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BUSINESS ~DRECAST ING 

Thank you very much, Colonel M~les, for that sp!e~d~d 
bu~Id-up As I was saying to Commander Dua~ham & fear mlnutes ago, 
~t~s that sort of a bu~Id-up that rather makes me feel pretty 
nervous, because ~t means that now ! have somethmng of a repu- 
tatmon to uphold. 

Ever slnce the days of Joseph, men have been trylng to 
fathom the vagarles of the buslness cycle. Now marl~ you that 
well, for as I take It, thot is the very reason why you men are 
foregathered here today. ~Tow I am no interpreter of drains as 
was Joseph of Blbllcal days, b~t you all reca]l that Pharaoh 
had two dreams - the dream abot~t the seven fat klne and the seven 
lean klne, and the dream about the seven full ears of corn and 
the seven empty ears of corn No, ! am no Interpreter of dreams 
nor am I a cryst~-gszer, s tea-Teal r~ader, or a palmlst All 
I hope to do and have been dolng for years, whmch ! t~ke it you 
men, too, are dolng, is to stuay the facts of buslness as they 
are - in thelr proDer re] at~_o ~shlps so thot I may get a real!stlc 
oers~oectlve of the fut~Ja~e I stress thst- the current facts in 
thelr oroper ±~elatlonsnlps. Near mt ms no news to you men who have 
been stu~ylng bus!hess statlstlcs that sluce the late spr~ng of 
the year we have seen meas~trable ~mprovement !n many segments of 
the economy I need ha~odly ~oomnt out to you, that cotton textile 
mzlls today, on a szng]~-snzft basls, are operatzng at vzrt,~liy 
double capac~_ty or on a double-sh_ft oaszs close to capac±ty. 
I need hardly poznt out to you, ezthor, that the shoe ~ndustry 
ms close to maklng an all-tmme hm~ In productlve ~ctzvlty at 
thzs very moment. 2he tobocco l~dustry, of ~zhmch the cis~ette 
branch ms the cap-stone, l~ke rlso !s maklng envmab!e records 
botn on the productmon and consummug sm@es The automobm!e- 
t~re mndustry ms ag~zn rega~nmng ~ts str~do and mak~nso perceptible 
advances zn the trek towards better tmmes And the al!-mmportant 
manufactured good ~ndustrmes, imkewmse, are mov~_ng onward and 
upward, not ~zth any of the spectacular perform~uco of some of 
the other mndustr~es ! mentmoned, b~t none the less mn the 
d~_rectzon of gTe~ter activity. Thus far I have not to~ched upon 
another very m~oortant measure of the ~n~orov~ug con~mt~ons that 
have been wmtnossod stance late snrz~g and thot ms the f~eld of 
reta±l dmstr~butmon Thzs slmgmt was zntende$ only because 
retaml trmde thus far, on a dollar bas_~s, zs not yet up to the 
level from w~zch ~t fell a ye~r ago, though mn terms of phy-s]cal 
volume ~e are probably nasa ~ that point at thms m!nute. 



No~ I m~ght go on an@ onm~erate othor factors, the 
stst~st~cs on ~h~ch haw, u~sts!~ao]y poznted to the ~mprovement 
whmch has trken olacc mn rcc~t months' I m~g]ht mnclude rayon 
and wool cons~m~pt~on, I mm~_t ~uc]~de stalk co,surety_on, b~t for 
~]lustr~t~on of the point, I need not go f~ther ~n d~scass~ng 
here that phase of the econor~y An@ what ms that phase of the 
economy? It zs what t~e economist sod statmstmc~a~q h~s come to 
c~ll the consumer goods iznss - the consumer goods mndustrmos- 
the zndustr~cs whmcn produce for the ~tltmmste consomer for rather 
q~zck cons~m~pt~on ~nd mark ~ou that well | 

We~ll have more to say about t!~ot phrase of the economy 
a l~tt!e late~ One No~,~ there are other phases ~n thms very 
cor£olex economy of o\~rs. There ms ~rmcu!tra-e, a pretty s~ck 
pup, but ! need not go ~nto %hat - now, at sa~y rate I mmght 
touch upon t~%e r~Iroad p]ct~re, ~o!]so a pretty sack canine ~zth 
not a few flees ~nd worse, yes, fo~ worse, no effective flea 
boarder. 

But there ms one edger basmc ps~t of our economy that 
~s ~ga~n beg~_nn~ng to ~how actlve szgns of lnprov~men~, ~nd that 
ms the phzse th%t ms pop~l&rly termed the dursble goods mndustrmes, 
ms d~st~n~o~ohed from the consumer goods ~ndustr~es. NoW the 
c~ostone of t~e dursble goods mndustrzos ms construco~on, On 
thms very platform o ,~osr ago, though I lad grave mmsgmvzngs as 
to the then notzcesfole declmne mn mndustrmai actmvztv that I 
belmcved, ou!o extend- mn fact, dmd extend- mnto 19S8, I semd 
the const~ctmon mndustry ~ o~Id t~rn out to b@ the one re~lly 
brmght soot Tlmt ms precisely ~r~t ha0pensd. 

At the Dpsent t1~e the constructlou industry is %~l~_ing 
ithln strlk~ng dlst ~ucc of th~ vol~c cumulst!v31y reported 

during too f!rst nmne months of last year And the Lttest current 
fm~ores, t~t is, for the month of September, ore measu~ab!y 
better them th~ volume repoltod s yeol ~ eo~izer No other basmc 
mndustry mn the copmto! goods or durable goods fmold cm~ pomnt 
to th%t ecord of sccomplmshment. No~, I need not go mote the 
re%so is for t~ot at tbls tame ~he fact is there At thzs 
01mct~co, mt m~-es very imttle dmfference, to my ~Tay of thznkmng, 
~s to ~hether that ~ %s ind~icod by so-celled oub!z~ spendmng ~nd 
lendmng or ~ hether mt ~ ~s ~_n6~oced by pray%to inmtmat~ve or s 
combm~tmon of both, that f%ct of !~uorovement ms there. We have 
had that klnd of a performance lTo~i coupled ~th the very 
f%voroblo condmtlons ~n the coqstructmon mndust~ ~, qulte natarally 
there h%s bee~ sn tumfo!dr cot of f%voroble ch~ctermstmcs mn those 
zudustrles tha~ ~e fee@or to the constructzon mndustry, chmefly 
the m~m!dmng ~ne equzpm~it ~ndustrzes, ~ act~vlty whmch ~ again 
beginning to por~ uo. So much for the duroble goods mndustrmes, 
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It ~s no longer of moment then to argue tnc fact of bus~ness 
recovery It ~s here } a~=e no ~st ~ke sbout ~t - ~t ~s here, 
and th~s recovery movement could be- and I emphasize that- 
the most endurmng and the most r~_lar recovery of ~y t~t 
has been v~mtnessed mn thms COUDtfy s~nce the frets ~n~ starts 
that ~ere ushered zn, zn 1932. No~ I s~zd zt could be the most 
endurzng and most ~egular recovery, ~ hother mt ~ be, ~n n~g 
j~Agment, depends entmrely upon the combmne@ vmszon of m~sgcment, 
of labor, and of government Yes, I knov you men have been 
hearing all about the need for vmszon, of msn~gement, Isbof, ~d 
government z~ recent days, but tn~t battle-cry ~s ~ell fo~-~ded 

No~, , ~s for n~y~elf, I c ~ foresee a co_%t!m~tlon of 
the c~mront improvement in ouslness end ]nd~strlul ,ctlvlty, 
~ith only mJnor interrupt!ons, through the flrst h~If of next 
year and po~slb]y to September of next veer vl%~t ~II happen 
sfter that depends, !n my sudg~ent, entlrsly upon ho~ ell 
the ~resent dm~_ei~nc~ s bet een m~,n~gemcnt, l~bor, ~d government 
are composed by those hmghlj-pl~eco Thet ~s a b!g o~der sa~d 
~e mmght 3ust os ~el[ gr~o~le ~ ~th ]~ no~ ~ rather than ~t untm! 
June or September of next year ~\Io , mn terns of the Federal 
Reserve Index of Industr]al Productmon - ~hlch I tmke mt most 
of you men arc fmmhar ~m~h - thms ~s the ~av mt ~o~iLd ~ ork o%~t 
Zut let me hold on a second as tn~s ~s qj~te o departure for me, 
becouso, as ! w~ll pomnt out a imttle later on, I ho~vc airways 
hesitated to m~c sa~y snecmfmc prc@~ct~ons mu terms of m~g~zt~Aes, 
mn tnc p~st all of my predmctmons fro~ ~, th~s pl~tform have bce_~ 
mn terms of d~rectmonol ch~nge ~Vcll, here goes The Federal 
Reserve Boaed !~dex, os I see mt, for t!~e fmrst hell of the coming 
year ~ roll work out to m~ average of, roughly, I00 i00 ms the 
aver~ge for the ye~rs 1923-!925, thms pcr~o8 zs the b~szng pomnt 
for the Federal Reserve Index of Industrmal Prodactmon Should 
that Dred~ctmon be a Dprox~matec~ m~ results mt ~ otLld co~oare 
~,~th an average for the zn~tm~_ h~fLf of 1938 of or-17 78, but - 
and ,m~rk you thms ~ell - mt ~ ould st. ll be c conszder-ble 8~st~nce 
removed from the average productmve level, as measured by th%t 
~ndex, reported for the fmrst half of 1937, nmch orkcd out to 
about 116 No~ there yot~ have rot. 

I have attempted very brlofly to rc-orlcnt some of the 
fngts of recover~ to touch flrst upon ou~ segment of the economy - 
the consumer goods in@ustr~os - ~nd then on the oth~r hand to 
touch upon the other fhase of the econo~y - t~e hea~ 7oods or 
c~nlt~l goods o~ ~ durable goods ind~str!es of hlch constructlon 
ms the keystone ]Vltn that as ~ b~ckgro~_nd, 118 llke to dlrect 
yoor ottention no ~ to the chart on the ~ a!3. 
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Thms top l~no- the boo<on Imam- ms the Foder~l 
Rese~v ~ Index of !~_~ustrz ~i Proauct~on, 19~3-19~5 eqa~Jlm~g I00. 
No~ I need not stead u~o hero ~nd d~ ell too long on the contours 
of th~s l~nc. .&~ of you men ~,ho ~ere u~fortu~to eno~g/~ to h~ve 
sloec~L~ted ~n ~89 hoe, pretty well ~h~t the course of thms curve 
w~s ~%thout resort to ~t But there zt ms zn bro~%d outllne as 
near %s on~ comoosmte mndex of Amermcan econon~c imfc con sho,z 
mt- there a~e the ~itcrnatmous zn busmness ~nd mndustrm%1 ac- 
t~v~_ty ~hmch ~,e have come to call, over smncc Joseph~s days, 
"the bus~ness cycle". 

Thms other l~no ~s a "contr ~tzon". That ~s %11 ~t 
~s - a contr ~pt~on No, a few mn~ute~ back 1%skcd you to ~rk 
ell that I had ~el~ngated ~d~at, to n~j mend, represents t~ o broad 

segments of the econo ~y- the c%p~tol goods ~ndustrzes, on the 
one h&~d, ~I the conm~m-r goods m~@ustrzes, ca the other. 
Th~s contraption att~n~ts to measure the msJu~A0ustmeuts bet~men 
tDosc t~ o brocml segments of the eco~o ~y, for mn nV/ studmes that 
exte~d over a permod of ~%Imost t o ~t7 ycars, I have cor~ to be!move, 
,~tb ~°o ~ng couvmct~on, th%t the ~J ternatmons ~n busmness card 
mndustrmal movements A~mch ,e dm~%~fy by the term busmncss cycle 
rose,It very largel~, more i ~g~ly ~erhaps than ,~e ever suspect, 
fro~ economic m~d%u~ust~onts ~n~ o~pecza!ly from the m%1ad~ustments 
bot~ een the cspmtal omoods un~ cons~er goods ~mdustr~es. 

That be11~g ~s it Is, I ~ve chosen to cull thls con- 
tr%ptlon my malo~Ioust~nent curve i co~not state too strongly 
th%t I am ever-m!ndful thot one dry tbls curve ~,%ll orobably go 
~Tong ! do not plctu~e It bore for ~ny ather le%son than to 
!ndlcotc c ~orkmr~ tool th~ must sq~mo rmth lo~mc ~md I don't 
ml~d tollmng you thot fre~laentl~ ! hove fotu~d !ogle in dlrect 
sopsrent opposlt!on eta tn ~ mv[011catmons oi the curvo~ V~horover 
I l~ve permlttad my scemmng loTlc to go cotu~tor to the 3 ;~plmcs- 
tachs of the curve, ! have been Tong on every occaszon As 
you Ioo~ upon thls cl~rt, you f!no a certaln deterrqmnab] e rel ~tmon- 
sh!p ~s bet ,eeu the major ~ovoments of my contra~tmon m~d the 
Federol Reserve Boord Index of !ndustrlol Productlon Wh~le thms 
churt only goes b~ck to 192~6, my studies h%ve oeen corrmed back 
to 1919, a~d the ~a~or relatmonshmps bet~eem productmon s~d the 
m%lod~ustpeat curve ~,ere ~ust as mnoort~% mn tho~e e~c~Imor years. 
No~ you ~iI motmce tb~t th~s msladtustment curve out nerrmly 
on nnd a~ ord thro~Th 19~7 u~l retched a po~k zn m~d-19S8, from 
, h~ch pomnt mt st rated do ~ ~%rd ~nd comtmnued do, ~ ~rd, throughout, 
to the t~_l-emd of 1989 You all notice, Imke~ zse, that thms 
bottom (z~ tb~ pro@uetmoa ~ndex) mm 1997 ~n m~ny resoects 
m~rrored t~e bottom made a year e~r]mer mn the m~olzd0ustm~nt 
contraption mm !9~6 So mt w~s ~n 1928, mn the nmdd!e of the 
year, that I beg~n to g~t quzte concerned over the outlook for 
• ndustrm~l ~ro@uct~on, I bad very i~ ttle to say about mt publzcly, 

-4- 



but I ~ ~s very concorne@ about ~t, ormt~cul~_rly ~tcr thms hne 
(the n~ind~]L~stnent c~arvo) b~@ oecl~ned and kept on dccl~nzng 
thro~w~h to the end of 19~8 At tb~t t±mo I ~ os ~i!mng to venture 
the ~re@~ct~on- ~m.d d~d- t~t before ]929 w o u l d  eocene h~stor~y 
thzs co.uutry ,ould oe zn the tbl~oes of s m%oor buszness dcclzne. 

!~o,~, % ~hm]e b~ck, ~,he~ I ventured the pred~ctmon %s 
to the Dosmt~on of ~ndustr~ol production d~zng the f~rst h~lf 
of 19Z9, I samd I was going to do som~tbmng that I hod nero. ~ 
before done from th~s nbtform In the pest ! hove used ~gf 
contrsptmon solely ~s o meo~%s of re%sin"rang 8~rectmon~l move~nents 
~nd not magnmtudes Each of those dmr~ctmone] movemoits ~n th~s 
curve--~po~nt~ng) - i don' t ca~e ,~hore you t~e ~t - mom~s c~ther 

betts~ ~ng or a, orsenlng ~n the rol~t~onshmps between capital 
goods and cons~e~ goods For th ~t reason e~ch of these dmrec- 
t~om~l chsu~ges (zn the ~,c~a~ustnent curve) ~s ~ forecostor of 
zndustrzal productmon eleven to thmrteen months hence 

Noq I I~o~,, as you !oo! ~ ~t that ch~rt, yo~ zl! ask, 
"Well, you have a Imttle bend there, ,,hero does zt show ~p over 
here (zn the nroduct~on znoe:~)? You have a izttlo bend dora_ 
• n hero, he.~e does zt sno~, up here (pomnsmng to productzon curve) 
~_d how c~ you relate those novepents?" Well, I h~ve dor~e mt sad 
wmll contmnue to do mt untml the c~art goes ,rong, but mn the 
~n, every one of those lzttle r~pfles t~%t msrk ~ c!t~nge zn 
d~rect~on zn the rDl~i0~stpent eLu~ve h~ve h%d theTr co~nterpsrt 
• n the mndustrmal product!on ±ndox of the FederE,.l Posorve Board, 
months hence. 

No~J on my clesk chalt, from ~Iob thls ~mAl chnT~t is 
dram, In 1932, I c!re~ ~ project!on !n tnls ay ! had no !den 
ns to the commng of the N P A , hmch thls peak (po!ntlng to 
nroduct!o~_ mneex, nld-1933) mlrrofed ! hnd httlc mde% %t th%t 
tlno of the imkol!hood of th~ o!os!ng of the b~ics !n e%rly 1933 
Yet on r~j c~Icul~tmons, thls oontr pt!on had so~J{~ so Io ~n 
terms of tr~e a@$ustmont tnzt I ~ ~s ,J!lling to state th%t that 
partmc~lar move up T%rd (~ai~zloustne~0t curv~, $0rlng, !932) ,~as 
ev!dence of % def!nlte change ~n the dlrectlon of the productmon 
curve ~ year hence ~en I hod go,ten do~ n mn here (mal~dgust- 
lent curve lii Automn, 193 o) ! s~ uo ch~ge in dl_~ects on s~qd 
despltc an e~ller forecasted rmse mn the Federal P~serve B~ard 
Index of industrlal Productmon a Zest l%ter - ~zel ~ c~me - ! 
ventured the protraction thst that recovery hen mt co~os Dust 
could not last, th%t (Do±ntmng to n~lod~ustmomt curve, Sprzng, 
193S) ~as no% a true ~evorsal Be] ~of ~n a s~stalnod recovery 
zn oroductzom ,zas therefore contrary to oi! of the c~Icolstmons 
,hzch me~sra-od t1~s z clatzons1_~s b~t~veen the consamers ~d 
c~pltai goods zmdustrmes }T~on, ~tor tnms carve (pointing to 
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maladjustment curve) started turnmng do~a~'~ agazn ~n 1932 as 
~t dmd (Autumn, 193~) end we vere to got a few months later that 
rzse ~n the ]ndu~trmal production ~ndex (in 1933) along mn here 
(Sprmng, 1933) I sand th~s (po~ntmug to rmse ~n ~roductmo~ curve) 
was only an abortmve r~se, zt was not the real th~_ng, mt couldn't 
last. ~he relatmonshmps bet~een the two segments of the economy 
were not conduomve to a lastmng recovery 

Then as ~,le got ao~r~n to the end of 1933 we had a sllght 
bend in the r~ladjastment curve Let me tske you back 3ust a 
second through all of '33, in the face of all tl~s sharp uowsrd 
move (In ~roduc~lon index), I had no change in dlrectlon, -(ran the 
male~13ustment curve) It was someth~no~ of a o]ln8 spob, yet I was 
v~llln~ to stand on my opln!on that thls (polntlng to productlon 
curve in 1953) ;Jas an abortlve r~ se %q~en I got down here In 193S 
~ith thls ch~u%~e In d~rectlon (!n maiso.3ustment curve ~ ;, i took 
heait I had sor~ measurable results on whlch I was ~llllng to 
stand I stated that we vou!d get its counterpart in dlrectlonal 
change aoout a year !~ter In the Dfodact±on curve But during 
thms permod we had some very abnormal factors in the economy We 
had an urn~ea~-@-of peace-tlme spendmng program by the government, 
the sort of fsctor that i had never hem to contend ~vlth wsy back 
mn 1920 an@ 19~3 or any other ister permo~ ~Ynen thls (polntlng 
to msladjustment curve) started to tlu~n do~vn agamn I still held 
tenuously to my grot~qd that anF recovery up mn here (in productmon) 
~oo.ld be a short-lmved one. As a result you see, by the mere 
o~t!Ine of the Federal Reserve Index of Industrmal P~ooductmon a 
very zrreguL%r movoment over the entlre permod smnee 1932, more 
mrregulsr than at ~ny tmn~ mn the hmstory of th%t curve oiTl mark 
you thms, thms curve ] s corrected for sensorial ad3ustments 
When ! got in here (pomntlng to m~lac~3u~tment curve) ~n 134 
I ~gamn stsa-ted to feel - look mnto the future - to see ~hether 
th~s oend could turn out as an mmportant change. In 1934, ~ust 
os I a~d not have s~j foreknowledge osck here (1932) that we were 
gomng to get sn N.R A , or that the o:~nks were gomng to re-open 
on a new bee.s, or the dollar ~voul~ bc devalued, I @rod not have mn 
1934 ~ny advance ~de~ or commu_nmo~ w~ th the 3u~t~ces of the Supreme 
Court ~s %o ~hat they ~ve,~e gomng to do ~mth thms self-stone creoture, 
the N R.A. But there you ho~ a tL~mn (ran the mal~clsustment curve) 
~nd mn s~<zrmng thot mn relatmonshmp ~h ~ I other elements, I 
stated t~2~t ~e co~Id get ~ more ortho@ox busmness recovery 
True, tn~s recovery (po~ntmng to production) ~ws _rregular s~qd 
these httlc c_~nges mn here (ran m~&~d~ustmont cuzve) foreshadowed 
the ~zreoALl~mzty ~en ~hen ~c got do~ mere mn 1935, on the very 
eve t~t tbc Supreme Court d~d v, hat "_t dmd to the N.R A ~ the 
Triple A ~nd ~mt-hav~-you, I hsd the b~gznnlngs of a relatmvely 
long m~ccl upv~rds ~n my contr%Dtmon So ± concluded %~hot thms 
per~od of recovery could be one to continue through the year 1936. 
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That, yo~ see, I h~l by way of forecast months ~n ~dvonco 

Nov ~l~ot happened? From th~s very pl~tform t ,o ycors 
ago (pointing to m~l~d~]ustmsnt curve, ~utumn, 1936], ! pointed 
out th~ change in direction (do~q~'~rd) 3~o, I dlcj~'t have the 
l~uo~iedgo beforeho~d as to the depth of the impend~rg ch%nge and 
the steepness of the dochno ~n the ~n@ustrmo! Droduct~on L~aex- 
not qumte ~h~t fo_r ~n ~@v~nco. ]But %s I ~as on my g~ord, from 
th~s very pl~tform I pointed out that ell could be conszdorod 
ell, so fsr ~s ~ndustrzal production w~s concerned, ~t le%st 

throu~ the fzrst h~if of 1937, but t]pt &fter that, ~e should 
~&tch out for ~ do~aq~ca~d _,~eactzon Yes, I I~_o t~e got ~ recovery 
In m~ curve through the fmn_~l fo months of 1935, but h~n ! got 
that izttle 3mgg~r back there - dmxect~onq chnnge, m~_nd you, not 
n~nztuae - I wss certazn thst n~- eorlzer comvmctzon back here 
aboat on ~moend~ng Po u~ttLrn ~n ~roduct~on w~s cll-fo~u~decl, ~ 
that, too, ~as months mn ,avcnce of the tumble that stetted ~n 
th~ Feder.l Reserve Bo~rd Index mn .august, 1937 Thzs t~Lmble 
c~,med the ]~ex p~ocmp~tstcly (o u~ ~r@ from a level of aoout 
118 to a levci of 76, the sharpest, the most d~vc~st%tzng doclzne 
zn mndustrz~l prod~ctzon mn qt leost t} o gsnoratmons, ~nd Drob bly 
the most devast~%tL~g one sznco the aeoress~_om of the 30's 
century c~To Yov c~m c~ll mt rocessmon, mf you iLko, bat hstever 
you c~%11 zl, mt razsed havoc ~ ~th men, buszness, zndustry, ~d 
government, 

~,~ell, I st~ted out thms to~[k by tcllzn~ you men somethmng 
you alze~dy !m~e#, th-t ~ve have h~, nnd %re me ~ h~ l%T, % buszness 
recovery. There ms the measure of the recovery mm the ~o@erpl 
Reserve Boc~rd Index of Imdus~r~l Productmon (ooz~t~_mg to pro- 
duct~on curve) from the Io~ at ~md-yc ~a~ of 76 (1938) to the 
latest fzgure of the Fode± ~I Psse~e Bo~rd at 90 for the month 
of September. Qumto a perceptible rcvers~l of the dcvastatmmg 
decl~_no thst occurred late ~n '37 ~d co~_tznued tlmrouyj~ th ~ l%te 
sprmng of the c~rent ye~o 

There ms the poslt~on of my contrqpt~o_l- the curve 
of m&ladollstment at the end of 1937 fpolntmng). Yea ] ook here 
~nd yo~ sEN, "Woll~ yotLr ctuovo st,trod uD~ ~rd !n J~u~%rv, 1937, 
the buslnoss ctu~ve or znoastrm~3 ~roC Jctlon cra~vc st~ted up in 
June, 1938, I thought you s~d the cont_~%otlon I~%s ~ way of 
forec%sting b eleven to t~Irteon months " Well, th t l<Ind of 
overststsC itself th t t!me. But there ms the posmtlon of 
the curve a~ the el~d of 1937 - about os Io as mt ~%s ~t the 
begmm~zng of '37- m~ quto a oerceptzble cb%ngc in the slope. 
Though I havenrt touched ~Don s] opes, ~@ ~_I! those other 
st%tmstmcol mecno~nmsms you m e n  ore f~nzim~r zth, all those 
things e~ter mnto tbm s cor@ut%tzon, There ms some chic zn 
dlrectzon~ movement (~m r~ic~Ioustnent curve) in th~ ~ t~±l-en~ 
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of 1937 Bearing ~n m~d that thms chart, ~f ~t ~as Shy value 
st all to me, h%s ~ forecast w~ue of eleven to thirteen months, 
I say re, the record that th~s ctu~rent mmprovemeat ~n the Federal 
Reserve Bosr~ L~lex of Industrial Produotmon ms ~ust about due 
for sn ~n~errupt~on No~ yot~ men are gomng to be able to check 
that statement, or r~ther theft predmctmon, oretty soon I have 
every- reason to bs] mere that you ~,~ml] be able to check ~t before 
the sao,~ fl~es So I'd hke no~ to sho~ you that wh~c~ I ta~e mr, 
you all would imke to see, ~d that ms 6he current posmtmon 
of the m~lad~ustment curve (Removed pa~er-flap obscuring 
n~ladjustmemt curve for months of 19~8.) 

No~, half an hour or so ago, ! s~id I con!@ see the 
recovery movement ~n zndustry contmnoe at least through ~he 
fm~ st half of next year ~d possmbly to September of next year, 
wroth only m~nor mnterruptmons ~nere do I get that ~dea of a 
rammer mnterrupt~on? I get ~t rm~t mere (~o~nt~ng to maladjust- 
ment, Autu~m~, 1937) It ~s of rs!atzvely no aonsequence ~ell, 
yo~ look ~t that ~nd you s~y thct' "?Imt ms a pretty good bend 
zn there" You're r±ght. You say, "that ~s of no consequence, 
~vh~n back her~ you s~md that tl~s l~ttle 3tugger mn here portended 
that kmad of a r~se In ~oduct~on (pomnt].ug) How cs~a that be?" 
Agsmn I re~terote - dzrectmomul change, stud ma~nmtude, that ~s 
~Ii tb~ot th~s curve ~ttempts to me~s~trs I know by now you're 
al] k~nd of starry-eyed ~nd ~vo~Id l±ke to h~o~ wh~t ms under thms 
other p~per flap Before I t~<e that sheet off, l~d l~ke to add 
to what I s~md at the outset of thms t~!k s~d that ms that thms 
tzme, I'm doing somethmng, so far ,s memory serves me, ! hove 
never befo~e done from thzs platform Thus far I have stressed 
orDy @mrectmonnl change Thms tmme l~m gomng to sho~,~ you 
precisely how I a~r~ved ot nly estmmate of the probabmllt~es 
for oroductmon for the fmrst mnlf of the yesa ° when ! sa~d, so 
f~ ~s ~ c~ see, the ~verage level of ~ndust~°~l activity durmng 
the f~r~t h~olf of n~xt year ~ou/[d ~pprox~mate !00 on the Feder~ol 
Reserve Index (Remove@ p~er flap obscurlng est!mates of pro- 
duct~cn for months of 1939 ) 

I put that pro0sctmon in qu~te fa~nt!y (Dozntlng to 
c~rv~ of 19Z9 estlm~tes), In the hopes that some of you men in 
the b~c!~ m!gJat not see It B~,t In ~ii ssr!ousness, I renlly 
w~n% yea to sea It Please do not tr~r to re~l 3xact pomnts of 
the projectlon ~nere ms that imttle bena ~-n the curve (pro- 
ductlon) '~h~ch I exoect to occur before thls y3~r becomes hlstory. 
No, I haven' t c~7 cu!ate~ tLe profectlon from thls curve (po!ntlng 
to ~!~$ustm<nt). Th~_s curve Is only a curve measuaomng dmrectlol~l 
ch~ge I hove ~o~her d3wce I dldn't b,_ng that ~ong in 
my b~@ of trlcks, but i use that devlce to Interpolate mo~itudes 
In rel%lons_~ip to the i~llc~tmons of th~s m~o~l~ustment curve, 
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that ms ~ow this progectmo~ for ]939 wes obtained 

~hs~ the stock market seems to be I kno ~ very v,el~ ~ 
going up and we have word from abroad that peace seems %ss3red. 
We hear shout the coming peace on the labor front and the coming 
truce between ~anagement ~m6 gover~^~nent i hqow that people are 
beginning to think in an opt±mlstlc veln and that perhaps some 
even dare to th~nk this the Nev Era ~vhmch has been in eclipse 
temporc~i!y since ~2,8 end ~29 An~ ms:gee they ~e r~ght Yet 
I ~on' t @o beyond 1939 In my forecost ! don' t h~ve enough on 
h~ch ~ go and l~m satzsfle@ to st~ck my neck out or~ly to the 
extent of the year beginning w~ th Septemoer end carrying through 
to September of ~9. 

Now, of course, mf ti~s ~sladjustment cuzve should 
change ~ts current direction later on, I will h~ve ha~ ~mple t~me, 
mf mt still ms the tr~stwor~h~ ~easure of the shape of ~hmmgs to 
co~e, to tsl~ abo~t vhat Is going to happen over here (pomntm~g 
to 1939 production estimates) long before It rosy haooen That 
is ~,~hy it ms tl~t I l~ve st~es~ed- ~md al~veys stress - the fact 
that directions! chancre ~s far mo:~e imports~_t, if you can foresee 
mr, than ms an estimate of probable ~mpl~tode 

h~ow ~lhy did I say, at the outset, that indastrmal 
productlon could be %~sther rea~onsbly relie~ on to continue 
onward, ith o~3y mlnor znt~rr~ptmons, st least through the first 
half of next yeor and possItlV to Se~te#oer? The secret ms now 
out I am not yet read~T to sml, although I have ~om~ pretty good 
bas~s for saying ~t, th_~t tl~s chs~ge mn dlrectmon ms ~s ~or- 
tent ~s, let us so@, that chsnge in dmrectson (pointing to malad- 
3ustment). I am not going to say it, because the~e isn't ~u%ythmng 
mn the p~cture at this time thor ~ arrants the be!meT that that 
c_ha~gc ~n dmrectlon is as of ©~eat Importance ~s this cbsu~ge .~n 
direction. But soon I wml! have facts that w~]l rm~e I% possible 
for me to evaluate, mn Its proper smgnmfmcence, the mmDorts~ce 
of this change (pointing to do ~Nvsrd t~n of m~Isd~ustment c~ve 
mn September, 1938) 

If then there Is one thing I ~ould llke to leave yo~ 
~mth at thls tlme, It ms thot some tlme sfter the m!@dle of next 
year, w~tch out for ~ down~larrl rove~ss_l of t1~e ct~rrent recovery 
In productmon I n order to ~T~tcn out, for tlm~t pcr~od nmne months 
to a year hence, you must ~fstc~ the current ~nfo!~ment of the 
capital goons sa~ consumer goods llnes mn thelr proper re!atlon- 
sh!ps There ms another point I:@ lille to leave wlth yol, ~id 
that ms that there ms snou~.~ re~som to believe, that the much-hoped- 
for and muoh-tc~Iked-of vision in m~ns~eme~t, government, end labor 
mo~ not be forthcoming, that the much-hoped-for cooporotmon may 
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not be forthcoming I waist to go on record on thms po~_nt because 
I feel that mf tnzs contraDtzon zs worth ~yth~ng at all, I had 
for rather have been a month too ea~qy- months too es~ly- than 
one mzm~te too bte mn cstch]ny rots sz~nmfzc~ce There zs 
somethzng th%t c~n be @one about ~t, but zt wmll not be done ezther 
b~ management or by government or by labor or %y all combzned 
unless each gets out of ~ts o~m smug complacency, unless each, zn 
v~ewmng the facts of current reoovery and the prospects for zts 
contznJ~%tmo~ wzll stop gloatmng over the smze of the recovery 
or the return of men to the factormes - unless esch does someth~g 
a]-out ~usur~ng the contmnu~tzon of th~s ~mprovement on an endurmng 
~~d more re~ovLlar baszs. 

I~o, I'm no seventh son of a seventh son, nor % cryst~Ll 
g~zsr I ,,,~oold rctner be l~oo~ m as % dy~mmmcman and not, as Colonel 
M~les refer~ed to me, as a st~t~stmc~a~ I ,~ould prefer to be 
kno~m as one ~ho ~e%s~res the ~ynsmmcs of the economic mech&nisms, 
m~d not os one vho meas~oes too much or re!rues too heavmly upon 
t~_e mere statzstzcs or the st~tzcs of the economzc machine ~he 
economy ~n ~ch , ,e Izve ~s a dyusm~ c economy end that zs ~hy 
I have stressed the need for studying mn the consumer goods 
lines the mndepen~ent movements of such throngs as cotton mm!l 
actmvmt~ ~ua wool cons mTpt~_on ~nd the productmon of shoes, rubber 
tmres, tob%cco products, msnuz ~ct~re@ foods, ~md even ret%~l trade. 
There ms need for measuring them ~ndepemdently 

Thls ms a t~seful aevlce (po!ntlng to p~o4uctT_on curve), 
th!s Fedcr~l Reserve Index of Industrma] Production, a very useful 
d~vzce to measure the composmte pmct~me of the economy as near 
as ~my such composite, on ~e bas~s of ex~stmng focts, may measure 
i~ Bu~ you n~ust measure, mf you wm]l get the feel of the dynamics 
• n t~_e economy, you must me%m~ce fmrst the mndependent madustr~es, 
for ~cm of them h%s rots o~n dymammcs The same goes for the 
capztsl goods ~ndustrmes. 

It does not s~fflce to 1~ave m~ Index of capltal goods 
productlon such as would include, let ~s s%y, the productlon of 
lumber, end the productlon of cement and the productlom of steel 
and the ~yr!ad other items of durable good~ or even the productlon 
of sutomoblles. You must meas~re the c~pltal goods fleld os you 
shoulc, in tlue cons~er goods fle]d, the dyn~mlcs and not so nTach 
the statics I ~ve stressed that polnt I have ssld the% each 
of these mndustr!es has i~s o~a~ poc~lmar d~mc movements i~n 
% fzrm bellever zn the theoly of rhytlmm and harmonmcs If yo~ 
had % ~izll chart th%t extended f~om here to the ot_~er end of %he room 
~d wore able to chalet on thst surface the mndepondent movem~l~ts 
of every mndustry for whzch st~tzstmcs ~re awllable, I could 
show yea ~recmsely ,v~hat I mean ~vhen ! say that e~ch of them has 
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a harmor~c movement that needs ~so!at±on U~less yoa isolate 
these harmonlcs you cannot, l~ my judgment, pro~er!y sporalse 
thelr Interactlons and the nee~]!ng of the ~Itlmste conTpos~fie 
even if you were to study rel]g!oasly, as many, msny people do, 
the curve of ]ndustrlal pro~h~ctzon, 

And so I close on the note ~bat no~,,r above all else is 
the tlme to keep one's feet on the ground ~To~v is no tlme to 
perm!t oneself to be carrled away by the seemlng ex-oberance and 
seemlng optlmlsm whlch stems from thz theory that thls recovery 
movement in industry and In bus!mess ~s of on endurlng character. 
It can e~ad could be made to, whether ~-~ w111 be depends, as I 
have sa~d be-for'e, ent!rely upon the combzned enllghtened coopera- 
tlon and vlslon of labor, government, and management. 

Th~'~0k yoa very much for your klnd attentlon 
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s e s s ~  i ~  Am ~pplle~ to ~ t n e n  ~ t l ~ t l ~  i t  is ~ ~ve ; ~  a tool 
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