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Would Budget Deficits Restore

Prosperity?
Among those who are confident that the Government

can restore and maintain a high level of prosperity there
seems to ibe widespread belief that budget deficits delib-
erately incurred can accomplish the desired result. Dur-
ing the depression years of the 1930's, the popular view
was that deficits primarily attributable to increased
spending could restore prosperity; and more recently a
popular view is that deficits primarily attributable to
reduced tax receipts while expenditures are maintained
can achieve the same objective.

These views are related to certain underconsumption
theories. Reduced business activity is regarded as an
effect of the failure of consumer expenditures to take off
the markets the current flow of goods. A modification
of this notion attributes the lack of consumer demand to
the accumulation of uninvested savings and consequent
unemployment of and accompanying lack of consump-
tion demand by those who would have been employed
if the accumulated savings had been used for new in-
vestments.

Without attempting to explore the intricacies of the
theory involved, we may note that the spending by the
Government in excess of receipts could be regarded in
either of two ways. If the funds borrowed were the idle
savings accumulated for investment, they would thus be
put into circulation and thus permit demand for goods to
equal the supply. Or, if the borrowing to meet the deficits
were from commercial banks and resulted in the familiar
monetization of Government debt, the new purchasing
media thus created could be considered as counterbal-
ancing in its effects the funds held idle (hoarded)
whether by consumers refusing to consume or by savers
refusing to invest.

Apparently those who believe in the deficit-spending
remedy for depressions have made the following assump-
tions :

1. That a recession is attributable to hoarding by
consumers or savers or both; and

2. That Government deficits roughly equal to the
amounts hoarded by consumers or savers would
counterbalance the effects of such hoarding or
saving and restore prosperity.

The conspicuous failure of the deficit-spending pro-
gram during the 1930's suggests that the assumptions may
not be well founded. (Even in 1937 a monthly average

of 7,700,000 were unemployed, and as late as 1939 the
monthly average of unemployed exceeded 9,000,000.)
However, the deficits in those years resulted from in-
creasing expenditures without correspondingly increas-
ing tax receipts. Is there any assurance that deficits re-
sulting from maintaining instead of increasing expendi-
tures while lowering instead of maintaining tax rates
would be more efficacious?

That lower tax rates would be encouraging to busi-
nessmen generally seems a safe conclusion. However,
corporate income taxes are based on profits, which tend
to decrease and sometimes disappear during severe de-
pressions. To reduce tax rates when little or no taxes
would be payable anyway might not be very encourag-
ing, especially if businessmen had reason to believe that
the tax reduction was a temporary expedient.

Perhaps more important are the results that might fol-
low Government acknowledgment of a severe depres-
sion by undertaking to increase its deficits through tax
reductions. Would the deficit spending necessarily coun-
terbalance the assumed hoarding by consumers or
savers supposedly (by those who advocate the remedy)
responsible for the depression? The only honest answer
to such a question appears to be, no one knows.

One can imagine that the funds temporarily held idle
by consumers refusing in part to consume and by savers
refusing in part to invest would flow with neat precision
into the Government coffers in exchange for the new
issues of Government securities. Or one can imagine
that with equal precision the Government would calcu-
late the amount of debt monetization required and place
the exact amount of new issues with the commercial
banks in exchange for newly created credits to the Gov-
ernment's checking accounts. Even such precise coun-
terbalancing action (so easy to imagine but perhaps
extraordinarily difficult to accomplish) would not neces-
sarily assure a resumption of sustained prosperity, be-
cause there is hidden in the second assumption enumer-
ated above the further assumption that nothing else of
importance is wrong with the economy, at least nothing
that would not be remedied by the monetary manipula-
tions indicated.

Except to point out that the situation seems to have
been quite different during severe depressions in the past
in that many distorted and maladjusted segments of the
economy required treatment during such periods, we
shall not attempt to discuss this aspect of the problem
here. One must admit that there is always a possibility
of a depression that will not reveal numerous deep-seated
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maladjustments requiring correction.
Now it seems quite evident that, if the deficit spending

greatly exceeded the amount of funds held idle by reluct-
ant consumers and savers (assuming that there were such
hoarded funds), more inflation would result. But what
if the deficit spending falls far short of the funds held
idle?

What, indeed, if the Government's action arouses fear
rather than hope? What assurance can there be that
savers generally, individual and corporate, will not rush
to the comparative safety of Government bonds? Official
recognition that a severe depression was imminent might
easily induce a wave of debt repayment (of installment
and inventory loans for example) and an unwillingness
of individuals to buy new homes, etc., that would force
larger institutional investors to turn to Government
bonds. At the rate the economy has recently been oper-
ating, such a stampede for safety could swamp the mar-
ket for Government bonds. Even large deficits might
not be nearly sufficient to absorb the savings seeking
safety and might be far below the amounts that would
involve new debt monetization by the commercial banks.

We conclude that those who so confidently believe the
Government can quickly spend our way back to prosper-
ity may be mistaken. Perhaps there are other points of
attack that would be more fruitful. When testifying
before the Macmillan Committee in 1930, Dr. Walter
W. Stewart of the President's Council of Economic Ad-
visers said, "I should think no one would favour Gov-
ernment loans for the purpose of public works, except
primarily as emergency measures. * * * All that can be
done is to alleviate the immediate situation. I see noth-
ing in such a programme that will do more than mitigate
the situation, and I have little confidence that it would
grow into further prosperity unless other conditions have
adjusted themselves so that the ground is ready for the
seed."1

In the absence of any assurance that the basic assump-
tions underlying the spend-for-prosperity notions are
sound, it is to be hoped that the President will accept the
advice of his Council of Economic Advisers. Unless
they repudiate the sound views they have held in the
past, we believe that following their advice is far more
probable to restore prosperity than is a new excursion
into deficit spending.

Statistical Indicators of Business-Cycle
Changes
The Charts

For the first time, we include in our published group
of statistical indicators the three quarterly series in-
cluded in the 21 series selected by the National Bureau
of Economic Research. The series are added despite the
lag inherent in them, because of the need at this juncture
of the business cycle for utilizing all available evidence
indicative of the present status of the cycle.

The added series are corporate profits after taxes,
gross national product, and bank rates on business loans
in 19 cities. The first two are classified as roughly co-
incident indicators, the third as a lagging indicator.2

All 21 indicators are plotted on the accompanying
charts. The next Research Reports will include the

1For a more extensive discussion of Dr. Stewart's views see the
lead article in the Research Reports dated December 14, 1953.
2For a discussion of the characteristic movements of the differently
classified indicators, see our Special Bulletin, August 24, 1953.

regular monthly discussion of changes in the indicators.
We plan to print the charts of all 21 indicators every

fourth Monday of a 5-week month (approximately quar-
terly) in order to make it easier for the reader to follow
current economic developments. The chart of leading
indicators will appear in our "Monthly Bulletin" in all
4-week months.

Latest Data
The inverted series of liabilities of business failures

dropped substantially during February. Preliminary data
indicate that both the residential building and commer-
cial and industrial building series reflected increases dur-
ing the month. New incorporations increased somewhat
following a decrease in January. The series of employ-
ment in nonagricultural establishments as well as the
inverted series of unemployment declined further dur-
ing February. Bank debits outside New York City
increased during the month. The adjusted Index of In-
dustrial Production decreased in February for the
seventh consecutive month.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 67.8 percent of

capacity for the week ended March 20, 1954, was 2 per-
cent less than that in the preceding week and was 29 per-
cent less than production in the corresponding week last
year.

1929 1932 1937 1938 1953 1954
Percent of Capacityt 95 25 89 32 102 68p
Weekly Cap. (million tons) 1.38 1.52 1.51 1.54 2.25 2.38
Production (million tons) 1.31 .38 1.34 .49 2.30 1.62

Automobile and truck production in the United States
and Canada during the week ended March 13, 1954, was
estimated at 143,273 vehicles, compared with a revised
total of 140,364 vehicles during the previous week.

1929 1932 1937 1938 1953 1954
Vehicles (000 omitted)t 136 35 102 57 166 143p

Electric-power production in the week ended March
13, 1954, decreased to 8,519,000,000 kilowatt-hours
from 8,586,000,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1953 1954
Billion Kilowatt-Hourst 1.69 1.54 2.25 2.06 8.14 8.52

Lumiber production in the week ended March 6, 1954,
increased. The New York Times seasonally adjusted in-
dex was 1 point above that for the preceding week but
was 7 points below that for the corresponding week last
year.

1929 1932 1937 1938 1953 1954
The New York Times Index t 132 37 130 85 130 123
tLatest weekly data; corresponding weeks of earlier years
p=preliminary

DEMAND

Department-Store Sales
Department-store sales for the week ended March 13,

1954, were 8 percent more than sales in the preceding
week but were 8 percent less than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale
1953 1954

(August 1939 = 100) Mar. 19 Mar. 11 Mar. 17
Spot-Market Prices 278 274 276

(22 basic raw materials)
Commodity Futures Prices 354 373 375

(Dow-Jones Daily Index)
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BUSINESS

Employment and Unemployment
The accompanying chart of employment and unem-

ployment 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 adjustment has been made on the accompanying
chart.) The series of seasonally adjusted employment
in nonagricultural establishments is one of the roughly
coincident indicators of cyclical changes of business ac-
tivity; the series usually has coincided with cyclical
peaks but has led cyclical troughs by an average of 3.3

Scales
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months. (Only yearly averages are available from 1929

through 1938. Thereafter, monthly data are shown.)
The inverted seasonally adjusted series of unemployment
is also one of the roughly coincident indicators of cyclical
changes of business activity, although no specific aver-
age lead or lag has been calculated as yet. (This series
is not inverted on the chart.)

By means of the chart insert the seasonally adjusted
series from 1948 to date is plotted on an enlarged scale
so as to permit closer observation of month-to-month
changes in the level of unemployment and facilitate com-
parison of current data with those of the 1949 recession.
The short broken line reflects data of the Department of
Commerce compiled by means of its new sampling meth-
od for the months of January and February. The unem-
ployment curve from 1928 to date reflects data compiled
according to the old sampling method only.

Developments in the employment situation since our

ROUGHLY COINCIDENT a LAGGING INDICATORS ,
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last article (December 7, 1953) indicate clearly that we
are well into a recession. Employment in nonagricul-
tural establishments and average hours worked per week
declined, and unemployment increased substantially dur-
ing the early weeks of the year.

According to the Bureau of Census estimates, based on
the old sampling method, unemployment increased to
3,386,000 during February, from 2,360,000 in January
and 1,850,000 in December. The Bureau's February un-
employment figure computed on the basis of the new
sampling method is 3,671,000. Because the January and
February increase in unemployment is partly seasonal,
the seasonally adjusted figures show a somewhat smaller
increase. According to the seasonally adjusted series,
computed at the Institute using data based on the old
sampling method, unemployment in February was
2,800,000, compared with 2,100,000 in January and
2,000,000 in December 1953. The corresponding figure
based on the new sampling method is 3,100,000 for Feb-
ruary and 2,700,000 for January. No data on the basis
of the new sampling method are available for December
1953, and preceding months.

Unemployment expressed as a percentage of the total
labor force is helpful in keeping unemployment data in
perspective. On this basis, February unemployment,
seasonally adjusted and computed according to the new
sampling method, was about 4.5 percent of the total
labor force. At its peak in the 1949 recession unem-
ployment was about 7 percent of the total labor force.

Our preliminary estimate indicates that the Federal
Reserve Board's seasonally adjusted series of employ-
ment in nonagricultural establishments decreased about
200,000 during February. The February figure was
nearly 3 percent below that for July 1953, when the all-
time high was reached, and about 2 percent below that
for February 1953.

About half of the decrease of 1,000,000 factory jobs
that occurred in the first 6 weeks of the year took place
in four industrial groupings. Employment in textile-
mill-products manufacture declined the sharpest. The
other three industrial groupings registering sharpest de-
creases were transportation equipment (auto), primary-
metal fabricating, and nonelectrical machinery. Only
two industry groups recorded increases in employment;
these were paper and allied products, and printing, pub-
lishing and allied products.

In the nonmanufacturing sector, the Bureau of Labor
Statistics reported that employment in the month to mid-
February "largely conformed to the expected seasonal
pattern." From the Wall Street Journal we read that
"over the year, employment gains in retail trade, financ-
ing, service and State and local Government more than
made up for decreases in mining, construction transpor-
tation and the Federal Government."

Average hours worked per week in manufacturing in-
dustries, unadjusted for seasonal variation, trended
downward from December 1952, when a post-World War
II peak was reached, through January 1954. The pre-
liminary data of average hours worked per week by mid-
February suggest that the February figure may be
slightly higher than that for January. Average hours
worked per week in January were nearly 6 percent less
than that for December 1952. The average weekly hours
worked in durable-goods industries in January were
nearly 2 percent less than those of December 1953, and
nearly 6 percent less than those of December 1952, a
post-World War II high. The average weekly hours
worked in nondurable-goods industries followed sub-
stantially the same pattern.

Man-days lost as a result of labor-management dis-
putes were 24,300,000 in 1953, compared with 54,520,-
000 in 1952, when the industrywide steel strike occurred.

Conclusion

In view of the development of employment conditions
for the latest months, we believe that a further decline of
employment and an increase in unemployment are prob-
able for the near future. A reversal of these trends is
not probable until the series of average weekly hours
worked in the manufacturing industries shows signs of
an upturn.

The Trend of Business Failures
8

The January 3-month moving average of liabilities of
business failures increased 10 percent to the highest level
since May 1933. The January figure was 64 percent
above that of January 1953, 3 percent above the 1953
high reached in November, and 25 percent above the
high of the last recession (reached in March 1949).
(The series is shown on the accompanying chart plotted
at the mid-month.)

Liabilities of business failures, which decreased 31
percent during January, increased 62 percent during
February to a post-World War II high. Liabilities of
business failures totaled $47,774,000 during February,
compared with $29,592,000 during January, $27,273,000
during February 1953, and $37,188,000 during March
1949. The figure was the largest for a February since
the 1933 February figure of $63,700,000.

Average liabilities per failure increased to $51,592
during February, compared with $34,131 during Janu-
ary and $39,469 during February 1953. The 1953 rec-
ord high was $55,014 in July.

The number of failures in February was 926, com-
pared with 867 in January and 691 in February 1953.
The February figure was the highest for any month since
May 1942. The number of failures reported by Dun &
Bradstreet for the 2 weeks ended March 11 was 452,
compared with 345 during the corresponding weeks of
last year.4

Conclusion

We do not expect an early reversal of the upward
trend in liabilities of business failures.

3Failures data used in this article and the accompanying chart and
table are those compiled by Dun & Bradstreet, Inc.
4We have pointed out on previous occasions that liabilities of busi-
ness failures is one of the earliest and most consistent indicators
of cyclical changes of business activity. The series usually leads
cyclical troughs of general business activity by an average of near-
ly 8 months, and is included on an inverted basis among the lead-
ing statistical indicators of the National Bureau of Economic
Research.
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