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BUSINESS FOHECASTI&G

The lot of a business forecaster is at best thankless,
Aind that is more true today, let me assure you, than in any of
my yeers, approximating some twenty, of experience at this
business.

To men who are studying business conditions, it is not
necessary to point out that we have had a pretty consistent,

though irregular, recovery since 1932. I do not care what measure
of business one may use, whether it be carloacdings or bank debits,

steel production or copper consumption, production of boots and

shoes or consumption of cotton or wool, production of automobiles,

retail trade, or any other measures for'vhlch statistics are
available on the business scene, we have had a notable recovery.
Thet is so much water under the bridge, and it is not necesseary
to dwell too much upon past history because that is not vhere
the forecaster fits ins It is his task to look into the future,
something of the lot of the crystal gazer if you like, =nd to
tell you, end others who zre interested in the progress of
business henceforth, where business may be one month, two months,
six months, and perhaps a year or longer aheads Thet is why I
revert agein to my first thought, namely, that the lot ofa
business forccaster is ot best a thankleSs ones If later events
justify or prove his forecaests to have been zccurate, well,

that was expected of him., He has devoted time znd energy and
precumebly has had a brood experience in that fields It was

expected of him to be right. But if later cvents prove him to
have been wrong in his forecasts, his Ieput .tion has begun to
teke the skids This does not alarm me because I know, as

every other forecaster of business knows, thet we are all
entitled to @ mistake,s But I want to leave this thought - that
the current picturc of business is so clouded, is so full of new
factors, that even the foreeasterhos difficulty (I know I have
in forecasting for es long as threc menths where hitherto the
business foreceaster did not hesitate to forecast for & year or
longer,

At the 1936 year-c¢nd there were meny forecaste, as
there elways arc particulary ot @ year—end. Not that the split
second which marks the shift from one yeor to the next really
mecns enything, business does not change that repidly, but it
hos become fashioneble to issue forecasts 2t the end of the
yeers  So many forecasts on 1937 went so dead wrong, as all of
you men know,

The one big measure thet seems to evidence the
Jitters thet has gripped business is the stock market, whieh
twice thus fer this year has indicated that something may be
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wrong, not necesserily that something is wrong in the business
picture even though it be 2 fact that many men still lock to
stock mzrket activity as a measure of coming business events.

In the enumeration of the measures that I spoke of &
few minutes back I hod nothing to say sbout the construction
industry, the industry which I study most and perhaps know most
abouts The construction industry is the one industry that,
»lthough it has improved measurably, hes given the forecasters
the greatest disappointment. And if it is possible to set down
one real basic reason why business hes failed to live up to
the most optimistic forecasts of a few months back the blame
can be leid at the doors of the construction industry,

We have, therefore, roughly two brozd brenches of
industry that motivate the economy. We have the consumers goods

Andustries, those which ere represented by the boot and shoe

business, by cotton ~nd cther textile lines, retcil trade if
you like, and o1l other items in which the consumer is directly
interested; and on the other hand we have the capital goods or
durcble joods industries, of which the construction business

is the keystone, For mony years I hove held to the opinion

that business depressionsond periods of business prosperity
result from either adjustment or maladjustment between these

two broad basic classifications of Mmericen business and industry,
When we have o close adjustment between durcble goods products
and consumers! goods products where the items of one can
exchange in the market places for the items produced by the
other, we have good times, call it prosperity if you will., When
the reverse is true, when one broad secctor of industry is

moving up or dovn morc¢ rapidly thon enother broad sector of
industry we have mzladjustment. And that meladjustment is
something which I have for years attempted to evaluate, bccause
I have felt that such an evaluation might aofford = clue to
business prospects months in advance of their occurrcnce. So

I would like now to direct your attention to this chort on the
well.

I have purposely refrained from lebeling these two
curves, This dashed curve is the Federzl Reserve Board index
of industrial production, the yecars 1923 to '25 token as one
hundred. You will note that it begins in 1926 ~1though there
1s considerably more history to the curve than that. You will
find that from 1926 therc was an irreguler movement upward
until the middle of 1929, Whe.t has hoppened since then wll
of you know without reference to the chart. The lower curve,
the curve in derk outline, is mcrely - controeption. It is
what I cell my meladjustment curve. This curve represents a




computation of sundry factors which measure the adjustment or
moladjustment between the cepital goods and consumers goods
industries. I have found over a period of years that this
meladjustment curve has iorccciste’ mejor directional trends in
industrial production by from eleven to thirteen months in
aedvance of thelr occurgnngse Lnd I might add that I do not -
wish it understood that this curve, or any curve, should be
used by the forecaster in 2 manner to enslave him, because even
the most useful tool needs to be watched on this count.

In 1926 we had 2 declining tendeney in the maladjustment
curve. When this curve started to go down in 1926 I ventured the
prediction that somewhere between eleven and thirteen months
hence the industrial production index of the Federal Reserve
Board, adjusted for seasonal conditions, would likewise go downe
This curve of maladjustment has no value or meaning to me other
then 28 an index or directionzl change, and I can not stress
that too strongly. It does not attempt to mecsure magnitudes
of change. Thus, the slightcst bend in the curve, or change in
direction, signifies, if it works at all 2s a forecaster, that
months hence e similar directionel change may be expected in the
industriel production curve,

What did happen? Well, you see the industricl production
index went down from the fzll of 1926 to the cutumn of 1927,
and yet by that time the mcladjustment curve had alrecdy started
up. When this change had occurred in the direection of the melzd—
Justment curve late in 1926, after I hed clready set down my
opinion that we would soon see & decline in the industricl
production index, I chenged my prediction for the more remote
future. I snid that we would Soon find, towerd the end of 1927,

o reversal in the course of the industricl production index that
would bring us grecter recovery. So long os the malsdjustment
curve continued in the seme general direction upwerds and

onwerds, in the light of the conditions then known, I wes perfectly
willing to remcin with my neck out by stating that business as
meesured by the industriel production index of the Federal Reserve
Bocrd would continue on and upwerd for ot lecst a yeor hence.

But whet happened? About the middle of 1928 I had some very recl
definite cvidence of mclrdjustment between the two broad, besic
closses of industry, between consumers! goods nnd capital goods,
Here wos a definite turn in the curve (indiceting) — it started
to turn and then kept on going dovm. I wotched that closely,

I wes satisfied thet here wos something thoet needed watching
because of the implications for production and the entire
industrial structure., When we had gotten down to this point
(indiceting position of meladjustment curve on chart), which weas
months in advence of the actusd occurrenmef the busitwse focline,
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I ventured the opinion that before the end of 1929 we would be
definitely in the throes of a business recession and there
(indicating the FRB production curve) is what hapvened, I
want to direct your attention to this little change in the
industrial production index in 1929, Therc was really nothing
in the maladjustment curve a year earlier that foreshadowed
anything like that, so I had nothing to say about that at the
time by way of forecast because I was satisfied the major trend
was dovme This recovery‘(indicating rise in FRB curve in early
1920) happened alnost entirely because man's minds at the end
of 1929 were so ordered as to belicve that we were in fact in
the era that all of us heard about, and also because Government,
in its attempt to stay the tides of business recession, ha

been tenporarily successful in getting men -~ mamfecturers;

. business men, railroads and public utilities and others - to
combine their efforts in an endeavor 1o turn the tides of the
cycle, a fruitless task because of the inplication of the
naladjustment curve beginning with 1930,

S this meladjustment curve continued on cown and ,
down I continued to belicve that we vere definitely in a najor
business decline, However, at the end of 1929 and early 1950 we
had a definite change in dircction (favorablc) in the maladjustrment
curves But by that time nen were beginning to cet Jittery, the
Governnent was getting Jittery, and we started to cast about for
new instruments that night be employed to reverse a trend which
seened unending. And yet in the face of the jitters the
naladjustment curve did forecast the slight risc which occurrced
in the spring of 1931, Again I call your attention to the
fact that this curve has value, if it has any at all, only in
forccasting directional change. In the latc sumnmer of 1930 the
neladjustment curve gave evidences of a change in direction,
and 1t continued on down through 1932. At the beginning of 1932
we had a directional change upward in the malad justment curve,
which indicated that we night again be nearing a najor change
in the direction of industricl production. Now nake no nistake,
this did not forecast the nagnitude of improvement because the
chart does not forecast nagnitudes. 4s we know now, as a
matier of hind-sight, the industrial production index curve
promptly dropped, (swmer of 1933)« The reasons for this
abortive, that is all it was, recovery, are doubtless well
" knovm to all of yous It was due to the Governmental efforts
growing out of the NRA, the attempt of manufacturcrs to beat
the NRA, the general feeling on the part of American business
nen, and those abroad as well, that we were headed to an
ungodly amount of inflation.

Down in here (indicating 1952-1933 op chart), irhen
men's minds were in a fog ny maladjustuent curve was likewisc
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in a blind spot, and yet with 211 of that I consistently held
my ground and ventured the opinion that sc long as that curve
wes moving downwerd any recovery in the business structure wes
en unnatural one. Well, manufacturers do not care whether it is
natural or unnatural if they arc making profits, to be sure

But this recovery in here (1udlc ating 1933 FRB index) due, if
nct nore so, to artificial influences than tc any cther cause,
although the seeds for genuine econcmic recovery had actually
been sown, in my opinion, way back here (indicating 1930-1931
maladjustment curve) by woy of forecast., Then I had znother
change in direction. /Lt the teil end of 1933 the maladjustment
curve rose anc it gave me this indication: that toward the clese
of 1934 we could again expect a change of direction in the
industrial production curve. I want now to direct your attention
to the fact that at no time in the earlier history of this
industricl production curve of the Federal Reserve Board, which
is seasonally adjusted, wes there anything like these fits and
starts ¢f the later period. This gives further evidences to me
that the lot of the forechstur even using o device such as I
heve developed, is at best =« hhnxlcos one o

The curve cf meladjustment continued downward, had e
slight upword turn ot the 1924 year—end; followed by & gimiler
movement in the industrial production curve cbout a year latcr.
But it wes not until 19 55, until late spring and eerly summer,
when the maladjustment curve had started upwerd znd stayed
upword for several menths, thet I was satisfied in my own mind
that we could expect & mcre regular industrizl recovery a few
months hence, sciething thet would last a little longer without
the fits and sterts which had occurred with the advent of the

933 recovery period. A glence at. this chert will show you
there vias somewhat of 2 grenter regularity in that movement.

L yeer cgo I stood on this platform and there
(indicating position on chart) wes the position of the curve on
meledjustment and there (indicating) was approximetely the
industricl prcducticn curve positiocn. I ventured then the
opinion thot so long as thu meladjustment curve had centinued
up ord for menths through the middle of 1936 we could be fairly

certain that the 1nauutr1(l procucticn index of the Federal
Eeserve Buarc, from this period on, weuld centinue upward in o
seneral sense. There wns not ¢ nYLIle in the maladjustment
curve that forecasted this sharp decline thaet occurred between
December end Januery (16%6-1937) in the industrial producticn
index, But perhaps more than cny cother single reason acco unting
for the sharp decline is the fact that labor strife beceme so
importent thot it tvmporcrlly, at lzest, retarded the merch of
precuction, though in the main the prcwuctlon index was upward,



I direct your attention now to this little decline in
the maladjustment curve in the middle of 1936, TFrom this platform
I suggested a year agce thet though conditions looked favoreble
for at least the first half of 1937 the final half of the year
might begin to give evidence of declining production. Well, we
have a little of that right nows The last position charted there
1s the month of August (1937). And now I will show you the
position cf the meladjustment curve today. (Removing cover from
maledjustment curve August 1936-August 1937). Thet decline in
1936 in the maladjustment curve was, as you see, very short:
lived, and so I concluded that the decline in here (indicating)
in the production curve of the Federal Reserve Board would
likewise be short lived., But we had another decline in the
meladjustment curve at the end of 1936, which, if this chart has
eny forecasting value at all, means that at the end of 1937,
right in here (indicnting) (and conditions now look temporarily
upset) we mzy have another decline in the index of productione,
Thet appears as a short lived decline from the meladjustment
curve. Here we heve an upwerd movement in the maladjustment
curve (spring of 1937) that carries through for seversl months,
which reans that in 1938 2fter the short and pessibly sharp
recession, all other things being right, we might expect a
continuation in the main of & general upward trend in the
production index. But again I direct your attention to another
change in direction in the maladjustment curve that occurs about
the middle of 1937, which means thet some time in the middle of
1938 we may egain be visited with =2 reversal, this time downward
in the production index. The end result of all these upward end
dovmward indicated movements of three or four months apart will
produce & very, if they happen ot all, irregular picture again
- of industrial production from this point on through there
indiceting 1937-1938 period).

J

Viell, I repsat, the lot of the business foreccacter is
a thenkless one, and why is it so thankless? We have many new
situetions now. Ve have & situation todsy for exemple thet for
toc few people who are studying business conditions are aware
of; even if they are awere of it they hove not properly eveluated
its dmport in eny of their aznalyscs. I refor now to the faoct
thet the nation is no longer growing at anything like the rete
of only ten yesrs agoe I submit thot it tekes people tc mrke
markets tnd if menufacturers, whether they be of zutomobiles
or shoes, or producers of buildings, cre not awzre of the fact
thet the nation is no longer growing ot anything like the old
rete 1t mekes more difficult their job of e¢valuating the
prospects, not the immediatc mrespects to be sure but the prospects
for one or two or five years hences But that is not so impertant,
al though it has a large place and is of growing significance.
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Americen businecss is now more than ever foce to face
with 2 new hazard - the hezerd of politics, of the business of
Government, of Govermmentcl policies, call it what you wills
It is = hazerd, the processes of which have been materiaclly
sccelerated by world cvents in recent years not less than by
cur own domestic shifting scenes, Time was when it was difficult
@nou”h for the business men to faethom the vagarics of the
businuss cycle and to prepare judiciously for the expansive and
contractlve phases thereof. But now he is called upon umore than
ever to evaluste the econcmic effects of undeclered wars, such

~s the Ethiopian or Spenish, or more lately the Sino-Japanese
affeir. He must consider the economic impacts of production
controls of all menner and description and of all kinds,, both
domestic and foreign. He must weigh seriously the economic
repercussions of far—rcaching :nd deecp-sceted cconomic and
social reforms =t homc end abroade. And, more than thet, he
is celled upon to plumb the economic effects of budgetary -
imbalances, of mounting public debts, of rising taxes, and of
unexempled monetary controls. That these hazards, and I know
no better name for them, will broaden before they lessen is

o. virtual certeinty. The pendulum is in that direction and
that is why business men today, after some five years of
irrecguler business recovery, ere beginning to wender vhether
the game is really worth the candle,

It is being borne in on us that no industrial recovery
cen be complete so long as millions of pcople are still
unemployed ond millions more live by Governmentel largesse; so
long, woo, s the seeds of labor strifc are sown so deeply, no
less by lobor than by Government end no less by employcr than
by ermployec; so long alsco as the Government clects to punish
business by inflexible rule rether than by werkeble, necessary
discipline; and so long, tco, as business looks with suspicion
on cverything that Government does, whother constructive in
purpcse or not; and, finally, so long as govermments &t home
and ebroad cortlnuu to live beyond their means whatever the
reasonse, That too 1s why the lot of the business forecaster
toeday is more trecachercus, more difficult, and certainly more
thenkless than ever b~10ru and thet is why I, with my little
contraption, am really buglnning to wonder whether the
contraption itself is nct soon te foll me.

Now the future is not without hopce Adjustments to
all of these new conditions and new hazerds, as I call them,
will be moede, but in the meantime it is my convicti.n that
you may expect irrcgular, striking jittery movements in business



for meny months to come. Disappointment, I belicve, awaits
those whe believe thet cut of these new controls and policies
of Government can come an ossurance against the once recurring
periods of business prosperity and consequent depressicns.
Disappointment, I say, awzits them, though the test still

lies cheeds The Government hes spent billions of dollars for
public werks of all descriptions and in this expenditure it has
helped to rcstimulate business, but whethcr or not the game

hzs been worth the candle still lies in the future, Should
business begin to faltcer more than it is faltering now I believe
we may egain expect the Government to step into the breach with
sume cther program, whether it be public works this time or a
reermament program of a scope and ragnitude of the sort that
Great Britain has recently embarked upon — it mekes 1little
differences The controls which the Goverrmment hes set up will -
demand of Government new controls to make the original controls
werk, That too is why the lot of the business forecaster is

a treacherous one — it is increasingly more difficult to
forecast Governmental pclicies,

There is no design on the part of Government to upset
business but if 2 control, whether it be e monetary control or
a preducticn control, whether it be qualitative or quantitative,
dces not work by itself the controller is on the spot. Now thet
the stake of Gevernment in continued business rccovery is as
great as it is, greater than ever before, the Government just
cean not let go of the centrollings What will happen? I believe
thet the current unsettlement which occurred in the commodity
merkcts early this year, followed by similar distumbances in
the stock narket, followed by unscttlement in men's minds at the
heads of businesses, will continue to blow business hot and cold,
But underncath it all T can not, in the face of necrby implications
of this maladjustment device, (and that is 21l it is = 2 device)
get bearish, to use a word of Wall Street, ot this juncture of
our ¢conomic recovery. Business profits, however, which in the
finel enelysis are the thing that shculd underly, if they do
not, the rise and fall in sccurity prices, may and doubtless will
suffer, The stake, as I said earlier, of the Government is
tremendous, and at this Juncture of the cycle we can expect that
the Government recognizes the impcrtance cof its own steke,

One thing meore before I clesees I want to revert now to
the situetion in the building and ccnstruction field. The great
big diseppointment to business men has been this construction
business. What are the prcspects for further constructicn
recovery? I discount considerably the general fecling, which
has gained many adherents, that high construction costs are alone
responsible for the slovenly recovery in privete building. I do



not think that is entirely tenable. I believe there are other
forces at work of equal inportmnce that have retarded recovery
in the construction industry. I believe also that from the
very nature of the construction industry we nay reliably count
upon, regardless of these new hazards, further extension in
recovery in construction. But here, too, those who cxpect a
boort over the nearby future in the construction industry are,
I believe, to get a rude awakening. Why? Much of the debris
of the last bullding boor: has yet to be cleared. Thousands
upon thousands of foreclosed properties from the last debris
have yel to be disposed of by the lending institutions, and
the lending institutions arc very cautious in loaning new
noney on real estate in the light of these new hazards. [lso,
it is still, in many places in Anerica, nore profitable to
rent than to build and own. We have today the case of the
HeOeLeCw, which refinanced some million horics in America, to
say nothing of the additional nillion financed by the Farn
Credit Administration; the spectacle of homes being offered
for rent, having been forecloced by the H.0.L.Cs, on rates
that do not show riore than three or four per cent on their
cepitalization: So long as these conditions prevail, whore
stinulus cun not be obtained from a bread, basic sector of

the econoryy, such as the building industry, just so sure can
you be that without Governmental stimuli of one character or
another we can not be far removed from a recession in busincss,
The Government knows that very wells But I can not get bearish
over the near future because new controls, if needed, will be
forthconing.

In closing, I want to say just one thing finally on
the question of debts, and I know no better way of saying it
than to read from my closing renarlss of last years:

"The depression with which we most are familiar,
neiely the depression of 1929, was brought or by a nunber
of ctuses; a thousand or more causes have been advanced, no
onc of which was alone. It is my conviction that perhaps
the decpest rooted and the nost important single cause, if
there can be eny such, was the collapse of crelit consequently
upon this speculative frenzy to which I 2lluded a few ninutcs
ag0e At the very time that the Federal Government had been
successful in reducing our national debt by some ten billions
cf dollars, what was happening on the other side of the ledger?"
(This, you will remember, was in the 1920's) MPrivate debt was
permitted to go to unheard of dizzy heights, to such heipghts
that it later and ultimately just had to come to grief. And
then, when through the processes, the inexorable processes,
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if you will, of depressicn, private debt was scaled down through
foreclosures or defaults or repayments, or what have you, the
government stepred into the picture and tock hold where private
debt had left off — the government became ocur most important
debt-building cgency. The net result is merely this: thet

we are rapidly again approaching the point where debt, both
public &nd private, will again reach an unmanageable, an
uncontrollable levely where debt can be leveled only again
through the costly death~dealing processes of a depressione®

I thank you.
occocoonoo

Qe For the last three months machine tool orders
have been cn & stezdy decrease., The same thing occurred
before 1829 ~ what inference do you draw from that?

A. The machine tool industry, although not a large
industry, is a key industry. Its principal custom is drawn
from the auvtomotive field. I for one am satisfied in my
ovn mind thet fewer automobiles will be built in 1938 than
will be built in 1937, end therefore the implicaticns I would
draw ere theses thet scmevhere o stimulus must be found that
will offsct, if we are to get an offset, the decline that is
likely to cccur in the cutomobile field, I dec not believe that
that impetus cen come ocut of the building industry. Thot is
one of the reasons that I fecl z2s I do about the prospects for
1638 —~ certeinly after the middie of 1038,

Qe Is this maladjustment curve of yours publisied in
the Dodge publicetion?

A, I knew that question wes bound tc come; I would
be very much discppointed if it had note This index is not
published anywhere, It is a personel contrapticn, it is some-
thing that I have played 2long with for = good many years,
Some two or three years bock, I more or less got mysclf on
record before The Army Industricl Collegc as saying that
perhaps next year I might disclese just what it is, end then

~when I began to sec some of the Jjittery mcvements I concluded
meybe I had better leave it in my own foolls paradise for
another year or so, And I still prefer to do thet., One of
these dayvs I em geoing to dedicate this to the public — probably
when it goes wrong. | |
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Colonel Jordans We hoped you were going to cdedigate it
to The Army Industrial College. (laughter)

Qe I would like to ask a very elementary question,
that has been the generel effect on business concerns that have
used forecasts? I do not know a great deal about it, but I
understend they are something of rather recent origin,

Lo Well, that depcnds entirely upon whose forecasts
they use, It so happens thet in the building business, about
which there 1s still lots that I might learn, one might take a
barrel of statistics and divide them into ten equal parts, or a
hundred equal parts if you like, and put them in the hands of
men of -equal training, equal mentality, equal judgments, and
yet get ten or a hundred different conclusions from the analysis,
That is another condition that makes the lot of the forecaster
a pretty difficult one., ©So long as everything moves along
smoothly and his forecasts are right he is on top, he is the
topnotcher, but the moment something goes wrong and he is called
on the carpet to explzin why it went wrong he begins to take
the ices It so happens, in direct answer to your question,
that meny, for too many, manufacturers took too seriously the
very fevorable forecasts made by their ovn staffs and by consule
tants at the end of last year. Far too many of them, for their
own comfort, expected boom conditions, rising ratios of profit
margins, and all that sort of thing, which are not now coming to
pass. As a result of this, many menufacturers enlarged their
plants, increased personnel, enlarged advertising expenditures,
and a myriad of other things, in their budgectary setups, and
for thet they may be sorry. '

Qe I think it was in May 1935 that the Supreme Court
threw cut the NRA and that happens to be about the bottom of your
CUYVE e )

Ae It is a hapienstance. There are @z lot of things
that happen that way, Right about in here (indiceting 1931),
just after Englend had left gold, (as a matter of fact it wes
six years ago tomorrow, September 21, 1931) my maladjustment
curve started to move down, it went on down, and at the tail
end of the year I did not know what wos going to happen to it,
Then in 1932 I ventured the prediction that within between
twelve and fifteen months we would probably be forced to leave
gold toos Well, I had a lot of other things to go by -~ it was
probably Jjust a happenstance but it happened to be right,
When the Supreme Tourt handed down its decisicn on NRA and my
curve moved upward for three or four months hence, this situation
in 1835 gave me heart, I was fairly certain then, with that sort
of control cleared away, that we could look forward with some
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degree of certainty that business recovery would be fairly
healthy and of fairly long duration, certainly over a period of
many months., So that haprens as a happenstance.

Qe I would like to ask & guestion about the increases
in rents and the increases in building costs, /[re rents rising
rapidly enough?

A. During the first few months of this year there was
a very rapid rise in construction costs, the net result of
which was that we now stend with a construction cost index, and
there are no perfect indexes of that), that would probably run
somewhere between twelve and perhaps eighteen per cent above
what it was a year ego. Since about the middle of this year
there have been no apprccizble rises in construction costs,
but in the interim rents have been rising consistently though
mich more slowly and gradually. That maladjustment between
rents and construction costs is beginning to iron out. I hold
no clarm at all about this factor of construction costs because
as soon as rents rise tec a level where it becomes again
profitable to build there will be building.

Qe I should likc to ask about the statistical value
of this unemployment census which is about to tzke place in the
United States.

Ae Well, that is a big orcer. I guess the census
takers themselves would be as frightened with that question as
I am, I personally do not attach very much economic significance
to the census of unemployment about to be taken. It is interesting:
it will prove of value perhaps, but the velues which are ascribed
to it probably are largely of academic rather than practical
interests Now that may sound like it is something of a defeatist!s
point of view., I think we neced to know how many people are
unemployed but I do not think this uncmployment census is going
to tell us. That is about the way it sizes up to me., We still
will have the fmerican Federation of Lebor that will feed the
country with its estimates, and we still will have the United
States Chamber of Commerce that will feed the nation with its
estimates, and we will have private statistical agencies that,
for purposes best known to themselves, will arrive at estimates,
all 2t variance with the officizl estimate gathered from the
census of unemployment. Whether it will cleecr the air or befog
the mind I can not say, but perscnally I do not think there will
be very much of practical use flow out of it,

Qe In specking of profits, what in your opinion will
be the effect of this undistributed profits tax on the short
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term and the long term stockholder in business?

Le Ifiyou could answer for me whether the Government
is going to maintain its policy as to undistributed profits
tax or whether it is presently to abandon it, my task in answering
your question would probably be a whole lot easier. However, on
the assumption that the undistributed profits tax is to stey with
us, I would conclude that the equity hclder is in a position of
jeopardy because of the necessary dilutions which will come in
his stock when manufecturers and cother units require cepital
for cxpensione They will not have it, they will have to go out
and borrow ite Probably they will not borrow but will do as
most of them have done in recent months — issue new stocks to
dilute equities, and in so doing the common stockholder is
placed somewhat in a position of jeopardy. ©Specifically, let us
teke & company like Macy's, a company that wes earning, and still
is ecrning, very well, This company recently issued rights to
its stockholders permitting them to subscribe to new stock on
the retio of one share for ten held. Now with the recent decline
in the market those rights, hed they not been exercised within
a few deys before they matured, would have bcen worthless. The
stock which was selling =t azbout $48 or $49 when the rights were
issued promptly dropped during the recent decline to $%7, which
was the issuing price on the new stock. Eernings heave to come
along in such o way es to moke possible the payment of dividends
on that additional ten per cent increase in capitale. That has
been forced upon Mecy's, =nd it has been forced upon & good many
menufacturers, by virtue of the undistributed profits tax. That
is not entirely it but it is largely it.

Qe I hazd another question in view, I remember rencing
about% Phoenix Petroleum — they gave away their surplus and
dividends snd now they heve to borrow from their stockholders
to get capital for expansion,

fe So long as the business is improving it 1s possible
to spread out the carnings over = larger number of shares; the
moment bnsiness stands on ¢ plateau or goes down you cen readily
see what happens.

Qe I would like to ask what the opinion is now, after
we have had about o week'!s reflection, on the effect of the
Government's desterilization of three hundred million dollars
of zcld?

he I do not think there is any secret zbout the Government!s
own disappointment as to its effect. I think it was largely a
gesture, sort of a trial bellcon (it is only .overmments such as our
own that can play with toy balloons of that character) and it did
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not have the effect that the Government had anticipated it would
have, The reason, in my opinion, is this: that there is a
growing doubt, and it is only temporary yet, that the Government
can not balance its budget this fiscal year and that the possi-
bility for belancing its budget even next year, should be going
into a declining phese of business, is not as simple a matber

as it appeared to the Government a few months backe Because

of that the Govermment may have to use¢ much more heroic measures,
the sort of thing that I indicated a2 few minutes ago - it might
embark, and it certainly has license enough to embark, because
of conditions zbroad in the Far East and elsewhere, upon a large,
unheard of, unparalleled peace--time armament progreme. I do not
say thet it will but it is perfectly possible that it may. It
will teke that sort of thing, it will tzke & heroic effort cn
the mrt of Government, ond perhaps outside of the field of
monctory control such as this particular instrument has becn,

to turn the tide of the cycle cnce it starts downward.

Colenel Jordang I want one gentlemen in this audience
to ask 2 question, We are 211 intercsted in what he is doing;
he hos stocks and bonds which we are all interested ine He is
thb man in charge c¢f the irmy Mutual 1Lid,

Qe I have read Dr., Schnitmen's bock cn insurance and
have passed it out pretty gencrclly in the Lrmy, We are all
interested tec know when he is going to write the sequel to it,
which he menticned a yezr or two ogo?

Lie Thet sequel is in menuscript form nowe In fact,
I was uncer commitment with the publisher mcre then fifteen months
agco to have i1t published but I am not yet satisfied with the
trectment which I have afforded tc the chapters relating to the
railroad business, particularly the investments in railrcad bonds,
I will not be satisfied with it until I can be reasonably sure
in my cwn mind that the conclusion which I now hold is the
conclusicn that I want to hold because of fect, and that is the
conclusicn that in the next rccovery, when, as, and if, holders
of railrcad bonds had better get out znd stay but. Vie have had
a pericd cof five years of irregular business recovery; no major
railroed which has becn unfortunate cnough to get into receiver-
ship, and more than thirty per cent of the trackege is in that
category (or under 77B), has been esble to get out of receiver-
ship. We can not be far distant, we may be a year or two or
three yeers off, even with Government controls of new varieties,
from 2 turning point of a major adverse character. So I am
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frankly very wmuch conecrned about the investments of insurence
compenies in the railrcad field, and particularly am I concerned
when I scan the investments of insurance companies and find, as
any of you can find upon examining the bond list of your own
insurance compeny, cases wherce bonds of railroads are held with
meturities well beyond the year 2000, Did I say the lot of the
forecaster was a hazardous one? Well, let me tell you we have
rallread bonds, not many fortunately, that carry maturities,
now mind you this fact well, of the year 2361 and those are
found fortunately not in meny portfclios, Those bonds that
mature in the year 2361 arc the Vest Shore railroad bondo, a
division of the New York Central Railrocad,

Qe I hesitated te ask o questicn here becausc I
did not want to turn this talk on generel eccnemies intc an
insurance telk, but I am very much interested in Dr. Sehnitman's
idea and I woulg like to ask him & guesticn which I think will
1nturgot nearly 211 here,s In-the closc of his bock on insurcnce
he suggested the pessibility of the Government doing she insurance
business in the United States, Nearly 211 of us in the Army and
Navy carry Government lifc insurence and I think most of us
believe it is & very fine insurance (at lcast for the polieyholder,
it moy not be for the taxpoyer)e I would like to know whether
Dr. Schnitmen has locked into that netter at 21l recently and how
he would Ctnsnder the menagement of Government insurance?

Le I guess about the best way to answer thet is tc say
thet I, too, em a holder of Govermment incurence. That dees not
nccbusarily prcve that I belicve thet the Government insurance
per s¢ is any better monaged than private insurance, I do think
that we may yet come, it may not happen until the next depression,
to the time when Government will be compelled to step into the
breaeh much more so than it did in the formetive days of the
R.FeCe ond that we may yet find growing out of the Social Sceurity
legislation a program of governmment insurance for all such as we
now have in the Veterans Administration. We may yet heve the
Government in the insurcnce business on o large scale, where all
who want to buy that kind of protectlon cen get it,

-l O
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