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Anmual Report of the Directors of Research

NATIGNAL BURERS OF ECONGHMIC RESEARCH February 1, 1926'
Library
To the Board of Directors:

The Hational Burean of Economic Research, during the year 1925,

completed ind published one voluwne, Income in the Various States, and

actively continued its 'investi.gations in the ficlds authorized by the Board
of Directors and its Execuﬁive Committec. Ueveral studies are n.aring
completion and will soon be submitted to the directors for tneir criticisn.
One has Just been presented: DBusiness Annals, compiled by Dr. Thorp with
an introduction by Professor Mitchell. This foliows, in brief outline, the’
fluctuations of business yoar by ycar in a mumber of countries as far back
as historical data, adequate for continuous yearly déacription, extend, The
volume 4s a by=product of. ihe study of Business Cycles, which developed
sufficient inportance and gensral interest to warrant expansion and separate

pablication, This volwse will be follovwed promptly by that on Mizration and

Business Cycles, by Dr. Jerorme. The manuscript with tables and charts of

this study is complete., It is the first result of the economic investigation
entrusted to the Hational Bureau by the Comnittecs on lluman Migration of the
National Research Council and the Social Science Research Council. A report

on Gradations of Earninis and Incore in the United States in 1921 has been
mode by Dr. King, and, as soon as certain tables have been recomputed, the

revised text will probably be submltted to the directors as the third
publication in 1926, Two more publicationsAfor 1926 are also nearing com-
pletion, Profccsor liitchell's first volume of a general treatlise on Business
Cycles, and Dr. llacaulay’s analysis and statistical presentation of Bond Yields

and Interest Rates in the United States since 1859, A voluminous collection
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of statistical material for use in the analysis of buainess cycles has

been mada by Dr. Thorp, assisted by Mre. Harold G, Villard and Mrs. Thorp.

No such collection of monthly series has ever before been brought together,
and a spacial effort :ust be made to secure the funds mecessary to publish
this bulky and expensive work as an extra volume. The material here gathered
for the United States, England, France, and Germany should be made accessible
to other warkers in the same field, and indeed to statisticians and
economists generally.

This array of publications due to appear in 1926 wdll make some
amends to those who have sieadily and hopefully sujported the work of the
National Bureau of Economic Research, It will also call for the cooperati.dn
of the directors whose labor in reading will be lightened, so far as possibls,
by the preparation and submission, together with the complete manusc+ipts,

of full summaries of text and descript.ive lists of tables and charts,

The various lines of investigation which have been and are now
pursued in the Bureau are here 'b‘riefly set forth,.
I, Income in the United States.

During 1925 Dr, Willford I. King and his assistants prepared &
study of Transportation Trends which was submitted to the directors and
failed to secure the requisite dppmval. He also prepared the "Pre]iminary
Statement" for the wolume entitled Income in the Various States, which
shows the industrial\classit‘ication of the gainfully occupled, indices of the
prices of consgmpt.ion-goods, and the chief itéms in the income of the people
of the United States in the years 1919, 1920 and 1921, Thess last-mentioned
totals are those used by lir. leven as a basis {or the distribution of

income by states which forms the chief matter in this book. Since there has
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been considerable damand for a continuation of the National Bureau's study
of the distribution of imdividual incg{min/;ﬁesses, one corporation oven
volunteering a contribution of !1,000 to::-;a;'d the expense of such an estimate,
Dr. King was asked by the Executive Commitiee to unaweri iz bthe sask of
making this distribution for the year 1921, It also scemed advisable, in
response to numéfous reque-sts, to see what could be done to estimste the
distribution of wealth at the close of 1921, ‘hen the work had beeh
completed, it became apparernt, éa the directors of research had feared; that
the data for the latter problem that of vealth, were inade.juate, even with
the most patient handling, to sat:h:fy the scientific standards of the
National Bureau. The estimates of incone, however, -deapit.e the fluctuating
unreliability of the income-tax returns, appeared sufficisntly close to the
mark to warrant continued work. These figures, carefully rovised with the
cooperation of Dr. Macaulay and Dr, Mills, }will, in the near future, as

~ stated above, be submitted to the directors.

The furdamental work in the iméstigation of income data has
proceeded throughout the year. A collection from a§ailablo corporate
records in the fields of mining and manufacturing has bsen made for the
yeax;s 1908 to 1924 The entries, tabulated on cards, are now nearly complete,
except for the itam of new ﬁoney ixﬁested, where the information has in part
not yet becn secured, It is planned to calculate from this material the
income from manufacturin: and mining f@ 1909 to 1918 and 1922 to 1924 in=-

clusive, On the basis of estimates now pxﬁceeding (made by Miss Putnan),
the total valus of mercantile sales at retail and at wholesale in each year
from 1909 to 1924 will be added to the data already in hand. The National
Bureau vill then be in a position to make estimates of 4incoue i‘oxj all the

years from 1909 to 1924 comparabls to those already published for the yeers
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1909 to 1921, A further volume of income studies is thereiore to be expected
in 19270
II. Study of Business Cycles.

Dr. itdtchell has been working all this year upon the treatilse on
Business Cycles. &As already noted, his first draft of Volume I has been
finighed and is beingy submitted to 'the staff for criticisme. This volmgs
bears a subtitle, The Problem and Its Setting. It deals with the numerous
working hypotheses concerning the causes of business cycles which have been
presented by a succession of theorists, with the contribution of statistics
to the subject, and with the more comprehensive but less definite materials
afforded by our collection of busine:s annals, Finally, Volume I presents a .
.ayﬁtemat.ic plan of procedure to be followed in Volm II, vhich will give'a'
descriptive analysis of the gucwsgive phases of business cycles,

The most important material to be used in this second voluné is
the collection of étatistics, so far as possible by honthly or quarterly
intervals, which Dr. Thorp, lr,.Villard, and their assistants are compiling
for the United States, Enﬁ;harﬂ, France and Gemmany. It is planncd to treat
each business cycle cove.ed by our figzures in each country as one unit, and m.
investigate the regularity with which the various pheno:ena of business cyclos :
have recurred from case to caseé. gy this plan the whole investigation will
be established upon a statistical' foundation, In analyzing the figufes, X
however, the woﬂcﬁu hypotheses supplied by Volume I will play as important
a part as statistical technique, Needless to say, there are many phencmena
of business cycles concerning vhich we have no adequate statistical observa=-
tions, At important points the material providad by our collection of
business annals can be drawn upon to mpplameht the quantitative record, ‘e

do not suffer from the delusion that a definiti-e treatment of this importont
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problem can be produced, but e do hope that our systematic collections of
material and our énalysis will ncke more effilcient the efforts of the
_nugerous economisis, statisticlans and business nen who are eéncemed with
business cycles.

Dr.. Thorpts time has been divided between completing the report

on Business Annals, which has just been submitted to ou through the mails,

and carrying forward Iis contribution to the collect on of statistics. In
the latter field he has dealt mainly with american and Brisish data, while
Mr. Harold G, Villard has been concerned prim:rily with German and French
statistics. In the Geman field, we havé einlisted the cooperation of Dr.
Re Re Kuczynski. French materials on a monthly or a quarterly basis are
meagre, Provably we shall ix;clude in this statistical report a few series
of particular significance from other countri-s, We hope that the whole
collection can be substantially completed in the course of the current
year, but ve are not certain, |

As sugpested at the boginning, the publiéation of thié large .
collection of statlstical materials will be so expensive that we can hardly
meet the cost out of our curzenf funds. The directors of rescarch believe, |

| however, that the collection would prove so useful to so many wopla that
it should be made widely available, and they hope that special contributions
can be secursd for that purpose.

III. Bond Yields and Interest Rates,

The directors of research had expected that Dr. Macaulay's
important study of bond yields and interest rates in the Unitcd States since
1859 would have been rsady for suumissicn and publication in the course of
t.he past year. Bat difficultles appeared, both in regard to material and

method, which required not ohly more time but statistical ability of high order



to surmount, Fortunately the probla_rns have bean solved, the new curves are .
practicalily completed, and Dre Hacaulay i3 at work upon the texts Oas of the
obstacles 1'-.vhich has o ve cleared was tne inaccuracy of the fiurss for ban.
clearings in the United States, many citles, for example, in the early period
reporting voth debits and credits, ‘thus doubling tﬁeir clea~ings. ‘This

meant an entire overhauling of the data for indivicdual citics from the
beginning of reporting on a monﬁhly basis in 1875 to the 1890's, when the
figures as published become more reliable. lore serdous was the discovery
of a "drift" in the indeﬁgumbers of bond yields, shown over the long series
of years under investipation, which was not due Lo a technical "bias" in the
statistical method, but to the economic improvement in the -juality of bonds,
This demanded the construction of index numbers on an entirely new basis, and
after nuch arduous experimeitation a method was found, both theoreticai 'y and
practically satisfactory. There'is' a good prospect that the Natlonal Bureau,
as a result of this work, wvill soon make a notable contribution to statistical
method, as well as a study of facts highly useful o the ecouo:;d.at. and es~
pecially to those, such as bankers and investment specialists, who huve a
professional imterest in this subject,

IVe The lahor Market.

Another of the lmvestigations which, like that. on Bonl Yialds,
originally was suggested as necdful in the study of Business Cycles, is shat
now bein&;, made by Dr. oo .Wt)lman in the statistical a_sioent of the labor market.
Peginnin: with an examination of wuage chan-es, it became clear with the progress
of the work that other slaments of what is usually known as the labor market are
so closely intemfélated that they must be studied conjointly. Dr. olaan
has therefore been collecting and analyzing statistical measurcs qf wag:8,y

labor cost, employment, hours of labor, output, and standards of real wages.
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Statistics of wage-rates from a variety of sources have been clussified by
industry, by type of labor and by condition of unionization. Comperisons
are being made between wage-rates and full-time wages wherever the figures
are avallable., ihere devistions from published rates occur, as happens in
the fluctuatlons of business cycles, sample data are being obtained. The
various series of total amounts paid in wages, now collected by diffe_rent
agencies and utilized as :ihdices of the purchasing power of vwage-earners,
are belng comparede From the censuses of manufactures and from varlous
independent investigations, data are being gathered on labor cost. In -
the difficult technical problems connected with measures of employment and
unemployment, Dr. Wolman 1s receiving éaaistance from the Census Bureau and
from the various state bureaus which are regrouping many of .their figure_é 80
és to allow of accurate comparison in a given industry &s to total munbez%
on payrolls and as to the amount of wages palde The Metropolitan Life
Insurance Company is now at work on its preliminary unemployment insurance
rate tables; and Dr, liolman hopes that it may be possible to prepare a
series of measures of unamployment which will indicate the general level
of unemployment in the United States over a term of years and also the
range of unemployment as among various industries. Dr. Wolman further
plans a detailed examination of pa}"rolls in selected industries in order to
obtain data on per capita output during the phases of the business cycle,’
Finally a critical comparison will be made of the studies of wages and
standards of living now in progress by other 1nvestiéamrs in this field,
and with the composite measures of material progress which Dr, llolman proposes
to derive from his collected statistical sumples.

This, in the opinion of your directors of research, is an

ambitious program, but, in such conpetent hands as those of Dr. Wolman, this
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study should be suppdrt.ed not only because of its great independent interest
and importance, but also bccause it links intimately with other major studies
of the Bureau, = income, business cycles, arﬂ migration,

V. Probleus of Migration.

Before tie c¢o :..lcetlon of his first work on Misration and

Business Cycles, already refcrred to in the opening parexgréph of this

report, Dr. Jerome was busily engaged in organizing the field-work for his

second study = mmely the effect of the restriction of lmmigratlion upon the

use of labor-saving machinery. This investigation, like the first, was under-
taken by the National Bureau at the request of the Committee on Migration and

the necessary funds were supplied through the Social Science Research Council.

By imterviews with factory executives, and by direct observation in manufacturing
establishments, facilitated in many cases by the endorsement of the trade i
associations in the respective industries and by local Chambers of co:mneroe,

good sampling studles havev been made in such lines as highway and building
construction, coal handling, handling of goods at marine and rallway temminals,
coal mining, and in basic industries - iron and steel, machine shops, cotton mills,
saw mills, brick plants, slaughtering .and packing. It is too early as yet to
give any indication of the results of this careful survey. Dr. Jeron;s, now
returned to his teaching at the University of Wisconsin, is glving half-t&me

to the prosecution of this work for the National Bureau and to the super;;ision of
the field agents, He e;cpects next summer to draw up his report. It is obvious
that his emmination bf mechanization in industry includes some phases of the
problem of interest to Dr. Volman, notably that of output, occasibnauy that

of detailed payroll.s, and the opportunity for useful cooperation is not being
neglected,

A further and comprehensive enterprise, a third stage ‘in the
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migration studies, has been launched by the National Bureau in March, >1925.

It was pmpésed by the Comnittee on Higration that the basic statistics of
international migration be collected and critically interpreted. This
proposal was approved by the Social Science Research Council, and an
appropriation made to the National Bureau. Professor W. F. Wilcox of Cornell
University, the authority best qualified in this field, was asked by the
National Bureau to undertake this task. He accepted on the understanding that
he would devote to it a large part of the summer of 1925 while he was in ‘
Burope, such supervision as was necessary during the academic year 1925-26,
most of the sumier.of 1?26, and full time under ]eavé of absence from Cornell
during 1926~27. Of the two parts of the inquiry, the first, including the
collection, tabulation and publication of the int;errﬁtional statistics;
Professor Willcox decided after careful investigation, to entrust to the
Migration. Section of the International Labour Office at Génevé. The officials
of the International Statistical Institute, such eminent statisticlans as

Sir Henry Rew and H. V. Methorst (the secrétary of uie lustitute), were of
the opinion that the ligration Section, having already published a monograph

or. Migration lMovements 1920-1923, based on the statistics of sixty eountr:las:,

was the agency best fitted to do this work. Accordingly a contract was
drawn up, since rz;\tii‘jed by the governing body of the Internmational Labour .
Office and by the Executive Comuittee of the National Bureau of Economic
Research, by which the full time of a specialist in the Migration Section
(compensated by the Bureau) and the extensive international contacts of the
Labour Office are assured for the collection of the migration statistics of
at least twenty European and seventeen transoceanic countries. The resulting

volune is to be completed in July, 1926 or not later than Jamary 1, 1927, and
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is to be printed bj the International Labour Office at its expense, as well
as by the National Bureau 1f it so decides. The second part of the inquiry,
with a volume more vital to the Bureau's purpose, is to include the summaries
and the interpretation of the official statistics, studies by experts of

| various countrics, and a survey of the efforts which have been made to deter-
mine the population of the earth at various dates and the evidence thus fur-
nished of the influence of migration upon the increase and redistribution of
population. To assist Professor Willcox in this second portion of his work,.
the International Statistical Institute, at its biennial session at Rome in
September, 1925, appointed an advisory committee, consisting of Messrs. Benini
(Italy), March (France), Verrign-Stuart (Holland) and Zahn (Germany).

V1. The Structure and Vorking of the System of ngs.

As authorized by the directors of the Bureau, Dr. Frederick C. Mills
was engaged to begin, in the second half of 1925, a study of the structure
and working of the price system on the basis of price statistics in the United
Stétes since 1890. On account of lack of space in the quarters of the Burean,
Dr. ¥ills worked during the sunmer at Columbia University, but s:lnce S.ptﬂ:;-
ber, when Dr., Jerome left for Wisconsin, Dr. Mills and his assistants have
made a welcome addition to the staff at 24th Street. The problem attacked
by Dr. lf4lls has been that of measuring price instability, - in the first,
the dispersion of prices due to the varying degrees of movement of individual
comnodity prices betwsen given dates, and, second, the internal shifting or
displacement of prices, causing changes in relative position. The preliminary
conclusions from his analysis of price dispersion are here reported as in—-
dicating the direction the study is taking.
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Price dispersion, and the instability due to changing price
relations, do not increase with rising prices and decline with_ falling
prices, as held by several economists. There appears to be no con—-
sistent reiatinn between changes in the price level, when direction of
change is taken into account, and degree of disbersion.

There 1s socmae relation between the violence of change in the
price level and the degree of dispersion. In so far és the internal
disturbance of price relations is affected by changes in the price lavel,
it depends upon the violencé of chanse, not the direction of change.

The degree of internal disturbance showed a definite downward

" trend from 1891 to 1914. The violence of the year-to-year changes was

be

noticeably less after 1904. This downward trend indicates that during
the quarter century preceding the war business and economic relations in
the United States were becoming more stable, were increasinglj free
from violent price disturbances. The rather sharp change after 1904 may,
perhaps, be attributed to the fact that the price cutting and severe
industrial competition of the *90's was materially reduced after the
op‘e'ning of the present centurye.

The value of the index of dispersion, as here computed, secms
to be independent of the price. level. This eonclnqion is supported
by the evidence mentioned in point (1) above, and also by the fact that
the value of the index of dispersion ‘or 1924 was approximately equal to
the average value for the years immeciately preceding the war, and
lower than the values of the index of dispersion during the.“)O’s. |
This is a significant fact, for it means that we have a criterion of -

price stability which 1s independent of the price level,
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S5e The several neasure of price instability indicate that a relative-
ly stable condition was attained during the last half of 1922. In
that year, for the first time since 1914, the degree of internal dis-
turbance was approximately equal to that which seems to bé normal,
Judg;rxg from pre-war experience. This stability seems to have been
a}_t}.aired by the bullding up of a new set of relations in the wiole~
sale price field. The relations between cor odities which prevailed
before the war have becn shattered, .and _t.h_em 1s‘po sign of a tendency
to return to thése relations. In the light of t.hgse iacts, it is
questionable if there is any jJustification for employing 1913 as a
base year for current price comparisons..

6e Internal disturbances dues to changing price relationships would
be somewhat lessened if the degree of change in the price level did
not vary from year to y:zar, but would not be eliminateds. The results
secured to date indicate that the violence of such internal disturbances

" would be lessencd by about 22 per cent if variations in the degree of
change in the price level could be avoided.

Both in sureness of statistical attack upon a difficult and come
plicated problem and in the significance of the results already definitely
in sight, the decision to enter this field of research, closely allied as it
is to the other studies of the staff and consonant with the mmiansgptal ‘pln'b’
poses of the Bureau, appears clearly to have bcen justified. The directors
of research feel that in Dr. ¥ills the Bureau has made a highly valuable ace
ouisition, and they strongly recommend the support arxi development of the
work he has undertaken. At the present rate cf progress, a compleﬁed first
report may be expscted before the end of 1926, to be published early in 1927.

Respectfully submitted,

Edwin P, my
Wesley C. Mitchell

d Directors of Researchs








