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Depression Antidotes
In his campaign for the Presidency, Mr. Eisenhower

commented on the depression that began in 1929 by say-
ing, "Those days must not return. They will not re-
turn." Since that speech, more concrete indications
have appeared as to the manner in which the President
expects to fulfill that promise. The latest indications are
comments made by Dr. Arthur F. Burns, Chairman of the
Council of Economic Advisers, and Dr. Gabriel Hauge,
the President's executive assistant on economic
questions.1

According to an editorial in The Journal of Commerce,
Dr. Hauge indicated that the Administration's "anti-
recession planning * * * consists of two parts (1) to
head off a recession by 'preventing a boom that must be
expected to bust sooner or later' and (2) by planning
the use of specific 'weapons' in case a serious business
decline does develop nevertheless. Dr. Hauge left no
doubt that, in the Administration's thinking, economic
stabilization comes ahead of a balanced budget. * * *
The important thing, as Dr. Hauge sees it, is not the date
at which a balanced budget can be achieved, but rather
the 'control over the budget' so that it can be integrated
into any broad Administration program—either to pre-
vent a recession or correct a downturn. In the case of
any serious recession, the Administration is determined
to fight back with such 'weapons' as further easing of
money and credit, further tax reductions to the point of
fostering 'deliberate' deficits and public works, primar-
ily on the local and State level, though with Federal as-
sistance. Great emphasis is to be laid on such tax re-
ductions and other changes in Treasury policies that
could be expected to stimulate investment spending by
business. Dr. Hauge specifically mentioned changes in
depreciation rules."

Dr. Burns, according to The Neiv York Times, has re-
vealed that "large-scale public works are being planned
as one of several stand-bys against a possible depression.
* * * j ^ stand-bys under study included measures to
ease home building and repairs, further changes in the
tax program and revising the unemployment insurance
system." In denying that the anti-depression measures

iThese comments have been obtained from newspaper reports.
Although we have no reason to doubt their authenticity, we are
aware that statements by economists often are distorted (uninten-
tionally) by newspaper reporters who leave out important qual-
ifications.

might make this Nation a "welfare state," Dr. Burns
said, " 'I definitely expect not. I think the new direction
in which capitalism is moving and it remains to be seen
if it will succeed * * * is for government to assume a
certain responsibility for maintaining a high level of
activity so that private adjustments can be facilitated
and output, income and employment remain at high
levels.' Dr. Burns gave as his opinion that government
should take such steps as would 'keep private enterprise
humming' and avoid large government spending except
if that became necessary in a serious depression."

We believe it wise that the public should realize the
broader perspective in which these statements have been
made in order that they be not misunderstood. Dr.
Burns, at least, already has made clear the limitations
of the Government's depression antidotes: "But there
are no adequate grounds, as yet, for believing that busi-
ness cycles will soon disappear * * * or that deep but
brief contractions such as occurred in 1920-21 and 1937-
38 will never again take place. Our limited experience
with contracyclical policy does not provide strong sup-
port for the belief, so often expressed by theoretical
writers, that the government is capable of adjusting its
spending, taxing, and regulatory policies with the fine
precision and promptness needed to assure virtually full
employment and a virtually stable price level at all
times."2

That no government, short of imposing a complete
dictatorship, has been able to prevent some unemploy-
ment (let alone been able to eliminate all the other diffi-
culties accompanying a depression) seems to be clear.
During the 1930's, for example, although the Federal
Government incurred large deficits and initiated public-
works projects of unprecedented magnitude, unemploy-
ment in no month fell below 5,375,000.3

Conclusions

Although recent information has added to our know-
ledge of what to expect from the present Administration
in the event of a recession, until the scope of these plans
are made more definite the Administration's attitude
toward inflation as a "cure-all" remains doubtful. How-
ever, there is as yet no conclusive evidence that the

2"Business Cycle Research and the 'Master' Plan," Research Re-
ports, June 15, 1953, pages 93-94.
3Monthly unemployment, according to reliable estimates, reached
a peak of 15,700,000 in January 1933 and decreased steadily
thereafter to a low of 5,375,000 in June 1937. The lowest annual
monthly average of unemployment during the thirties was 7,700,-
000 for 1937.
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Administration is concerned with anything more than
alleviating the worst effects of a recession (through pub-
lic works and unemployment insurance) and encourag-
ing a subsequent recovery (through tax incentives and an
easier money market). There is little indication that
the Administration envisions a vast program of deficit
financing in order to avoid (even temporarily) any un-
employment or recession whatsoever. The anticipated
recourse to large Government spending in the event of a
serious depression seems to be designed more to force
unemployed resources into use than as a means of creat-
ing a great speculative boom.

11

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 92.8 percent of

capacity for the week ended November 14, 1953, was
slightly less than that in the preceding week and was 6
percent less than production in the corresponding week
last year.

1929 1932 1937 1938 1952 1953
Percent of Capacityt 73* 19* 39* 62* 107* 93p*
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.08 2.25
Production (Million Tons) 1.01 .29 .59 .95 2.22 2.09

Automobile and truck production in the United States
and Canada during the week ended November 7, 1953,
was estimated at 136,016 vehicles, compared with a re-
vised total of 145,311 vehicles during the previous week.

1929 1932 1937 1938 1952 1953
Vehicles (000 omitted )t 62 10 90 80 144 136p

Electric-power production in the week ended Novem-
ber 7, 1953, increased to 8,397,523,000 kilowatt-hours
from 8,361,593,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1952 1953
Billion Kilowatt-Hourst 1.80 1.53 2.25 2.27 7.80 8.40

Lumber production in the week ended October 31,
1953, increased. The New York Times seasonally ad-
justed index was 3 points above that for the preceding
week but was 8 points below that for the corresponding
week last year.

1929 1932 1937 1938 1952 1953
The New York Times Indext 127 38 71 95 127 119
tLatest weekly data; corresponding weeks of earlier years
p=preliminary; * holiday

Residential Construction
According to preliminary estimates, the index of res-

idential-construction contract awards, which increased 4
percent during August, decreased 3 percent during Sep-

4For a discussion of the possibility of the Federal Reserve adopt-
ing too easy a money policy (either intentionally or in spite of their
best intentions) that might lead to a speculative boom, see "Will
the Boom Be Resumed?" Research Reports, November 2, 1953.

tember. The September figure was 8 percent below that
of September a year ago and was 21 percent below the
post-World War II peak reached in July 1950. The in-
dex has been virtually unchanged during the first 9
months of 1953 at a level approximately 3 percent below
that for the corresponding period a year ago.

The Engineering News-Record index of construction
costs, which reached an alltime high in July, decreased
slightly during August and was unchanged during Sep-
tember. The September figure was nearly 4 percent
above that for September a year ago and was 19 percent
above the figure for June 1950, when the Korean War
started.

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 6 percent during August (com-
pared with the revised July figure) but decreased 4 per-
cent during September; the index is 12 percent below
that of September a year ago. The index of the physi-
cal volume has decreased gradually during the first 9
months of this year; the average level was 9 percent be-
low that of the corresponding period a year ago.

The number of new dwelling units started during Sep-
tember was 92,000, compared with 94,000 units started
during August and 100,800 units in September a year
ago. The total number of new dwelling units started
during the first 9 months of this year was 863,400,
compared with 868,300 in the corresponding period a
year ago.

The well-publicized "shortage" of mortgage money
for residential housing seems to have been solved by
higher interest rates. According to the Home Loan Bank
Board, nonfarm mortgages (those for $20,000 or less)
totaled $13,100,000,000 during the first 8 months of
1953, 12 percent more than those during the correspond-
ing period a year ago.

A study by the Federal Reserve Bank of New York,
published in its October Monthly Review, may reveal
why nonfarm residential construction has remained at
relatively high levels in recent years. According to the
review, "the (8,300,000) starts fell more than 2,000,000
units behind the growth of households between April
1940 and April 1952, but some portion of the need for
housing since the prewar period has been met through
the utilization of vacant dwellings and remodeling of
old ones. Although the volume of construction has ex-
ceeded new household formation since April 1950, the
postwar 'housing-gap' still represents a substantial back-
log of demand and an element of strength for the entire
economy as long as high levels of income and employ-
ment are maintained. In turn, this basic housing de-
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mand is an important factor contributing to such high
levels."

Conclusions
The trend of both the dollar value and the physical

volume of residential construction has been downward
since the spring of 1952. Until there is evidence that a
cyclical doivnturn of general business activity has not be-
gun or is to be avoided, we believe that some decrease of
employment and income is the most probable develop-
ment in the next several months. We expect that the
downward trend of residential construction probably will
continue.

5

DEMAND

Purchasing Media
Total purchasing media increased $3,400,000,000 dur-

ing October to $128,670,000,000, about $3,400,000,000
more than the figure for September 1952 and nearly
equal to the alltime high reached in December 1952.6

During the last 8 years purchasing media have in-
creased during October, and the average increase has
been $1,800,000,000. In none of those years, however,
has the increase been greater than this year's October
increase. In view of the fact that the third-quarter in-
crease in purchasing media this year was relatively
smaller than that during the corresponding periods of
preceding years, the relatively large October increase
may not be especially significant.

Purchasing media derived from the first source (mone-
tary gold) decreased $36,000,000 during October. Thus
the recent outflow of gold continued but at a slower rate.

Commercial, industrial, and agricultural loans, the sec-
ond source of purchasing media, increased $270,000,000
during October, substantially less than that seasonally
expected. From the end of June 1953 through the end
of October 1953 these loans increased only $1,060,000,-
000; the seasonally expected increase during that
period was $2,600,000,000. Although there are reasons
for suspecting that there may have been some changes
in the seasonal pattern, we believe that the trend of com-
mercial, industrial, and agricultural loans during the
last few months suggests some curtailment of general
business activity occurred.

Purchasing media derived from the third source,
Treasury currency, have not changed greatly during re-
cent months.

5Not, of course, without occasional monthly interruptions attribu-
table to the erratic fluctuations that occur in this series.
6In last month's "Purchasing Media" article we estimated that
total purchasing media decreased $560,000,000. Federal Reserve
data released a week ago reveal an increase of $950,000,000 dur-
ing September. Our preliminary estimates are based on report-
ing-member-bank data because changes in deposits of all com-
mercial banks usually are proportionate to changes indicated by
the reporting member banks. However, occasionally (as in Sep-
tember) the changes in deposits of the nonreporting member
banks are so different from those of the reporting member banks
that our preliminary estimates may be substantially revised.

Purchasing media derived from the fourth and fifth
sources, both of which are potentially inflationary, in-
creased $3,100,000,000 during October to $71,550,000,-
000, about $3,200,000,000 more than that at the end of
October 1952 and the largest amount since December
1946.

Investment-type assets of the commercial banks (in-
cluding the Federal Reserve banks) increased $600,000,-
000 during October: loans on real estate increased
$110,000,000; loans on securities increased $260,000,-
000; other loans, which include consumer installment
credit, increased $100,000,000; corporation and munici-
pal securities held by commercial banks decreased $260,-
000,000; Government securities held by commercial
banks increased $270,000,000; and Government securi-
ties held by Federal Reserve banks increased $110,000,-
000.

Final data for Treasury operations during October re-
veal that the actual cash deficit during the month was
$2,350,000,000. This additional amount of purchasing
media put into circulation was largely responsible for
the substantial increase in purchasing media during
October. On November 9 the Treasury sold $2,238,135,-
000 of 7-year-10-month, 2%-percent bonds, of which
the commercial banks bought $1,300,000,000 worth.

In order to prevent the public debt from exceeding
the legal limit of $275,000,000,000 and still be able to
obtain additional funds for operating expenses, the
Treasury decided to give $500,000,000 of gold certifi-
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;RAT!O:<OF RETAIL INVENTORIES TO SALES

cates, representing 50 percent of the remaining $1,000,-
000,000 of devaluation "profits" that until now had been
kept in the general fund, to the Federal Reserve banks in
exchange for $500,000,000 of Government securities.
The Treasury also announced that the Administration
will ask the next Congress to increase the public-debt
limit from the present $275,000,000,000 to $290,000,-
000,000.

Treasury operations during November and December
probably will result in a net increase in the purchasing-
media total of from $1,000,000,000 to $2,000,000,000
(more accurate estimates are not practicable because of
uncertainties as to the rate of attrition on $10,500,000,-
000 of notes maturing on December 1, 1953). More-
over, commercial, industrial, and agricultural loans as
well as other types of loans probably will increase some-
what during November and December. Some further
increase in purchasing media probably will result from
the Christmas currency expansion. These increases will
be counterbalanced to the extent that the commercial
banks sell Government securities, but an estimate of
these sales is difficult to make. We now expect the pur-
chasing-media total to increase by the end of December
1953 to a level above that of a year ago, but we do not
expect that the calendar-year increase will be as great
as that during 1950, 1951, or 1952.

Department-Store Sales
Department-store sales for the week ended November

7, 1953, were 8 percent more than sales in the preceding
week and were 3 percent more than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale
1952

Nov. 12
281

1953
Nov. 5 Nov. 12

268 267

332 335

(August 1939-100)
Spot-Market Price

(22 basic raw materials)
Commodity Futures Prices 356

(Dow-Jones Daily Index)

BUSINESS

Ratio of Retail Inventories to Sales
Preliminary estimates indicate that the ratio of retail

inventories to sales, which increased 3 percent during
September to the year's high, decreased 5 percent dur-

'5J

ing October. The October figure was 9 percent above
that for October last year and was 7 percent above the
average for 1952. Prior to October the trend of the se-
ries of the ratio of retail inventories to sales had been
upward since December 1952.

The seasonally adjusted index of department-store in-
ventories, which decreased 2 percent during September,
decreased 2 percent further during October. The sea-
sonally adjusted index of sales, which decreased 5 per-
cent during September, increased 3 percent during Oc-
tober. Consequently, the ratio decreased 5 percent.
(The ratio is derived by dividing the inventory index by
the sales index.) October inventories were 3 percent
greater than those of October 1952 and were 6 percent
greater than the average level of inventories during the
year 1952.

The dollar value of new orders placed by department
stores during September (later data are not available)
was 27 percent more than that during August but was 13
percent less than that during September a year ago. Al-
though there are no precise seasonal changes in new
orders from month to month, the increase in September
apparently was somewhat greater than that usually ex-
pected.

The dollar value of outstanding orders increased 2
percent during September, compared with a seasonally
expected increase of 7 percent. Outstanding orders at
the end of September were 16 percent less than those at
the end of September last year.

The dollar value of goods received by department
stores increased 14 percent during September, somewhat
more than the 12-percent gain seasonally expected.

The upward trend of the ratio of retail inventories to
sales during 1953 has been attributable to both decreas-
ing sales and increasing inventories. Apparently the
relatively high level of sales during late 1952 and the
first half of 1953 induced retailers to be somewhat over-
optimistic. However, relatively smaller sales and wide-
spread discussion of an approaching business recession
seem to have eliminated much of the earlier optimism.
As we suggested a month ago and as our October esti-
mates indicate, retailers appear to be taking definite
action in an attempt to deal with what had become a bur-
densome inventory situation. Because the ratio never-
theless remains relatively high, we expect further efforts
in the same direction either in the form of lower prices,
additional promotional efforts, or additional restraint in
placing new orders.
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