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tendency, the analyst would probably make a comparison of production in
January 1966 with production in January 1965, and he would find it was

lower. He would draw the same conclusion about February 1966 in comparison

with Februsry 1965. Not until after midyear would he finally realize that
production had begun to run higher than a year earlier.

1f the analyst had been able to make use of seasonally adjusted
data he would have formed a very different picture. He would have seen
much earlier in the year, perhaps as soon as the January and February
figures became available, that the low point had really been reached at
the end of 1965 and that the character of the business situation in the
first half of 1966 was totally different from the recession that had been
taking place in 1965. Without seasonal adjustments, the analyst fell
into a serious error of diagnosis. With seasonal ad justments he could
avoid the error, recognize the change in the situation much earlier, and
with this more accurate knowledge be in a positionm to recognize and under-
stand many relationships between what was happening in production and the
developments in prices or exports or retail trade, and so on.

Cf course the unadjusted figures are important in themselves.
And some statistical series have no regular seasonality. If all statistics
are put on a seasonally adjusted basis, analysts then have to guard against
forgetting how the unadjusted figures behaved, with whatever seasonality
they exhibited.

Another general technique for getting the most enlightenment out
of statistics is graphing them. Graphs ~- or 'charts," as we usually call
them at the Federal Reserve Board -- are often very useful supplements to
a written report, to illustrate what the report has to say. But they are
even more useful, I believe, as an aid to analysis. A series graphed over
a considerable period of time will reveal many things that are hard to
observe in a table of figures. Two series graphed together will often
reveal significant similarities or differences of movement, or significant
leads and lags in time. These are some of the things we want to know when
we ask the question "How?"

C. Advising policymakers. When the economic research department
of a central bank has broadened its knowledge of financial developments and
of trends in the production and distribution of goods and services, and when
it has deepened its knowledge so as to be able to give a more or less unified

and intelligible account of the whole moving web of events, it has gone a

long way toward realizing its full potentialities. From the policymaker's

point of visw, the making of judgments is now fortified. Take the simple
question I asked some time ago. In a given situation, trying to decide

whether any change should be made in monetary policy, the policymaker looked

back at some earlier similar situation and made up his mind about present
policy on the basis of an analogy with the past. The question I asked was:
was that earlier situation indeed really similar to the present situation?
This is a question to which a good economic research department should be
able to give an accurate and enlightening answer.
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‘ Beyond this, as I suggested carlier, 1lie the hardest things of all
for the ecconomic research department to do -- and, as I said, the hardest
things even for me to talk about understandably. I used as a symbol the
question "Why?" Perhaps by this I mean merely that the best economic research
department is one that provides the most penetrating and the most illuminat-
ing answers to the utilitarian questions of "What?" and "When?" and "How?"
But this is not quite all I have in mind. In answering those simpler
questions the economic analyst was looking at actualities, past and present.
The policymaker still has to try to visualize possibilities: how things
might have been different in the past if policies had been different; what
will happen in the future if his decisions break away from past patterns.

Let me give you very briefly two examples. Country A has had
very rapid economic growth in the past decade, but along with this a great
inflation of the money supply and of prices. The inflation was slow at
first, but then it accelerated. Now the balance of payments is in a critical
state. Worst of all, economic growth has slowed almost to a halt. Why did
things work out this way? Would growth have been slower, yet healthier and
more sustainable, if the country's monetary and fiscal policies had been
different? What should be done now to get out of the tangle, and what
should be done after the crisis is over?

Country B has had very little rise in prices in the past five years,
but before that its price level had risen tather steadily., Now it has a
good deal of unemployment and a very unsatisfactory balance of payments. The
combination of problems facing the country is one for which there are no
parallels in the central bank's past experience. Why had things come to this
pass? 1f a sharp departure is now made from earli. - patterns of policy,
what will happen to unemployment and what will happen to the balance of payments?

Questions like these are the ultimate challenge to a central bank.
Finding the right answer, or a right enough answer, surely calls far art dgs-
well as science. C

In answering questions of "What?" and "When?," and questions of
"How?," and questions of "Why?," the economic research department must not
only find the answers, but must communicate them effectively to the policy-
makers. Its work then inevitably becomes part of the whole process of policy-
making. But the research department must never let its participation in
policymaking weaken its original aim of dealing with the facts as objectively
as it can.

V. Some concluding observations.

I have tried to give you some idea of the spirit in which the economic
research department of a central bank should go to work, without saying any-
thing about problems of staffing and organization, or about the varied tasks to
which individual persons have to be assigned :'ithin the organization, or about
the mechanical or electronic equipment a research department can use, and so on.
1 will have tu pass over these questions.

I should like to end my remarks, however, with a few observations about
publication and internal dissemination of products of the work of an economic
research department,
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I consider it of the highest importance for the development
of a good economic research department, and for the maintenance of its
work at a high standard of quality, that some of its work be published.
This applies not only to its statistical compilations, but also, and
perhaps especially, to descriptive and analytical writing. There are
three good reasons for publishing such work, assuming that it comes up to
proper standards of excellence.

l. Publication of such work, by bringing to the

attention of outside economists the results of work

done in the central bank, should help in attracting

to the central bank's service people with the qualifi-
cations the central bank needs. 1In particular, professors
in universities can do the central bank much good by
adivsing their best students to apply for jobs at the bank.

2. Publication may stimulate economic analysis outside

the central bank on similar and related subjects. This
should’ (a) help to raise the general level of understand-
ing of current economic problems, and (b) have a "feed-back"
effect of stimulating fresh thinking within the central
bank itself.

3. Publication of work showing the range of information

and analysis on which the central bank has relied in form-
ing its policies should help to demonstrate the objectivity
of the central bank and its concern for the national welfare,
and thus strengthen its prestige and authority in the nation.

I consider it also of very great importance that much written work
done in the economic research department over and beyond the work written
especially for outside publication, should be given circulation within the
department and in other departments of the central bank. There are two main
reasons why this is important.

1. Analysts at various levels (not only the senior
advisers) should be called on to do writing suitable
for such circulation as a way of making them clarify
their own thinking and stimulating them to set down
what they have learned in a clear and comprehensible
way for others to read.

2. Internal dissemination of appropriate material
can help immeasurably to improve the understand-
ing of the central bank's functions and problems

on the part of officials in all departments, and in
educating junior members of the economic research
department in the techniques needed for better
performance of their own work.
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. In this matter of spreading an understanding of pol%cy problems
and research techniques, the relatively new central bank has_one dis- '
_advantage and one advantage over a large and long-establisheéd central bank.
,715$ §£ dvantage lies, of course, in inexperience. . But its advantage is that the
~problems and techniques are new to both writers and readers. The intel-

lectual stimulus of attacking new material can be great. #s the economic
research department grows to maturity, many of its members will be acquir-

ing, in a peculiarly dynamic way, a new education from the ground up.

‘This is training of a kind that a large and long-established economic

research department, where many elementary things have come to be taken

for granted or forgotten, may find it difficult to give its new recruits.






