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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

The Trend of Stock Prices

Recent decreases in stock prices have aroused fears
regarding the future trend of general business activity.
The Dow-Jones index of 30 industrial common stocks,
one of the National Bureau's leading statistical indicat-
ors, has been decreasing, with minor interruptions, since
January 1953.

A Broader Perspective

There have been two articles published recently that
emphasize the need for analyzing the movements of any
indicator within a broader perspective.

George Shea in The Wall Street Journal wrote, "Re-
lationship between the course of the stock market and
the course of business is not as simple as once it was
thought to be. The old belief was that they went up
and down together, the stock market being merely a re-
flection of the state of business—except that a few very
smart people always knew what was going to happen
ahead of time and thus caused the stock market to turn
up or down somewhat ahead of business. * * * However,
since about 1938 business and stocks have often gone
their separate ways."1

Now, some individuals may once have believed that
the trend of stock prices always preceded changes in busi-
ness activity. However, such an understanding should
not be derived from the designation of common-stock
prices as a "leading" statistical indicator either by the
National Bureau or by us. The "leading" indicators
chosen by the Bureau are those that apparently have been
the most consistent. Common-stock prices, for example,
led turns in general business activity 16 of 22 times from
1899 through 1938. (Moreover, in 10 of the 22 turns,
the lead or lag was so short that the turn in common-

x"Appraisal of Current Trends in Business and Finance" by
George Shea, The Wall Street Journal, September 14, 1953. From
1938 through 1949 the National Bureau has designated two business
rycles: Tune 1938 (trough) - February 1945 (peak)-October
1945 (trough) and October 1945 (trough)-November 1948
(peak) -October 1949 (trough). The Dow-Jones industrial com-
mon-stock index reached a peak at mid-1946, several months after
the business-cycle peak. However, in the second cycle, a peak
was reached in June 1948, several months before the business-cycle
peak. Thus, in the two cycles since 1948. industrial common-
stock prices lagged in one and led in the other.

Correction: A reader has pointed out an error in the fifth par-
agraph oh page 2 of the August 24th "Special Bulletin," in the
sentence "Note that in three series there was an average monthly
lag that is shown in the table by a (—)." The sentence should
read "two" series and the sign should be "( + )."

stock prices roughly coincided with the turn in general
business activity.) Thus changes in common-stock prices
have by no means invariably preceded changes in busi-
ness activity. One of the most significant exceptions
was in 1929, when industrial common-stock prices
reached a peak in the fall several months after the peak
in general business activity, which was reached in June.

A possibly misleading statement concerning the sig-
nificance of another of the "leading" statistical indicators
was made by Burton Crane in The New York Times.

2 "It
[industrial working hours] is probably the most sensi-
tive now in use and has a tendency to move somewhat in
advance of swings in industrial activity."3 [Italics sup-
plied.]

It is our conviction that an analysis of business activ-
ity based on what is assumed to be a single most sensi-
tive indicator of business activity may be dangerous. As
a result of the Bureau's exhaustive study of business
cycles, they were able to designate tentatively eight of
the most consistent leading indicators. However, even
after a judicious analysis of all eight of these indicators,
let alone one of them, an unqualified prediction rarely
has been justified.

Downturns in Leading Indicators Are Recessions
Emphasis on the forecasting or predictive significance

of such series as common-stock prices may direct atten-
tion away from the fact that these series are a part of
current general business activity. If "recession" is used
to designate significant decreases in any phase of the
economy, the downturns in the leading indicators are re-
cessions in themselves if not in general business activity.

For example, during 1951 substantial recessions oc-
curred in most of the leading indicators. Residential
contract awards decreased 40 percent; the inverted
series of liabilities of business failures decreased 57 per-
cent; new orders of durable-goods industries decreased
37 percent; commercial and industrial building contracts
decreased 39 percent; and average hours worked per
week in manufacturing (which does not fluctuate greatly
during the business cycle) decreased 3 percent. The
downturns in the activities represented by the leading
indicators were recessions, regardless of the fact that
general business activity as reflected in a series such as

2"Industrial Working Hours Found Far in Lead of Employment
Index" by Burton Crane, The New York Times, September 13,
1953.
8From 1921 to 1938, average hours worked per week in manufac-
turing led turns in general business activity 6 of 9 times. Since
1938, average hours appear to have led both the February 1945
and the November 1948 peaks.
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the gross national product continued to increase through-
1951 and 1952.

Thus, the recent decreases in the stock market reflect
a recession in stock prices with significant repercussions
on all those holding stocks as well as on others, regardless
of whether or not a recession in so-called general busi-
ness activity is occurring or will occur. Similarly, the
increased failures in the first half of 1953 were not tem-
pered (for those involved) by the fact that the gross-
national-product data continued upward.

Magnitude of a Possible Recession*
Our recent analysis of the leading statistical indi-

cators and other aspects of the economy have led us to
believe that a cyclical recession probably has begun or
is soon to begin.5 The recent decreases in stock prices
have prolonged the downward trend that began last Jan-
uary to such an extent that we believe it to be a cyclical
downturn. However, the mere fact that the decline has
gone far enough and long enough so that it probably will
be classified as cyclical in nature rather than as an in-
termediate downturn in a general upward trend provides
no clue as to the trend of stock prices in the future; the
beginning of a cyclical rise may occur at any time.
Moreover, the downturns thus far in common-stock
prices and other leading indicators do not in themselves
suggest the magnitude or duration of any possible reces-
sion in general business activity.

We have indicated in the paragraphs above some of
the substantial decreases that occurred in several of the
leading indicators during 1951. Yet, among the roughly
coincident indicators at that time, similar decreases oc-
curred only in corporate profits (23 percent) and the in-
verted series of unemployment (23 percent). Non-
agricultural employment, bank debits outside New York
City, freight carloadings, industrial production, gross
national product, and the wholesale-price index (exclud-
ing food and farm-product prices) remained relatively
unchanged, some increasing moderately, some decreasing
moderately, and others leveling off. Moreover, among
three of the four lagging indicators (bank rates on busi-
ness loans, retail sales, and personal income), the gen-
eral trend continued upward. Consumer installment
credit more or less leveled off until April 1952.

Conclusions
The decreases thus far in common-stock prices, the in-

verted series of liabilities of business failures, and those

4In this connection, readers may wish to reread the article, "How
May the Next Depression Be Different," which was published in
the August 24, 1953, Research Reports.
5Steel-scrap prices also have recently turned downward. Down-
turns in steel-scrap prices have consistently led downturns in steel-
ingot production.
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of other leading indicators are similar to those that oc-
curred prior to the minor recession from November
1948 through October 1949. Although we believe that
the general business situation is sufficiently vulnerable so
that the danger of a severe depression should not be dis-
regarded, we do not have, as yet, any scientific basis for
predicting either the severity or the duration of the. re-
cession that now seems probable.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 90.3 percent of

capacity for the week ended September 19, 1953, was 1
percent more than that in the preceding week but was 4
percent less than production in the corresponding week
last year.

1929 1932 1937 1938 1952 19S3
Percent of Capacityt 85 15 80 46 102 90p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.08 2.25
Production (Million Tons) 1.17 .23 1.21 .71 2.12 2.03

Automobile and truck production in the United States
and Canada during the week ended September 12, 1953,
was estimated at 122,700 vehicles, compared with a re-
vised total of 132,574 vehicles during the previous week.

1929 1932 1937 1938 1952 1953

Vehicles (000 omitted )t 104 23* 59* 17* 137 123*p
Electric-power production in the week ended Septem-

ber 12, 1953, decreased to 7,962,823,000 kilowatt-
hours from 8,694,301,000 kilowatt-hours in the previous
week.

1929 1932 1937 1938 1952 1953

Billion Kilowatt-Hourst 1.81 1.44* 2.21* 2.11* 7.65 7.96*
Lumber production in the week ended September 5,

1953, decreased. The New York Times seasonally ad-
justed index was 12 points below that for the preceding
week and was 11 points below that for the corresponding
week last year.

1929 1932 1937 1938 1952 1953
The New York Times Indext 135* 35 82 97 111* 100
tLatest weekly data; corresponding weeks of earlier years
p=preliminary; * holiday

Residential Construction
The index of residential -construction contract awards,

which increased 6 percent during June, increased 12 per-
cent during July, according to our preliminary and high-
ly tentative estimates.6 The estimated July figure is
6The Federal Reserve Board's index is a 3-month moving average,
centered, of the dollar value of contract awards reported in 37
States east of the Rocky Mountains. Thus the July index shown
on the accompanying graph includes residential-construction con-
tracts awarded during June, July, and August, 1953. The estimated
July index include? an August contract-awards figure based on the
usual seasonal increase in contract awards during August. In
view of the fact that the July figure of contract awards was un-
usually high, the usual seasonal increase in August may not
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slightly less than that for July 1953. The average
level of the index for the first 6 months of 1953 was
equal to that for the corresponding period of 1952 but
was 3 percent above that for the year 1951.

The Engineering News-Record index of construction
costs increased 1 percent during July from the previous
alltime high reached in the preceding month. The July
figure is 5 percent above that for July last year and 17
percent above that for July 1950, when the Korean War
started. During the last 6 years, although the index of
construction costs has increased substantially, most of
the increase has occurred in the first half of each year.
During the second halves of nearly every year costs have
virtually leveled ofT. Presumably, there has been a sea-
sonal influence on the trend of construction costs.

Our physical-volume index of residential construction
(which is derived by dividing the index of the dollar
value of residential construction by the index of con-
struction costs) increased 4 percent during June and, ac-
cording to preliminary estimates, increased 10 percent
during July. The level of the index of the physical
volume during the first 6 months of 1953 was 6 percent
less than that during the corresponding period of 1952.

The number of new dwelling units started during Au-
gust was 94.000, somewhat fewer than the number started
during the corresponding month of 1952. However, the
total number of new dwelling units started during the first
?t months of 1953 was nearly equal to those started during
the corresponding periods of 1952 and 1951. During
the entire year 1952 approximately 1,127,000 units were
started.

According to the August Federal Reserve Bulletin,
"During the past two years a more comfortable balance
between the supply of housing space available and the
demand for space has become evident. Since early 1950
the number of new dwelling units started has exceeded
the net addition to the number of households. Some of
this difference represents replacement of units—tem-
porary as well as permanent—and some represents an
increase in the number of vacancies. Over-all demand
for housing space, however, continues to increase as the
number of households continues to rise, although at a
slackened pace, and as migration remains large. * * * A
larger proportion of consumers at that time [early 1953]
reported plans to buy new and existing houses during the
coming year than in the previous two Surveys of Con-
sumer Finances."

Other interesting comments are as follows:
"The number of nonfarm families who own their

homes has increased substantially since early 1948, rising
from 18.5 million to 23.5 million early this year. This
increase has been relatively greater than the increase in
the number of nonfarm families, and the proportion
that own their homes rose from 49 percent in early 1948
to 54 percent in early 1953. * * *

"In early 1953 nearly one-half of the home owners
had mortgage debt, about the same proportion as four
years earlier * * *. Over this period, however, there
has been an increase in the average size of mortgage,
from about $3,700 in early 1949 to nearly $4,500 in
early 1953, as credit extensions have exceeded amortiza-
tion and repayment of mortgage debt."

"The marked preference of recent years for single-
family houses (among the new houses started] has con-
tinued. The number of multi-family units started in the

occur. Consequently, we have shown the July increase on the
chart as a broken line.

MAMJFACTURERS" ORDERS, SAJ_ES, AND INVENTORIES
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early months of this year, however, was somewhat larger
than in the corresponding months of 1951 and 1952."

The trend of the dollar and physical volume of resi-
dential construction was downward (especially in the
latter) from mid-1952 through mid-1953. Although the
scries recovered somewhat during June (and perhaps
July), we do not expect more than a temporary interrup-
tion of the earlier downward trend.

DEMAND
Department-Store Sales

Department-store sales for the week ended September
12, 1953, were 1 percent more than sales in the preced-
ing week but were 9 percent less than sales in the cor-
responding week last year.

PRICES

Commodities at Wholesale
1953

Sept. 10 Sept. 17
278 275

330 325

1952
(August 1939 = 100) Sept.17

Spot-Market Prices 291
(22 basic raw materials)

Commodity Futures Prices 362
(Dow-Jones Daily Index)

BUSINESS

Manufacturers' Orders, Sales, and
Inventories

The seasonally adjusted dollar value of manufacturers'
new orders, which increased 1 percent during June, de-
creased 2 percent during July to $25,168,000,000. The
July figure was 7 percent above that for the correspond-
ing month a year ago, but was 2 percent below the 1953
high reached in April.

The seasonally adjusted dollar value of new orders
for durable goods (one of the eight "leading" statistical
indicators of business-cycle changes chosen by the Nat-
ional Bureau of Economic Research) decreased 4 per-
cent during July to a level 7 percent above that of the
corresponding month a year ago. The greatest changes
during July were reported in the following industries:
electrical machinery and fabricated metals increased 36
and 13 percent, respectively; transportation equipment
and primary metals decreased 31 and 10 percent, re-
spectively. The general trend has been downward since
February 1953.

New orders for nondurable goods increased 1 percent
during July to a level 1 percent above that of April,
when the previous record was reached.

The seasonally adjusted dollar value of manufactur-
ers' sales, which remained virtually unchanged during
May and June, increased 2 percent during July to $26,-
721,000,000. The July figure was only slightly below
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that of April, when an alltime high was reached, and
was 22 percent above that of July 1952. Sales of dur-
able goods increased 3 percent during July.

Sales (seasonally adjusted) of the nondurable-goods
industries increased more than 1 percent to a level 10
percent above that of July a year ago.

Unfilled orders (this series is not adjusted for seasonal
variations), which had decreased 1 percent each month
during the second quarter, decreased another 1 percent
during July. About two-thirds of the decrease occurred
in the durable-goods industries. The July figure was 6
percent below that of July 1952 and was nearly 8 per-
cent below the alltime high reached in September 1952.

The seasonally adjusted dollar value of manufacturers'
inventories, which increased 1 percent each month dur-
ing the second quarter, increased slightly during July to
an alltime record of $45,670,000,000. July inventories
were 7 percent more than those of the corresponding
month a year ago. The entire July increase occurred in
the durable-goods industries; inventories in the non-dur-
able-goods industries remained virtually unchanged.

The ratio of manufacturers' inventories to sales de-
creased nearly 2 percent during July, returning to the
May level. The July ratio was 12 percent below that
of a year ago.

Conclusions

The downward trend of unfilled orders that has con-
tinued for 6 months, the upward trend of inventories dur-
ing the last 6 months, the decrease of new orders during
July, and the leveling-off of sales that has continued for
4 months suggest that the peak of manufacturing activity
may have been reached earlier this year. We believe
that some further curtailment of activity is the most
probable development in the near future.

Employment and Unemployment"
Nearly all of the Nation's labor force was employed

during the third quarter of 1953. All three employment
series, average hours worked per week, employment in
nonagricultural establishments, and unemployment, were
at or near record levels.

Average hours worked per week in manufacturing in-
dustries decreased seasonally nearly 1 percent during
July but were 1 percent more than those during July last
year (last year's July figure was affected by the major
steel strike under way at that time). During the first 7
months of this year the average number of hours worked
per week was 1 percent more than that during the corres-
ponding period last year. Average hours worked in
durable-goods industries during the first half of the year
fluctuated somewhat more than the corresponding figure

7The accompanying chart of employment and unemployment shows
three of the National Bureau's statistical indicators. The series
of seasonally adjusted average hours worked per week is one of
the early indicators of cyclical changes of business activity; the
series has led cyclical peaks by 3.8 months and has led cyclical
troughs by 2.6 months. (Data shown on the chart are yearly
averages from 1929 through 1931; thereafter, data are plotted
monthly. Seasonal changes are relatively minor, and no adjust-
ment has been made on the accompanying chart.) The series
of seasonally adjusted employment in nonagricultural establish-
ments is one of the roughly coincident indicators of cyclical
changes of business activity; the series usually has coincided with
cyclical peaks but has led cyclical troughs by an average of 3.3
months. (Only yearly averages are available from 1929 through
1938. Thereafter, monthly data are shown.) The inverted sea-
sonally adjusted series of unemployment is also one of the rough-
ly coincident indicators of cyclical changes of business activity,
although no specific average lead or lag has been calculated as yet.
(This series is not inverted on the chart.)

EMPLOYMENT AND UNEMPLOYMENT

for nondurable-goods industries. The trend of average
hours worked per week since December 1952 has been
downward.

According to our preliminary estimate, the Federal
Reserve Board's seasonally adjusted series of employ-
ment in nonagricultural establishments increased slight-
ly during August to an alltime record of 49,800,000.
After leveling off during the first 4 months of the year,
the series increased gradually through August. From
August 1952 through August 1953, employment in non-
agricultural establishments increased 4 percent; during
the preceding 12-month period employment expanded at
a substantially slower rate. From the first half of 1950
through the first half of 1953, the average yearly rate of
increase was about 3y2 percent. During the periods
from 1940 through 1943 and from 1933 through 1937
the average yearly rate of increase was about 8 percent.
However, during those two periods business expansion
started when there was a substantial amount of unemploy-
ment; the expansion of 1950-1953 started from a level
of nearly full employment. Perhaps more comparable
is the period of 1946-1948, when industrial expansion
also started from a level of nearly full employment. Dur-
ing that 2-year period the average yearly rate of increase
was nearly 4% percent, somewhat greater than the rate
of increase during the last 3 years.

The seasonally adjusted series of unemployment de-
creased nearly 6 percent during August to the lowest
level since August 1945, when unemployment was un-
usually low as a result of the war. The August figure
of unemployment was 23 percent below that for August
last year, and the average figure of unemployment during
the first 8 months of 1953 was 14 percent below that dur-
ing the corresponding period of 1952. The present
level of unemployment apparently is at or near a mini-
mum compatible with peacetime employment conditions.

The unemployment figure probably will increase some-
what during September as a result of layoffs reported
during the last week in some automobile and other dur-
able-goods industries. However, the layoffs have not
been widespread enough to indicate that a substantial in-
crease in the unemployment figure is to be expected. Un-
employment usually decreases seasonally during Septem-
ber and October.

The series of average hours worked per week, which
is a leading statistical indicator of business-cycle
changes, has been generally downward since December
1952. The inverted series of unemployment and the se-
ies of employment in nonagricultural establishments,
both coincident indicators, have expanded during recent
months. In view of an expected leveling-off or some
decline in general business activity during the coming
months, a further expansion of the last two series does
not seem probable during the remainder of the year. A
leveling-off or slight downward trend is more probable.

152


