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Summary of Future Probabilities

The juncture of domestic and world affairs in May
1954 intensifies both interest in knowing and difficulties
in estimating future probabilities of economic changes.

Again we emphasize that the figures used in the fol-
lowing tabulation are merely a convenient way of pre-
senting our guesses and do not imply that there is a sci-
entific, mathematical basis for the probabilities shown.
Moreover, our estimates are based on data available in
May 1954. In view of the fact that the policies or
actions of the Administration or the Federal Reserve
Board may change almost without warning at any time,
the figures are subject to major revisions within short
periods.1

In the five column headings the table shows all the
possible changes that may occur in each of the various
indicators of economic activity shown at the left. The
table shows our estimate of the number of changes in 10
that any one of the specified changes will prevail 12
months from now and not the chances of interim short-
term fluctuations. For example, at the end of the next
12 months, according to the table, there are 2 chances
in 10 that bond prices will be moderately higher than
at present. The table does not indicate whether bond
prices will or will not rise to higher levels or fall to
lower levels at some specific time during the next 12
months.

Readers may note that there is not a one-to-one corres-
pondence between the changes in the index of inflation
and changes in the other economic series. Of course,
the statistical limitations of all the series involved make

1For example, our summary table of future probabilities was re-
vised twice within 3 months following its publication in May 1949.

such a correspondence highly improbable. Moreover,
other factors are involved. For example, a major con-
sideration at this time is the unusually long period for
which high levels of business activity were prolonged by
the aid of intermittent increases in the degree of infla-
tion; apparently, increasing inflation in recent months
has been a factor contributing to the general strength of
prices in contrast with the decrease in business activity
since mid-1953.

Since the publication of our last table of future prob-
abilities, the chances of a decrease in the index of infla-
tion during the next 12 months are believed to have
fallen from about 2y2 chances in 10 to \y2 chances in
10, the sum of the number of chances indicated in the
first and second columns. There are considered to be
5y2 chances in 10 of no appreciable change and 3
chances in 10 of an increase. Our estimate places the
probabilities of some additional inflation during the next
12 months at 3 chances in 10, the same as a year ago
The estimate reduces from 2y2 to iy2 the probabilities
of deflation. Basic to our estimate are the indications
that the Federal Reserve Board will continue through the
next year the easy-money policy to which it is presently
committed.

The estimated chances of higher commercial money
rates 12 months from now compared with those prevail-
ing at present are 2 in 10, and the chances of lower
money rates are 3 to 10. There are 5 chances in 10
that money rates will be little changed.

The estimated chances of higher bond prices 12 months
from now compared with those prevailing at present are
2 in 10, and the chances of lower bond prices are 2>y2 in
10. There are 4<y2 chances in 10 that bond prices will
be little changed.

The chances that commodity prices will be lower a
a year from now are estimated at 4 in 10, more than 4
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times our estimate of 1 chance in 10 that prices will be
higher. There is thought to be about 1 chance in 10 of
a major decrease in commodity prices. The chances of
a leveling-off have increased during the past year from
31/2 in 10 to 5 in 10.

The chances of a moderate decrease in business activ-
ity are believed to be about 2 in 10; of a business ex-
pansion, 31/<2 in 10; and of a leveling-off in business ac-
tivity, 31^. chances in 10. There is perhaps 1 chance in
10 of a major decrease, and we see little chance of a
major increase from present levels.

The most striking features of our estimates at this time
are the relatively great probabilities assigned to the ex-
pectation of little or no change in most instances. Al-
though a moderate increase in our index of inflation
seems more probable than a decrease, we estimate that
there is better than a 50-50 chance of no significant
change.

The chances of a decrease in commodity prices out-
weigh the chances of an increase, 4 to 1; but we think
that there is a 50-50 chance of enough more inflation to
support prices at present levels.

We believe that some increase in general business ac-
tivity is more probable than a decrease from present
levels, partly because we expect the Nation's long-term
economic growth to be a mildly sustaining influence and,
in the absence of deflation, we can visualize no strong
contracting forces.

What the Indicators Say
The accompanying chart presents three indices, devel-

oped by the National Bureau of Economic Research,
which summarize the overall cyclical status of the three
groups of statistical indicators through April 1954. The
curves reflect preliminary or estimated data for the latest
2 to 4 months. Thus, revisions may be necessary as
final data become available.

The percentages of 8 leading and 8 roughly coincident
indicators expanding were unchanged during April from
the March level. The curve of lagging indicators, which
reached the zero line in February and remained there in
March, increased slightly during April.

Latest Data

Prices of industrial common stocks increased further
during the last week of May. New orders for durable
goods were unchanged in April. Preliminary (unad-
justed) data indicate some decrease in the number of
new incorporations during May. Manufacturers' inven-
tories decreased substantially during April, but they
still slightly exceed those of April 1953. Consumer in-
stallment debt increased less than seasonally in April.
The first-quarter figure of bank rates an business loans
in 19 cities was revised downward.

The monthly average of steel-scrap prices, not includ-
ed among the statistical indicators, increased during
May.
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The summary of statistical indicators reveals little
overall change in the economy. Although these data
suggest that the business downturn has ended, they do
not provide a sufficient basis for believing that business
will improve markedly during the next few months.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 70.9 percent of

capacity for the week ended June 5, 1954, was slightly
less than that in the preceding week and was 25 percent
less than production in the corresponding week last year.

1929 1932 1937 1938 1953 1954
Percent of Capacity! 95 21* 75* 26* 100 71*p
Weekly Cap. (million tons) 1.38 1.52 1.51 1.54 2.25 2.38
Production (million tons) 1.31 .32 1.13 .40 2.25 1.69

Automobile and truck production in the United States
and Canada during the week ended May 29, 1954, was
estimated at 149,596 vehicles, compared with a revised
total of 157,993 vehicles during the previous week.

1929 1932 1937 1938 1953 1954
Vehicles (000 omitted) 111* 47 131 45 126 150p

Electric-power production in the week ended May 29,
1954, increased . tp. 8,433»000,Q0Qtt Jdlflwatt.hours J
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8,373,000,000 kilowatt-hours in the previous week.
1929 1932 1937 1938 1953 1954

Billion Kilowatt-Hourst 1.62* 1.43 2.25 2.03 7.96 8.43
Lumber production in the week ended May 22, 1954,

increased. The New York Times seasonally adjusted in-
dex was 4 points above that for the preceding week and
was 3 percent above that for the corresponding week
last year.

1929 1932 1937 1938 1953 1954
The New York Times Indext 130 42 94 79 112 115
tLatest weekly data; corresponding weeks of earlier years
p—preliminary; *holiday

DEMAND
Department-Store Sales

We estimate the seasonally adjusted index of depart-
ment-store sales (based on dollar value) for May at a
level about 1 percent higher than the revised level of
April and about 6 percent below that for May last year
when the 1953 peak was reached.

Prices of goods sold in department stores, which have
been quite stable during the past several months, de-
clined slightly during April to a level equal to that a
year ago.

The physical volume of department-store sales (cal-
culated by dividing the dollar-value index of sales by the
index of prices) increased nearly 4 percent during April
to a level 1 percent below that for April last year.

The potential volume of department-store sales (which
reflects physical production of goods sold through de-
partment stores) decreased 1 percent during April, thus
continuing the downward trend begun in the third quar-
ter of 1953.

The trend of department-store sales in the past has
paralleled generally the trend of all retail sales. Thus,
department-store sales data, which are available in ad-
vance of data for all retail sales, have been a fairly re-
liable early indicator of the trend of total retail sales.
However, department-store sales decreased from 8 per-
cent of all retail sales during 1947-49 to about 6 percent
during 1953, and fluctuations in department-store sales
during the last 3 years have been greater than those in
total retail sales. Nevertheless, the movements of both
series continue to show sufficient relationship to justify
continued use of department-store sales as an indicator
of the trend of all retail sales.

The downward trend of department-store sales that
began in the third quarter of 1953 apparently has been
halted, at least temporarily. Although a resumption of
the downward trend is a possibility, we believe that a
leveling-off or a slight upward movement, at least of the
physical volume of sales, is more probable during the
second half of the year.

Latest Weekly Data
Department-store sales for the week ended May 29,

1954, were 3 percent more than sales in the preceding
week and were 12 percent more than sales in the corres-
ponding week last year.

PRICES
Consumers' Prices

The Bureau of Labor Statistics' index of prices of
goods and services bought by moderate-income city fami-
lies decreased two-tenths of a point during the month
ended April 15 for the third consecutive month to a level
seven-tenths of 1 percent below the alltime high reached
in October 1953. The April index was eight-tenths of 1
percent above that of April 1953 and was about equal to
that of June and July last year.

Cuts in Federal excise taxes effective April 1 were pri-
marily responsible for the decrease of the index. Only
about half, or less, of the tax cuts was passed along to
consumers, according to Ewan Clague, Commissioner of
the Bureau of Labor Statistics, who described prices as
"still pretty stable, with a slow downward drift." The
overall index, however, conceals some significant ups and
downs among its various components.

Costs of food, medical care, and transportation in-
creased from mid-March to mid-April, but costs of hous-
ing, apparel, personal care, reading and recreation de-
creased. The food component increased three-tenths of
1 percent to a level eight-tenths of 1 percent above that of
April 1953 and 12 percent above that of June 1950. At
this point the component was still nearly 4 percent be-
low the peak reached in August 1952. Prices of fresh
fruits and vegetables, lamb, poultry, and fish were
higher, but prices of beef and veal were lower. The
price of coffee increased 8 percent further to a level 24
percent above that of December. Costs of medical care,
which have been increasing steadily since the beginning
of 1947, continued to increase in April. The trans-
portation component increased one-tenth of 1 percent.
Higher local transit fares and a sharp rise in gasoline
prices following a price war account for the increase.

The housing component decreased four-tenths of 1 per-
cent, despite the slight increase of rents. However, iso-
lated decreases of rents were reported in some of the
smaller cities. Reduced prices of appliances as a result
of tax cuts more than offset rent increases. N

Apparel prices , declined JFOJC.. the., fifth,,, .consecutive
month. The average reduction was two-tenths of 1 per-
cent. Costs of personal care decreased 1 percent; those
of reading and recreation, less than 2 percent, although
the tax cut on admissions was not passed on to patrons
in many instances.
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JFe expect the present mild downward trend of con-
sumers' prices to continue into the near future.

Commodities at Wholesale

(August 1939 = 100)
Spot-Market Prices

(22 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1953
June 3

271

335

BUSINESS

1954
May 27 June 3

286 286

378 377

The Trend of Business Failures
Our 3-month moving average of liabilities of business

failures (plotted at the midmonth) for March increased
10 percent to the highest level since April 1933.2 At
this level the average was 56 percent above its post-
World War II high reached in March 1949 and 150 per-
cent above its 1952 low reached in August.

The monthly figure of liabilities of failures, which
had increased 20 percent during March, decreased 26
percent during April.3 Despite the decrease, April lia-
bilities were 55 percent greater than those of the corres-
ponding month a year earlier and totaled $42,512,000,
compared with $57,280,000 during March and $27,520,-
000 during April 1953. The number of failures in
April was 975, compared with 1,102 in March and 693
in April 1953. Liabilities per failure averaged $51,978
in March compared with $43,602 in April.

Manufacturing was the only major industry group in
which failure liabilities were more in April than in
March. All five major industry groups had fewer fail-
ures in April than in March but more than in April
1953. The proportion of liabilities represented by min-
ing and manufacturing increased from 27 percent in
March to 48 percent in April; that represented by whole-
sale trade, from 9 to 11 percent. The proportions rep-
resented by the three remaining groups decreased as fol-
lows: construction, from 13 to 9 percent; retail trade,
from 45 to 28 percent; commercial services, from 6 to
4 percent.

Business-failure liabilities for the first 4 months of
1954 totaled $177,158,000, compared with $109,184,000
during the corresponding period last year. Failure lia-
bilities of the mining and manufacturing group increas-

2Our moving average is based on data reported by Dun & Brad-
Street, Inc.; monthly figures are those of Dun & Bradstreet.

?The increase in the moving average, which includes the figure
for April, is accounted for by the fact that the figure for April
was greater than the one for January which was dropped in the
latest moving average.

ed from $40,357,000 to $70,401,000. Liabilities of the
subgroups increased as follows: machinery-manufactur-
ing, from $6,321,000 to $19,529,000; textile and apparel,
from $6,852,000 to $10,170,000; food and kindred
products, from $3,252,000 to $7,658,000.

Failure liabilities of wholesalers increased from $14,-
192,000 during the first 4 months of 1953 to $17,467,000
during the first 4 months of 1954. Liabilities of retail-
ers increased from $36,068,000 in the earlier period to
$58,466,000 in the later period. Liabilities of the fur-
niture and homefurnishing trade, which increased from
$8,422,000 during the first 4 months of 1953 to $23,810,-
000 during the corresponding period of 1954, showed
the largest- increase in this group.

Failure liabilities in the construction industry increas-
ed from $13,367,000 during the first 4 months of 1953
to $18,195,000 during the first 4 months of 1954; those
of the commercial-services group increased from $5,-
200,000 to $12,629,000.

Dun & Bradstreet reports 8,862 failures in 1953 with
liabilities totaling $394,153,000 and classifies these fail-
ures according to cause as follows: neglect, 5 percent;
fraud, 4 percent; lack of experience in line, 11 percent;
lack of managerial experience, 11 percent; unbalanced
experience (in sales, finance, purchasing, and produc-
tion), 17 percent; incompetence, 50 percent; disaster, 1
percent; all other causes, 1 percent.

The number of failures reported for the 4 weeks end-
ed May 27 was 908, compared with 907 during the cor-
responding period of April.

Incomplete data indicate that our 3-month moving av-
erage of failure liabilities will turn down for April.
More time is needed to determine whether the movement
would be only temporary or whether it would represent
the beginning of a cyclical downward trend.

Month

January
February
March
April
May

June
July
August
September
October
November
December

Total

BUSINESS FAILURES: NUMBER AND LIABILITIES

1952

671
619
715
780
638
671
580
594
539
621
590
583

7,601

Number

1953
647
691
739
693
697
817
724
700
686
840
815
813

8,862

1954

867
926

1,102

975

1952
$26,208

19,474
29,232
29,500
21,193
21,222
22,789
16,322
20,138
35,049
18,757
23,400

$283,284

Liabilities

(000 omitted)

1953
$23,309
27,273
31,082
27,520
32,789
32,379
39,830
28,529
33,817
37,076
36,795
43,754

$394,153

1954
$29,592
47,774
57,280
42,512
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