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BUSi~TESS FOP~CASTit~G 

I come before you today to uphold the very graczous mn- 
troductmon by Colonel ~kles. He calls me a d~a,~cman. The 
term has been largely thrust upon me because of my o~n c mnce 
remark, I ]ndmcated to Colonel Imles a year ago, after hzs 
• ntroductmon of me s s a statmstzcman, that I preferred to be 
known as a @ynan&c]an for the reason that I treat ~,mth the 
dynammcs of the economy rather than ~&t ~ the statmcs. 

Durmng the mn~tmal week of ~bst r~ny have already come to 
call the second ~ orld ~ ar, v happened to be mn aslmngton. On 
tnms occasmon I talked to Colonel Le~%s. He suggested thsb no~, 
~mth the outbreak of hostmlmtmes ~ 7~ould doubtless '-ave to make 
sundry ~mportant changes ~_n my schedt~e~ t~- before t~e College 
on Buszness Forecasting. 

ell, I an~zered Colonel Le~,~s, my an~ er really vms un- 
important and I only Incb cate tl,] s conversation ~th the 
Colonel because ~t brmngs to mmnd an mnterestzng ano vhat i 
tn~n\ a most tzmely sto~-. Go bac~ ~ ~ntb me, mf you ~mll, to 
t~,e days prlor to the C~vm3 ar~ ~#~en Cha.~]es Stunner, the famous 
abolmtmonmst~ wss gomng all over the country ce3mver~ng ta~ks on 
abolmt~on. He ~ms mnv~ted, so t~e storj goes, io grove a teLP at 
Sprmngfme ~ d, i3!~noms. In s cce2t~ng t1~, t mnvmtabm ,n he ~Tote~ 
or ms reported to have ~a~tten~ as fo!]o~s ,I am ~qore than 
nappy to accept your k~nd mnvmtctmon to speak to you. If I 
speak on abolmtmon my ~.onora~omt~q sha!~ be 50.00~ mi I spea~ 
on any other sub3ect my honorsr]t~ snalq be ~ qO0.O0~ but i 
warn you ~el! mn advance thst q~t~te regardless of the t~tle 
of my talk you ~ll get the same talk'. 

Now, gent7 emen~ that ms the posmtmon 7n ~rh_~c,~ I fmn4 rZr- 
self today. [~egsrdless of r~r subject and t'le o ltbreak of wet 
you may expect to get the same ts!k. That ms ~hy ! v~nt to 
such pamns to tell you the Imttle conve ss~mon that i ha@ ~ath 
Colonel Le~,~s. 

i knov, an@ you kqo,r; that un@er these train2 condmtlons 
many men are ~ronderzng ~rhst effect the ~ar v~!! ~%~ve on the 
precar~_ous 3ob of busmness forecastmng. ^s i shall proceed 
from here I hope to be able to l~d~cate to you that it is 
possmble to forecast busmness quzte apart from the element 
of war. Busmness men generally, I sm quz~e couvzuced~ are 
l!kely to come to a rude a~kenmng mn ~e not too dlstant 
future. They are Imkely to flnd that thelr bel~_ef ±n the con- 
tznuatlon and sustaimng force of 7ndustrma! recovery ~Ii 
suffer a reversal. ~ar or no war~ a s I see t ~e p~ctur% zn- 
¢lustrlal actmvmty~ whmcn has been recently ~ a very mmportant 



ascendmng phase~ ~I]~ in the ear\v months of 1940 s io~ a re- 
versa] That ms po~_nt Nee I whmcn I hope 5o be able to de- 
monstrate before I s~ thro~g~. 

Already evmdences are acct~mt~lat~ng to mn@tcate that the 
rather rap~d rmse mn mndustrms] sctwmty since ~ay, an¢ more 
especlal]y smnce the outbreak of ~ost~Imtmes, wm~ v~Ltness a 
reversal before the sno~ flies. Nosy that m~ a phzase ! used 
last year To bhose of you who ~eze here last yeaz L mndmcated 
from b~s plstform, that the then ~Istng etuve of ~ndusbr~al 
actmvmty wo~Od see a reve~sal~ probably before £he ',sno~ f~es o 
Precisely that happened. 

Our econon~y ms a comole~ one. e ~ave a]~ manner of mn- 
~ustr~es an@ all manner el bt~s~ne ses~ all manne~ of s( rv-±ces. 
In my atbempt to a h)ra~se f~rst t ~e condmt~ons and then t~e 
outlook, I a]~sys try to evaluate the ±±pacts of eac of t~e 
mmport~ut se~nents of our econon~ sna themr move m~nporbant 
interactions, e have, on bhe o~e hand, the consumer goods 
~n~ustrles whLc.~ embrace eve,s, thing fro~ ~oolen goods, cotton 
textiles, boots and shoes, to rubber tmres~ even bobacco. On 
the obher smde or t1~ fence ~e have tl~e 8urable goods mndustrmes 
w1~Lch embrace suc ~ t~ngs as constr~c~mon~ ramlroad equ~pment~ 
ant ~ t e moot qt~estLon of automobmles. It ~s no ne~ ~ to you men 
~ho are studytng these things Iron day be day thab ~ve have seen 
a very strikmng recovery in mnd~s brmal ac bJ'~ ~m es since Is st 
hay. That ] s ~hat I ~ould call the statLcs of this pmcture. 

Dut ~"~t of the d~nsmmcs ~ ilo~ !ono ~I] these mmprow ng con- 
ditions in the respective ~ndustrJ~s conbinue ~ It Is there t~at 
tl~e bu~nes~ forecaster must dsre be t~ead, e are ~rmtnesslug mu 
many phases of consumer or non-durable oods ~uc~u~tr~es today, 
levels re~nmscent of the best ~evels mu our ~ms~ory, and In so ~e 
msolated n~stances~ eveu ~cee(b ng prcvlous tol~. tet us ~ cave 
that for a moment and go to the durable goods Industrmes. The 
capstone of thab n~dusvlla! set~lent Js constrt~ctmon The con- 
structJ on industry has e~ perLenced t]~] s year the sLxth year of 
contznued srn~ua! r~se from th~ depress~ on. ^~d yet v~ith all that 
con~Inued Improvement over a six. year p rmod ~ e a~oe today 
oro~ucmng construct±on zten ~ sb a ],ve] onq7 abel% half of bhe 
]evel of the prev±ous ~eal ~emod an£ t'~at, you ~,mT] receTl, ~as 
long befoze ]92 . Of ~I const~uctlon perl,aps the nest mmoortanb 
s~gle arm ~s residential buil~aug and ~ hot ha~ that @one~ T~s 
year ~e ~i]l buzld som~ 30'~ more ~esm@entma] units then ~ere con- 
structed ]sst year° Yet a.te~ the recor8 for 1939 ~II have been 
completed~ ~e ~!] have proCuced less than half the number of 
res~@entms] dv~el!mng unmts of the pea]- year, !9P5. ],lore mmportant 
even than that ~s the fact t~Pt ~es.dent~a~ bu~!@ing unmts pmo~ 
duced t~ms year will oust about oqus] the volume of rosmdentmal 
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buzld~ng mn the depressmon year, 1921. Now mn 3921 the vo~tuue of 
resmdentmal buml4~nG lmke~mse represented the s~.th yesr of t ~e 
rinsing cycle s~hmch started mn 1915. True mt ms, that rinse ~ss 
~nterrupted because of tke ~ar and the demand for ~r materials 
whmch dmverte8 actmvmty a~y from the resident±a] f±eSd. 

/o~v there are other pLases of the durable goocs mn~ustrme~ that 
are mmportant. There are, of course, t~e ram!road equmpmont, ~ac~mne 
tool~ an8 sundry other mndustrmes that you men are far~ml~ar ~mt ~ at 
representmn~ the durable g oo@ s _7 nc]~strmes. • e ~ve seen ~ n t~ose 
cases spectacular productmon and spectacular orders ~.?~ch p~e- 
sumab]y ~_l! be translated mn~o pro¢~uctmon, a~e yet t~ere are nany 
~_nstances of durable goods ~nSustrmes that are far reproved from 
their prevmoas peak leveAs° 

N~ get the ~omctu~% consumer or non-~]urable gooc]s on the one 
smde, mn practmc~_ly eve~$ mnstance emt~er at st~omkmng d~stance or 
better, of prevmous nm~ ]evels and the du_~ab]e gooSs mndust~mes on 
~he other stud% qumte far removed from !929 ieve]s. It ~s zmportant 
that yo~ get that pmcture clearly for ~hat fo!!ovs ms a prese~tatmon 
of malad3ustuents bet~ een the Imgh~ and ~eav~, ~ndustr~es. T~s ms 
~at Colonel ~{.les hss af~ectmonately referee@ to as my "contraptmon". 

No~ there are on thms ch~ rt, t~ o curves, as yo~ see. T]~re ms 
a motmve mn leavmng these unlabe!e8 as ! n~ver ~no~ but vhat so~e- 
tmme ± ~ght lose th_,s c~rt mn tra~smt. But serious!y, t~s u2oer 
curve, thms broken curve, you men sre thorou~hiy conversant ~;mth, 
ms the curve of the Federal Reserve Loard inde~ of industrza] 
Product±co, adsusted for seasonal, ~_t~ the years 1923-]925 ~e- 
presen~mng I00. 

Th±s lo~er curve, mn hea~j out]rune, 3s ~ ~'Contraptmo~". I 
ask yogi to look at Lhat pmcture a bsg~ you ~ll f~nd certamn broad 
smmm]a~mtmes In the ~jor s~ngs of those t~o oul~e o, except for 
the element of tmme, and mt ms mn that e3ement of tmme, mf my 
contraptmon has any value at all, t~at tn~b vu!ue l~es. ]a~or 
move~mnts mn t~e mndustrms_l Droductmon curve ale foreshaoo ed 
months mn sdvsnce by smmmlar Q~rectmonal movements ~n my con- 
graptzon. Cast your eye over ~ere~ mf you ~]!, to th!s permod, 
1926-1927. Taking mt by and large t.~e t cend mn my curve uas 
uDwald. I m~ght call m~ by s better name, a na~e used freouently, 
vmz.~ ~y rasladjustraent cu~e Thls cul~e moved u!~m~rd t~ro~gh 
the mmddle of 1928 and then !rake a bolt out of the clear stsrted 
to reverse mtse]f. No~ you ~!] saD~ mb reversed mtself here.(Po±nt- 
rang to 1926-1927). Each of these reverse!s, for t~e r.~ost part, had 
themr countsr art mongbs later tn the !n~ustrma ~ P~oductmon In¢]ex 
and thms ms as good a t~e as any to enohasmze that thms contraptmon 
attempts to measure only one thmno, an¢ ~ that ms dmreetmona] change, 
not ma~mtudes of change. I ~m~ht also ~ndmcate at t~ms t~e, ss 
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you ~ m~! see, ] C you ~vm!! look from thms pea~c mn L~o to the peak 
a yec~ ] aber on bhe F.E.B. index of rndustr~aq_ Productmon~ tha5 
the t]G~e e~ement ms rougbqy a year. ~s a n~tter of fact mt varmes 
bet~,6~n eleven ~nd b ~rtee~ monbhs. 

In mmd-1928 i began to sense that th~ s ~ndus~r~aJ picture of 
ours at that tmme mmght concemvably go ,]~to reverse, hen I sa~ 
th~s long decline xrl~eh e],te~ded v ~roug~h~ut t~e balance el Io2S T 
was convinced that before 192~ ~oul~ ~ become ~msbory, ~ve ~ou]d be in 
the bezmnn~ng phases of a major dechne~ and ~ny~ This hundred 
Irene ~ reference to the ~ladjustment curve me~us no more nor 3ess 
than balance or adlustment. It represents ba!snce bet~een those t~ o 
great segments of ]ndusbr±al Imfe thab i stressed st t~e outset of 
thms ta!L~ balance, or tunbo3~nce~ i 2  you !~ke be% een tDe consumer 
g~o~ ~ <r non-durable goods mn<h~sLrmes and t e p~oductmon &oo¢~s or 
durab~_ e 5ooc[s ~ ndustr]cs, hen ~ fo~n~ thab ~ e ~c~e sone 2U~ above 
brue adjustment mn 19°~ and that %t ~s zap~-dly Call~ng to s tzue 
adjusb~ent , - ~s cony±riced, as i ~mve ~t z ~dmcot d~ that ~ e ~ ere 
mn for tr ublc about ~ year hence. There ~ss y(,ur ccunterpsrt mn 
io~2,. (Indmcates Droductmon cleave). 

Near you ~,~] say i mndmcste8 cer ~m r thst esc~ of tD~se sqal! 
rmpDles ha¢l co~u~uerparbs, for th, ~osb psrt, mn the TndusSr~al 
Production inde-, mere do you f~ud a counterpart of that I dmdn't 
The ~mse mn the Feder~ 7 cscrvc In~le ~ at tue taml-end of 192') ~as 
entmrely art~fzc±ai and ~as ~nduced by President IIoover's b~s~ness 
survey conference for ~ h± ch msnufactu~e~s s~d )ubl~ c utml±ty 
e~ecutmves ~ere c~lled to ~ashmngton to sber~ t~c t~de of recess±on 
and spend for capmta\ outlay. ~mthout an ~n¢~cs~on of b~sb mn n~jf 
curve ! cont±nued tc bc of the opmnmo~ bl~t an~- ]~prove~ent mn 
industrma! Product±on !ndc ~ cot[\d not ~olU and ~t dmdn't gold. ~ere 
at th~ e~d o£ I~29 there ~ ere ample ~ndmcatm~ns ~n t~ms ~u~]adjusbnent 
curve that but for b~ frm~b~c e< or~s of Govcz:~rent sn< ~ b~s~ness 
to do somet~g Leromc to sten bhe tm~e of ~n~ustr_~a\ decl~e, ~e 
could here been ready for a true 2es~%~t~o~ mn ±ndusb~ma~ actmvmty. 

No~ look st !932. TDe ~aladj11stnent curve begTnnmng at 1<)32 
aga,~n mnUmcated a reversal u~ erd snd on my o~fmce ch~rt ~h~_cl T 
h~e on my des ~ at alq t~les~ mn ~)~]!, I~32~ i put a pro3ect~on 
7±me ~rojecb~_ng the po~smble 2erfo11~oe of mn~u~trmal production 
a year h~nce~ The productJon curve mn !933 noved shalp!y 1~p rald. 
T~ms ~ras £oresnado, ed by the ~novel~enh of the r~lad3ustment cvzve mn 
1932. No~ mmnd you, £ had no Icn~ ledge sny r~ore tha~ you mel~ had 
that tl~ere ~ ou!d bc a change of ad~7_nmsblat~on mn sshmngton ~n 1933, 
lecst of a]l d,d ! ~ave ica~]ed e th~b ~c ~rou]d hsve the ~T T~.~ 
Yet thst s,~7\ revcrsa! u~srd mn kern[, 1732 mn tl~c maladjustment 
curve ~ras s dmrecb forortn~er of thms spectsc~ular abortmve rmse mn 
lnd~strms! product±on due Large]j tc bhe advent of t]~o N. ~. . s~nd all 
tnst mt connobed. 
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From that tz] e on, of cotu~se~ the Tndustr~a! Prodt~ct~ on index 
shoved great mrre~u!ar~ty. T'~s mrreguJsrzty, so~e hzstorzsns ~zll 
later say (indmcatcs proc~uct~ on curve) I bel±eve, ~as mn6uced by 
artzfmczal munmpulatmon of ft~nda~enta] econo~c forces. Tl~ere ms 
notl~ng mn he.~ (mndzcates ~a!adDustment curve) t~at znc~catcd ohe 
need of that sort of mrre~ularmty an@ had these ftn~de~ents~ ~orces 
been kept mn proper bals~ce thms turn zn 1933, znstead of szmoly 
mndmcatmng th~_s small r~se, ~otOd have been a t~ue turn. 

It ~0~s not until Ha ~ of ]~35 (pomuv-_ng to maladjustment curve) 
vhen v~ had a return to more no~ma! ~lay o~ ~ econo~mc forces t~at 

_~ke 8o~g r~g~t by me, and th~s contraptmon again begen to feel ] 
~hat happened mn ]~ay, 1935 ~ The Supreme Court out!ave8 the ~.~.A. 
and the AAA. From thms tzme fo~a~d Z ~s able to sa~j ~_t~ some 
poszt~veness and conv~ct~on that the trend of ~-ndustrzal act~w_ty, 
I meant the dmrectmona! ~ovement of mndustr,~ o! a ctzvmty~ ~ou3_c~ be 
up~zard, and ,e had she longest permo@ of sustained rmse of any of 
the years ~n the cu~uent decade, fro,u m~-1935 until "~d-1937; then 
somethmng >a opened. Forces r~kmng for maladjustment started to 
creep zn back here at the end of ~936~ sn~ so mt ~ as three ~,ea~ 
ago from tbm s nlatform that I ~ud~cated to the student body o¢ the 
College that ~mdustrza] act~vzt#, as ness~n~ed by t1~e F.7~.C. Index, 
~ould probgoly suffer a reversal shortly after r~ d-1937. T~t 
vms predzcated largely upon tl~ s Imttle szug!e @ :p end ~, ~n I had 
confirmatory evzdence at the end of 1936 i ,~as couvmnced that mt 
would happen. It dmd '~appen and ~,e h o the most devastatzrg 
declzne mn mndustrmal actmvmty mn our entzre ,mstory compresoed 
~tnmn so short a perzod. No~ I ~ned you. (Pomut±ng to p~o- 
ducvmon curve). 

T~,~s contraptmon I ~epeat r~easures dmrectmonal c',m~ e au¢l 
not magnmtudes so thst t~e posmtmon of t~ms cu~-ve on the c'~,rt ms 
to be read only v~th reference to dareetzon and not r~gnmtude. 
( Indlcates male dDustment ctuove). 

Nov for a part of 1937 a rlse (Indmcst~ng maladjustment curve) 
occurred in the rmladcustment curve hTch s~ould have ~ad its 
counterpart ~n 1938 In industllal productlou. It dld, but it dld 
not last. From thls platform a year ago I sald, and ~ order to 
be entmrely accurate I'd llke to read, "Th~s recovery ~,~o~ement 
could be the most enduring and the r~o~t regul~r recovery of any 
that Its been ~,7_tnessed Jn t 13 ° cotu~try szuce t1~e frets and starts 
that were ushered ran, ~n 1932. No~ I sand mt cou]c] be the 1,ost 
endurzng and ~ost regt]ler recovery, het~,er mt ~71 ]~, mn ry 
judgment, depends entmreiy uoon the cone_ned w_s~on of manege lent, 
of labor, and of Government." In atve~ptmng be znternolate the 
meanmng of any curve mn terms of the Federal Reserve !nde~ for the 
fzrst half of 1939 1 mndlcated as fo!3ows "The Federal Pes ~rve 

0 
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Boaro Inc]e~ as I see mt for the fmrst half of the comnug year ~a!l 
~rork out Be snave~a[e of ~ough]y !O0 ~. Actually mt average@ {~7. 
&bout the rinse th~tB woe notmceab!e at the tam]-end of 1938 I had 
t ~ms to say, ~I say for the record that the current Lmp~ove~ent mn 
the Federal Peserve Board inde~ of Industr~a! P~oduct~on ~s Dust 
about due for an ~nte~ruptmon. No~ you men are gomn£ to be nble to 
check that stato~ent, or rather that predmctmon; p~etty soon. I 
have every reason to be!mere that you ~]] be able to cheek mt be- 
fore the snow f!-es.. Nc~, ~e ~zd that mnterruptmon, (Points to 
production curve~l~,39) end that ~nterruptzon~ geut!emen~ mn ~<f 
mmnd ~ ss large~ y mnduced by manmpulatmons both ~rmthmn bhe govern- 
ment, ~mthmn msnaLe~cnt, an<~ ~ m~n iabor~ the very throngs that I 
thought nmght br~_ng ~ t on. e hod a v~±~y dmsastrous coal strmke, 
as you kno~ and yet ~ ~th all of that, ~t ~s merely an mnter~uptmon 
of t ~s continuous r~se of mndustrma] activity. A rinse that ~ss 
foreshadowed by tlm<s c~rvc. (I alad3ustment curve, !93~). 

No~ from tbms platform a year ago, ! mn@±cated she ]mPe]m ood o± 
a possible reve~scl mu mndustr~a! ae~±vmty ~fter September of 1939 
on t ~e strength of only one prelm~nsry mndmcatmon of a reverse! mn 
thins ct~ve. Ftna! £mg~res dzd not ~upport thst reversal ~nd so a~ter 
i l~ft thins l~!atfo~ I vas aole to say to those of my frmends and 
clments ~rho were ~_nSercsbed, that the f~nal half of the year ]939 
would be a banner permod. No, gentlcmen~ i had no kno~!edge about 
the co~ng v~r. I l-nc~, of course, as you lonely, that ~e couJd e occt 
and orobao!y ~rotul~ get sundry cr~ ses, but that funS~u~enta] fo±~ccs 
~ould stm!! motm~ate Lhe econo~ay. The t~mn~s i try to evaluate 
~ere ~n~mcst~ng one of the most d~an~c recoverma~ mn mndust~ms! 
act~vmty a year hence, nsne]y mn the ~atter ~alf of 1939. 

Ho~ i know you men ,ould !rake to kno~, ~rhat ms rudder that !~ttle 
sheet of paper because t1~t ms the d~mammc part of thins c%srt~ the 
d~ c ~Lc ~rt of thins taTJ~. (Removes ~aper). I ~rm~! let you In on 
tams little secret. 1~en I started off t~-s taTk by 7ndmcatmng that 
busmness men ere ]mkely to receive a ~ude a~ral~enmng sometmlae mn the 
not too dmstant future, I also ind~cated that the rcversa! mn mn- 
dustrzal sctmvmty, ewdences of ~f~nc~ ~ are nov gst~ermng~ ~otdd be 
notmceable 8urmng the ear3y months of ]940. l!o~r do i get that way~ 
(Points to maTad3ustment curve). ~fter t l~_s most d~mammc rinse (lO37) 
~hmcn brought the malsd3ustment curve back ~o the 1~mghest point stance 
1930~ as s matter oi fact brought mt back to the h,g~est pomnt stance 
mmd-!529, I get a s ~arp trend reversal. The fact that mt lasts for a 
permod of fzve or smx months affords convmctmon as to ~ ts forecast 
value. If mt ~,rere only sort of a jmgger~ l~ke that of 1933, mt vrould 
have mean±ng~ but not as convsncmng as thins reversal. I suppose I 
really should have had v~ro Imttle fly-!eaves, one to have covered 
t~!s pomnt and the other 5me nev reversal~ tl~ s tmme the up~rard one. 
You ~r±~l note that although I sr~ lookzng for a decline ~n the Federal 
Reserve Board !nde mn 1940 to carry, for per~aps foL~ t o sm~ ~ months, I 



likewise am con~pel!ed, !f t~s contraptmon has sny meanmng at all~ 
to mndmcate to you that th~ s r~se mn the na3~djustment curve m ~- 
dmcated a counterpart of rzs~ng actmvmty sometmme mn the latter 
hs!f of 1940. 

Nosy i had occaszon to sho~ thms chart to a grou~ of mn- 
dustrmal~sts o~_y a s~ort tmme back. It ~as la~L ~ee]- mn fact~ 
and one man asked me "Do you thmnk~ }h o. $chnmtman~ that that 
reversal portends a change of ad~nmstratzo~" ~ ell, I parrmed 
tne questmon. I sa~d !~d ra5hcr not soy. T ±s chsrt ]~as an 
uncanny ~ay of forecastzng a_~ost ever~bmug mt seems. It fore- 
casted tn~s ~var s~tuatmon at least the d~uaam~c phase of the 
productmwty ~aprovement, some observe~ s t~e ~n to ~ ar ~nf!uences. 
If thms chart has any meanmng at a ~! mt ~ndmcates lust that ~ ~ch 
! have sho~m, name!o ~ a probable declmne of mndu~trial ac$~mty 
for 1940, for the fmrst half, and a reversal u~ard, probably 
extenSmng at least through the f~na3 hs]f of the year. I am not 
asklng yo~ boa ccept the prenmse that the rmse and fall of 
m~dustrmal a ctmv~ty depends on adDustnent bet~een the ma~or 
segments of economy~ but on sheer logmc alone mt seems to me 
fundsr~enta! logmc that tnms rspm~ ups~rge mn mndustr~_s3_ actmvmty 
can't last. Here v~ have seen s~nce hay mn the Industrmal Produc- 
tmon Index, a rmse of some 25~o. It ms not alone that manufacturers 
and merchants, and even ultmmate consumers ~ere caught short~ as mt 
were~ of goods and of merchandmse, and that nov~ the rush to re- 
plenmsh mnventormes has graven a strmkmng fmilmp to ~ndustrmal 
actmvmty that soone~ o~ ~ l~te~ ~ o~!o requmre correctmon. It ms 
more, for mn the rmse there a~e sermous dmstortmous, dmslocutmons, 
and maladjustments, that have to be corrected and b~s congraptmon, 
some how or other, seems to measure themr mr~pacts a year or so mn 
advanc e. 

No~¢ I kn~., ho~r easy it ms to be carr~_ed a~Tay ~mth e:~uberonce 
over spectacular rlses mn !ndustrla! activity and gro~ng and ever- 
mountmng orders suet as our ~ndustrmal orgau~zatmons are recemv~ng, 
and ho~ it Is to feel t1~at there ~_s no end in s¢ght and that sort 
of thlng. That ms ~,d~y i don't besltate to reru~d you ol ,,l~a~ is 
vrTtben in the Talwad~ ~Urfl~ap~y is he ~f~o rustal es the branch for 
the tree,the sLsdow for the substance', in t'ms plcture there is 
much ~asdovr. I £~id a large n~nber of men ~'~o seenmng]y be!leve 
the econo~nmc rsmnbm~ ]~s boen forn~. The majorlty ms al~ays ~rong. 
e are~ 5oday~ faced ~mth a lot of elements to be stu~e~ elenents 

that msJ~e mt ever so r~uch no~e d~fmcult for the bus~ness fore- 
caster~ or the dynsmmcman, ~f yo~ Imke, to ?ly ms professmon. 
Tmme ~as ~hen mt ~as 4~ffzct~t enough to attempt to fothom the 
vagsrmes of the busmness cycle mtself The elements of ~r, to 
be sure, nmke the lot of the forecaster that nucn ~ ore dmffmcu!t 
and yet there are certamn fun~%mentsl thmngs that Co zn the economy 
that can be evaluated ~mthout regard to the elements of ~rr. 



If there is anything t h e b  ! have left ~mth you at al] 
today, $ hope it is the thought that by a caref1~! study o C the 
mntcractmcns bct~een %he dtlra,~le and the ngn-du~ab~o goods 
in ust!~es~ ~ou~i]] flnd some nesn~ of gsgmng the true postal±on 

l I of i~ ~s ly and rots )rooable outlook Before c! s~nf~ it tlght 
be ~Je ~ % ~nd ~ ~ete one ft~ther tho~Lht. Althou[~ Lt ~ay I e in 
bne res ~-~ n~ n~LTqob oD~ L~ ±or on(% have on ab±dmn~ convictlon 
that ~'~c~ ~ ( t  ~ Inte~ened the oi~_cec of b~,~icsn stocks ~o~Dd 

h a v e  t r e ~ ,  ~ ~ ' ~  ~_  ~hen o~e- ~I ~-~ t o C ~ r  i ,oyke~e ~ oi"  o t ~ l e ~  I 

be ~ ~_, L' ~ ~I rc ~ , ~  ~ y  i~ d~Sl)~ritv bet~cen the level of 
s%oc~ , -l - ~ m ~ccs ~ ~J t,~( 1 oval oI ±leL~s%] ms] actlv~t~ r c ~ mB%s. 

her~ t ~ ~ r~, m k. o o f  .~ Production ±nde~ that ha~ advanced 

sneer'c, ~ tT ~ so~ e °5,~ since !±st i~.y end yet tl~c shock market 
has o ' La g~ L ~s eralo]~ ~ co ~mnd~ (' stud~- of the mntcractLons 
ant _~ ~c -,°~ I i,or)h~o% ~o~ld rand±cede that bur for sz~ stock 
m ~ke~ ~i ~_ ,~,- l~ o~ob~b]y ,~e on on everase sb least i0~ and 
perh_o~ ~ ~L.a~ ~h~n t-~e ~ are todoy. 

iCo~, ~j t Lc-~n~ ~i I say I ~ ou]a ]mice to close ~tls tlse 
psrapu~s ~ o, au oid tv~mlsm- you can lead a bus_mess nan to 
statz~tics but ~ ~u c~,ob ~ake him think. 
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DISCUSSION 

following 

Lecture "Bus!ness Forecast!ug" 

by Nr. L. Seth, Schnltman, 
Dynsmlclan 

October 16, 1939 

0. I'd llke to as~ Mr. Schn~tma~ if there could be any catching up in the 

dais you are uslng on your adjustment curve there, so thor mt is more or 

less beginning to fit in with the ssme asta the Federal Reserve is using. 

I ask that because your curve apparently is ahead up to 1937, the beg!nulng 

of 1938, and from then on it beglns to parallel this other curve. Do you 

suppose there could be any fundamental changes that would be changing or 

having effect on your dats that you are futtlng !n the cDrve ~ 

A. Yes, there have been some notmceable changes, as a mstter of fact I too 

from tlme to tlme have to check the valldlty of each of the items inc!uaed 

in my curve. I might say that this ctu~ve ~oes not represent monetary factors, 

it Is a quantmatlve appralsal of either adjustment of maladjustment bet~ een 

the items included, but your pomnt is well made and thls is just a tool. 

I wouldn't want any nan mn thls room to th~uk that I rely 100% on this 

curve slone because !t is so easy for one to become enslaved ~@d A the 

very moment you th!nk the curve has got to ~7ork, that may be the very 

moment the curve will act up on you. 

O. Last year you indlcated that the Federsl Reserve In lex would be about 

IO0,-- 

A. That is right. 

Q. In view of the fact that you have ~t this time, two definite reversals 

would you care to forecast as to the probable Federal Reserve Index for 
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A. 

the flrst half of 19~O 9 

Now, I can see you fellows want to get me out on a lmmb. Those of you 

who saw thls chart last year probablywecsll that i dld somethlng last 

yearwhlch i have never done before and whlch I have since vowed I ~lll 

never do aga~u; that was to actually mndlc~he magnltude by months of 

the Federal Reserve Index. Now that photo~-you have taken of thls 

chart probably shows that. Although the average that I had for the flrst 

half of the year was approxlmately lO0, for the flrst half of 1939, It 

was wlthln 3%. The movement by months was qumte a llttle dlfferent from 

the actual pattern. (Indmcates productlon curve) The decllne i had ex- 

pected to come just a ll~tle sooner. If you come up to the wall you can 

see where It hss been erased. Now that upsurge wss entirely an ~mCounced 

I have another contraptlon that does attempt to measure magnl- 

rude. Ny cllents are mnterested in the balance sheet ~ how can ~ e In- 

terpolate th!s thlng in terms of physmcal magn~tude~ and I hsve it to do. 

Well now wlth that lntroductlon I will say thls~ and that mt has been 

based entlrelyupon assumptlon. I hsveprojected here the September 

fmgure of the F.R.B. Index at llS, the reported figure of the Federal 

Reserve Board for August was llO. The Federal Reserve people told me 

a week ago that ~hey were lookmng for the Index to be 120 for October. 

I have even heard among men, whose buslness !t is to study these thlngs 

as I do, that for December they are expectlng an Index of ~0. Well now, 

I amnot golng to argue or labor that po~t, but that obvlouslymust have 

its effect on what will happen mn the flrst half of the year. I mean it 

zs one thlng to have an Index at llS, another at 120, en4 another to 

have it 140. Now thls upper curve last year moved too fast, it should 

bsve gone up but not as fast, us%ngth!s contraptlon In terms of cnother 
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Q. 

Ae 

q. 

A. 

contraptlon I have for magnltude, but It went too fast, so I hsd only a 

small correctlon. 

Now mn spec!flc answer to yot~r ouestion, t ~ ~ ~ r ~ e n t  

~ h n u ~ l @ ~ l ~ - F ~ - ~ ~ ~ r ~ , ~ ~ ~  ~ you 3~lll~perm~$ ~ 

one assumptlon, namely that that ave~ageAwlll be llO, I will say ~hat the 

average for the ~ half of next year wmll be in the nelghborhood of ~O 

. --~~ the average should happen to get 

~ ~ y ~  readjustment w~w~ on a percentage basls much more 

drastlc. 

In your talk, I don't ku~ow whether I understood correctl~ but I ra~her 

C~ ~ 
gathered that you feel that the econommc forces&play are baslcally Inexorable 

and not susceptmble to rectiflcatlon by Government actmon. 

Precmsely. 

W~ll you elaborate that theory ~ 

I would almost have to say I am an ~ndustrmal s~uarchmst. I was qumte 

meticulous ~n my talk; msybe I dmdn't get mt across, ~u ~ndmcatmng the need 

fmrst for studymng the consumer or bhe non-d~_~sble goods mndustrzes and 

then the aurable or producer goods zndustr~es, and then to study the!r 

mnteractmons. Now we use money as a medmum of exchange but zn the final 
be 

analysms, a bale of cotton must/e~changed, or a number of bales of co~ton, 

~consumer or non-durable goods ~tem, must be exchanged for, let us say, 

a dwelling, or a raml~oad locomotive. That ms why zt is ~hat i say~f 

..... s ~ o ~ ~  these forces are mnexorable~mL~t~xx ~,hen 

these th~ngs back up agaznst each other and the exchange can't be msde~ 

~e exchange ms always made, of course~ mn terms of aollsrs. Friend H~tler, 



of course, has found other mesns of msklng e~cha~ge; but e~chs~ge is 

slways made in our economy in terms of dollars, ~nd when physlcally 

these ~tems can't be exchanged you get tna~ t~e of malad3us~ent. 

Have I answered your questlon ~ Now I know youJd lake to hsve me go 

just one step farther and ust what l~-~e in that curve. Some 

years back I had occaslon to tell the Army Industrlal College I hoped 

some day to dedmcate thls curve to the publzc and I belleve it was 

Colonel Jordan, v~ho was then Commandant, who saad "I'd hoped you would 

dedlcate it to the College". I ssad, "! probably wmll when ~t goes 

v~ong". 

It is very szmple, ~ust as slmple as a safety pan~ 

h~a$~y~ It was not bumlt yesterday w~_tb ~ + ~ m ~ ~ o ~ a ~  

h ~  nn! z ~ :  ~-÷ _ it was bumlt~ 

almost twenty years ago a a ~ ~ It 

has attalned grandeur and maturmty wlth the passage of years, but it Is 

very s!mple. When mt was f!rst started, although ~he loglc has not 

changed, at was much more complex. It had many more ingredlents, many 

of which have slnce been dlscarded because of impacts which ~ere felt 

elsewhere. I can keep thins curve up to date ~n the course of I thmnk 

a mmnute or two each month. That ms how szmple the calculatmons are. 

Nothing so complex as even the Federal Reserve Board Index 
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