁﬁwﬁm :ﬁ&&%w, I will give you this
mmm%w%%f@ﬁﬁ @Ww that enter into

* he &%m\  HEly @%w&m Wﬁ:% worild probabily accounh
‘ :E’ar thie’ ﬁﬂmmg dom of tﬁa Wa Bow &ﬁ %6 the timing of ity

st > A s

1 &4

g 32 naﬁmrm gm{az@ x By, w by wﬁmm 1t will be
$ El 5 ahy - PIRY
A - £
< 0t T m&aﬁy %ml m&a ﬂ%‘ m&&gy sloven mﬁﬁa or pérheps thirvteen
f ¢
R i
K
) mﬁmp ﬁq@& that ﬂmﬁ% W mﬁﬁi@ﬁ?
P Fan a B
s ! i ’&"’? [
o 4, - . @ 3 3 3 - R, ¥
) YLoe f ¢ ey e )cr '
» AT 5~ i ua ° Xm. mj{ . i N ,
% ¢ t - W ~ b -
Wz;v;‘ 7 iy Ay oo ”,x,?lk L " oo Gt
PR \ A . Lo F
4 - . \‘ y
LA ! * 2 v ‘%;ea\ SN 1 oo Lt
B - W R [ 4
vy &t : * ¢ ' p N ~ ¢ A [
- K L P . o« ,314 ’
, (’ » o I H 4
! ¥ ? £ - + %\ 1§ i
R o T A . " P 1 € |
- ﬁ* A ] 4 ' - — 3 wd o F L
Vs ::‘ o 4 ; R iy i o ! Wt oa R P
1y Y E 4 4 {i LI ;‘,‘ﬁ“‘ f}p.} ’{ - i !
Lo by - W, P tog L AR A ke
(a4 N N - 1%‘,‘,\!1 e“,{,;, '
Y Yy ¥ ﬁ }l? ; TSt " - h
& w! v [ & aly ¥ -




