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COMING EFFECTS OF CURRENT EVENTS

Unemployment, Government Statistics,
and Administration Policy

At a recent press conference President Eisenhower is
reported to have said that, unless the employment situa-
tion improved in March, he would initiate further action
with a view to preventing a severe depression. Questions
had been raised at the conference regarding the signifi-
cance of unemployment figures that had just been re-
leased.

The number of unemployed is estimated monthly by
the United States Bureau of the Census. This statistical
series made "first page" news February 18, after the
Bureau of the Census had raised its previously announc-
ed figure of unemployed in January 1954 by 728,000
to a total of 3,087,000.1

The principal function of the employment and unem-
ployment statistics prepared by the Bureau of Census is
to provide an over-all picture of the more important
changes in the total labor force of the country. In order
to fulfill this responsibility, the Bureau necessarily relies
upon sampling techniques; and it was as a result of
changes in the application of these techniques that the
figure for unemployment in January was increased
728,000.

These changes involved a broader geographic monthly
sample, presumably with the result that a more represen-
tative cross section of the country is sampled. Never-
theless, in releasing the data, Secretary of Commerce
Weeks cautioned that they are subject to further evalua-
tion by technicians of the Census Bureau.

The following tabulation compares data developed
under the old and new methods:

Estimate

Total civilian labor force
Civilian labor force employed
Unemployed (not working and

looking for work)

Old
Method

New
Method

(Thousands)
62,137
59,778

62,840
59,753

Chang

+ 703
- 25

2,359 3,087 +728
Under the new method the civilian labor force in Jan-

uary was 703,000 larger than had previously been esti-

1The Bureau of Labor Statistics also develops a wide range of
employment data. To persons unfamiliar with the work of the
two Bureaus, certain of their data may seem conflicting. The dif-
fering purposes for which each agency prepares its data account
for the development of employment and related figures that
sometimes are difficult to reconcile.

mated, and the number employed was 25,000 less than
that previously estimated. The Bureau's revised esti-
mate of the number of persons unemployed and looking
for work in January was 3,087,000, about 5 percent of
the total civilian labor force but much less than the post-
World War II peak of 4,700,000 in February 1950.

Although some newspaper headlines may have sug-
gested that drastic immediate action was contemplated
by the President if March brings no increase in the num-
ber employed, careful reading of detailed press reports
leads to a different conclusion. In the first place, he
clearly indicated that he would not attempt to reach a
decision on the matter until spring, presumably April or
May; second, he suggested that reductions in individual
income taxes might be one of the first steps taken. How-
ever, this obviously could not be ordered overnight, and
there is no way of predicting how many weeks would
elapse before Congress would enact new tax legislation.

The President also reaffirmed what he had said before,
that he would not hesitate to use all the powers the Gov-
ernment had in order to prevent a major depression.
This statement together with the possibility of larger
budget deficits if taxes are reduced probably accounted
for the fears of many observers that the abortive spend-
ing policies of the 1930's would be repeated in the near
future.

As yet there seem to be inadequate grounds for be-
lieving that Mr. Eisenhower has abandoned the goal of a
balanced budget and sound fiscal policies. Neverthe-
less, by placing such great emphasis on unemployment
alone as a guide to policy and by implying to some that
the Government certainly can prevent a major depres-
sion, we fear that the President may be inviting unjusti-
fied criticism in the future.

Unemployment is one of the symptoms of the malad-
justments that account for depressions. To focus atten-
tion on a symptom or effect rather than on the underly-
ing causes or maladjustments probably is as dangerous in
economic matters as it is in medicine. This is not to say
that the economic doctors should disregard painful
symptoms any more than the doctors of medicine do,
but it is desirable to emphasize that alleviation of symp-
toms should not be permitted to prevent treatment of the
underlying maladjustments. Such superficial procedures
were followed from 1933 to 1939 with a conspicuous
lack of success.

The principal members of the President's Council of
Economic Advisers have said that the economists do not
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yet know enough about economic relationships to be con-
fident that the Government or any other agency can pre-
vent major depressions. Therefore, when Mr. Eisen-
hower speaks so confidently of his determination to do
all in the Government's power, many ill-informed people
may assume that he is in effect undertaking to prevent
any major depression. Aside from the wisdom of rais-
ing hopes that may be unjustified, such procedure ap-
parently would place on his shoulders the burden of
blame for future developments, if they prove to be seri-
ously adverse.

/ / the current recession happens to be the beginning of
a major depression, the underlying causes of that unfor-
tunate development will be serious distortions and mal-
adjustments that developed during the great inflation of
the past several years. Just as Mr. Eisenhower had little
to do with those causes, he probably can exert little in-
fluence on their effects. Perhaps the Nation would be
better prepared to act wisely if more emphasis were
placed on this aspect of the problem.

Summarizing the Current Behavior of the
Statistical Indicators

The National Bureau of Economic Research has devel-
oped several techniques for summarizing the current be-
havior of the three groups of indicators. Moreover, the
Institute is experimenting with still another technique.
The accompanying chart presents the results of a system
developed by the National Bureau for combining the in-
dicators of each of the three groups into three indices.2

Each of these indices shows the over-all cyclical status
of each of the three major groups of indicators (leading,
coincident, and lagging) that it represents in terms of
the percentage of indicators in the group in the expan-
sion stage of the business cycle.3

The accompanying percentage-expanding curves de-
veloped according to Bureau techniques are mechanical
summaries. Those being developed and tested by the
Institute permit more room for judgment. We plan to
publish a report on our work shortly. The following
comments 'by Moore should be helpful.

"When the percentage of indicators undergoing ex-
pansion is below 50, more of the indicators are contract-
ing than are expanding; when it is above 50, more are
expanding than are contracting. The roughly coincident
curve usually reaches 50 percent on or near the month
when there is a peak or trough of the business cycle.
The leading curve usually reaches this point a few
months earlier; and the lagging curve, a few months
later."

"A substantial business recession or revival has sel-
dom if ever been 'missed' by these curves. * * * But one
or another of the curves may set false signals of reces-
sion as have the individual series on which they are
based. * * * [Therefore] it is necessary to look at all
three curves. * * * If all three participate in a given
movement, the evidence that a genuine revival or reces-
sion is under way is stronger than if only one or even

2Geoffrey H. Moore, Associate Director of Research of the Na-
tional Bureau of Economic Research, discussed these techniques in
his article "Analyzing the Economic Cycles," Dun's Review and
Modern Industry, October 1953. The shaded area in the chart
represents the most recent business-cycle contraction according to
the National Bureau.
3If in any month, for example, two of the eight leading indicators
were believed to be in the expansion phase of the business cycle,
the percentage-expanding figure for that month would be 25.

%

100

50

SUMMARY OF STATISTICAL INDICATORS

(PERCENTAGE EXPANDING, N.B.E.R )

1946

two participate." [Italics supplied.] Mr. Moore points
out that "these curves are aids to, not substitutes for,
careful study and analysis of the underlying data."

"Genuineness [and possibly magnitude] of the reces-
sion or revival is indicated by the depth or height of the
curves and by the length of time they remain at an ex-
treme level. For example, in the Great Depression of
1929-32 the curves reached very low levels late in 1929
and stayed there (with one exception) until mid-1932."

Leading Group

The first curve shown on the accompanying chart
shows the percentage expanding of the eight leading in-
dicators since 1946. During that period the index has
crossed the 50-percent line several times; but only twice
was this development followed by similar developments
in the indices of both the coincident and the lagging
groups, in 1948-49 and in 1953. The downturn of gen-
eral business activity in 1948 was later generally recog-
nized as a cyclical recession, and the 1953 downturn
probably should likewise be so classified.

Roughly Coincident Group

The movement of these eight series has been similar to
that of the leading group. The coincident group usually
has followed the leading series 'below the 50-percent line;
however, it fell to zero twice during the period shown (in
January 1949 and September 1953). It crossed the 50-
percent line in October 1948, 1 month ahead of the
downturn of general business activity that occurred in
November. In 1953 this index crossed the 50-percent
line in July and reached zero in September.

Lagging Group

The movement of these five series has differed from
those of the two other groups. The lagging group has
crossed the 50-percent line only twice, in 1949 and in
1953. It did not fall to zero in 1949. In 1953 it
crossed the 50-percent line in October. Zero has not
been reached thus far.

Conclusions
Developments among the indices showing the percent-

age of indicators expanding confirm our belief that the
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downturn of general business activity that began during
the third quarter of 1953 is cyclical in nature. They
substantiate our conclusion of a week ago that, although
some indications of a recovery have appeared, a continu-
ation of the present downward trend of business activity
during the next several months is somewhat more prob-
able than an upturn.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 72.6 percent of

capacity for the week ended February 27, 1954, was 3
percent less than that in the preceding week but was 22
percent less than production in the corresponding week
last year.

1929 1932 1937 1938 1953 1954
Percent of Capacityt 90 26 84 31 99 73p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.25 2.38
Production (Million Tons) 1.24 .39 1.27 .48 2.23 1.74

Automobile and truck production in the United States
and Canada during the week ended February 20, 1954,
was estimated at 141,292 vehicles, compared with a re-
vised total of 142,080 vehicles during the previous week.

1929 1932 1937 1938 1953 1954

Vehicles (000 omitted)t 123 34 96 59 169 141p
Electric-power production in the week ended Febru-

ary 20, 1954, decreased to 8,551,000,000 kilowatt-hours
from 8,684,000,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1953 1954

Billion Kilowatt-Hours 1.70 1.55 2.24 2.11 8.20 8.55
Lumber production in the week ended February 13,

1954, increased. The New York Times seasonally ad-
justed index was 2 points above that for the preceding
week but was 8 points below that for the corresponding
week last year.

1929 1932 1937 1938 1953 1954
The New York Times Indext 117 39 79 79 133 125
tLatest weekly data; corresponding weeks of earlier years
p=preliminary

New Consumer Goods Per Capita
The index of new consumer goods produced per capita

(a 3-month moving average plotted at the last month)
decreased 2 percent further during January to a level 11
percent below the 1953 high reached in May. The Jan-
uary index was 19 percent below the post-World War II

peak reached in August 1950 and was 6 percent below
the apparent long-term trend.

Production of consumer goods, which decreased 1 per-
cent during December, decreased 1 percent further dur-
ing January. The January figure was 12 percent below
the 1953 high reached in April and was 7 percent below
that for January 1953. Tobacco production decreased
12 percent during January, production of textiles de-
creased 5 percent, furniture production decreased 3 per-
cent, and production of foods and residential construc-
tion each decreased 2 percent. Automobile and shoe
production increased 15 and 5 percent respectively.

According to our preliminary estimates, the January
figure for residential-construction contract awards, which
is a 3-month moving average, was 2 percent below that
of December but slightly above that for January 1953.
The number of new permanent nonfarm dwelling units
started during January was 66,000, compared with
68,000 started in December and 72,000 units started in
January 1953.

Automobile production, which totaled 554,000 cars
and trucks during January, decreased to 525,000 units in
February, mainly because of the fewer number of work-
ing days. Although inventories of unsold new cars
reached a record of 640,000 cars on last February 10T

automobile manufacturers, according to the Wall Street
Journal survey, " * * * are expecting an upsurge in new
and used car sales. Many of the car producers which
have cut back output this year are getting ready to step
up their flow out of the motor city."

The recent decline of the index of new consumer goods
(11 percent from May 1953 through January 1954) is
large enough to be classified as cyclical. The previous
cyclical decline from August 1950 through December
1951 was 19 percent, and the decline during the 1948-
49 recession was 9 percent. As our readers may know,
cyclical fluctuations in consumer-goods production some-
times differ markedly from those of general business ac-
tivity.

The seasonal increase in automobile production may
retard the downward trend of the index of new-con-
sumer-goods production during the coming months.
However, declining consumer demand, manifested in the
leveling-off of consumer installment credit, suggests that
reversal of this downward trend is not to be expected
in the near future.
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DEMAND

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

20, 1954, were 4 percent less than sales in the preced-
ing week but were 2 percent more than sales in the cor-
responding week last year.

PRICES
Commodities at Wholesale

1953 1954

Feb. 25 Feb. 18 Feb. 25
275 269 270

(August 1939=100)
Spot-Market Prices

(22 basic raw materials)
Commodity Futures Prices 348 365 371

(Dow-Jones Daily Index)

BUSINESS
The Trend of Business Failures

The December average of liabilities of business fail-
ures decreased 9 percent but was still 5 percent above
the peak reached in June and 14 percent above the high
reached in the 1949 recession.4 (The series shown on
the accompanying chart is a 3-month moving average
plotted at the midmonth.) The December decline was
not so sharp as that during the corresponding period a
year earlier.

Liabilities of business failures, which had increased
19 percent during December, decreased 31 percent dur-
ing January. Nevertheless, the January figure was 26
percent larger than that of January 1953. Liabilities of
failures totaled $29,592,000 during January, compared
-with $43,754,000 during December 1953 and with $23,-
309,000 during January 1953. The figure was the larg-
est for a January since the 1933 figure of $79,100,000
(1933 dollars). The number of failures was 867, com-
pared with 813 in December 1953 and 647 in January
1953, and was the most for any month since May 1950.
Average liabilities per failure decreased to $34,131
from $53,818 during December 1953. The 1953 record
was $55,014 in July. Failures involving liabilities of
$100,000 or more decreased during January.

A breakdown of January failure liabilities into major
types of business reveals that decreases occurred in min-
ing and manufacturing, wholesale trade, retail trade, and
construction. Liabilities of commercial services in-
creased.

^Failures data are compiled by Dun & Bradstreet, Inc., and in-
clude discontinuances following assignment, voluntary or invol-
untary petition in bankruptcy, attachment, execution, foreclos-
ures, and voluntary withdrawal from business with known losses
to creditors.

Business-failure liabilities for 1953 totaled $394,153,-
000, compared with $283,314,000 for 1952, a 40-percent
increase. Liabilities of the mining-and-manufacturing-
industry failures increased from $104,954,000 during
1952 to $158,854,000 during 1953, or 51 percent. Among
the mining-and-manufacturing group, the increases in
"iron, steel and products" and "transportation equip-
ment" were the greatest, 200 and 150 percent respec-
tively. All the other subgroups increased with the ex-
ception of "mining-coal, oil, miscellaneous," which de-
creased 20 percent.

Liabilities of wholesale-trade failures increased 27
percent from $40,896,000 during 1952 to $52,199,000
during 1953; they were virtually unchanged from 1951
to 1952. In this group the increase in "lumber, build-
ing, metals, hardware" was greatest, 166 percent. At
the other extreme, "apparel" liabilities decreased 29
percent from 1952 to 1953.

Liabilities of retail-trade failures increased 54 per-
cent from $75,547,000 during 1952 to $117,299,000 dur-
ing 1953; they increased only 3 percent from 1951 to
1952. Within this group, the automotive and furniture
and home furnishings retailers experienced the largest
increases, 180 and 160 percent respectively. "Lumber,
building, metals, hardware" and "eating and drinking
places" increased the least, only 5 percent.

Liabilities of construction failures increased 19 per-
cent from $36,145,000 in 1952 to $43,327,000 in 1953,
whereas they decreased 2 percent from 1951 to 1952.
Liabilities of the subgroup "other contractors" increased
the most, or 340 percent from 1952 to 1953. The in-
crease of "general building contractors" was only about
4 percent from 1952 to 1953.

Liabilities of commercial services decreased 11 per-
cent from 1952 to 1953. The group was the only major
one to experience a decline.

The number of failures reported by Dun & Bradstreet
for the 3 weeks ended February 18 was 730, compared
with 535 in the corresponding weeks of February, 1953.

Conclusions
In spite of the substantial decrease in liabilities of

business failures during January, we do not believe that
a downward trend in the series has begun. The number
of failures during the first 3 weeks of February was un-
usually great. Moreover, the number of failures in
which liabilities exceeded $100,000 increased greatly.
Because liabilities of business and industrial failures is
one of the more reliable leading indicators (and has had
an unusually long average lead), it should be one of the
first indicators of a reversal of the present business re-

cession.
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