
AMERICAN INSTITUTE WEEKLY

/orECONOMIC RESEARCH B u L L E T'N

GREAT BARRINGTON MASSACHUSETTS

June 21

1954

RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Once Upon a Time
Such used to be the traditional beginning of the chil-

dren's bedtime fairy stories, and this brief summary of
circumstances that used to exist in the United States
probably will seem like a fairy story to those who do
not remember the days before World War I. That the
circumstances here related actually once existed will be
attested to, we have no doubt, by some of our older read-
ers as well as the present writer.

There was a time in these United States when the man
who created on a large scale the goods or services that
his fellow citizens wanted was regarded and was treated
as a public benefactor. The profits that he made by his
new inventions or by his genius for serving others were
left in his hands. There was no income tax either on
individuals or corporations.

In commenting on that situation, we have no intention
of implying that all was then for the best in the best of
all possible worlds. There was in these early years of
the present century, as there had long been, a vast diver-
sion of current income to the holders of monopoly privi-
leges in various forms. It may be argued that the in-
come tax has to some extent "recaptured" part of such
monopoly gains for the public purse, but it can hardly
be denied that, in thus aiming the shotgun in the general
direction of the "horse thief," we have also badly wound-
ed the family cow (without, it might be added, by any
means ending the career of the "horse thief").

Such, at least, has been the situation from the view-
point of those who regard the inventing, innovating, and
creative geniuses as the "milch cows" of a modern indus-
trial economy. Perhaps "genius" is not quite the right
word, because for every Henry Ford, or Harvey Fire-
stone, or Thomas Edison there are thousands of lesser in-
dividuals who cannot all properly be labeled geniuses
but who nevertheless are living cells in the fermenting
yeast that provides the significant growth pressure and
related characteristics of a relatively free industrial
economy.

We see little reason to doubt that the American econ-
omy became a giant among the modern industrial econ-
omies of the world primarily because numerous little
businesses rapidly became larger businesses. No cartel-
dominated economy of the older industrial nations and
no dictator-directed economy has as yet exhibited the
surging growth characteristics found in the American
economy during the decades from the Civil War to World
War I.

The process of leaving in the hands of the inventor-
innovator-creator the profits that accrue to him in rela-
tively free markets is an obvious means of strengthening
the muscle of the horse that is pulling the load. Industrial
growth results not from the smooth functioning of long-
established enterprises complacently garnering the fruits
of past efforts, but from the dynamic current efforts of the
man who can do better something that the well-estab-
lished businesses think they can do well enough. Such
an independent individualist always needs more funds
than most outside sources are ready to provide for the
simple reason that virtually every such individual has
had to overcome the crackpot stigma before he could be
considered a good credit risk. By that time his success
usually has been assured.

During the period when the so-called "excess profits"
tax was in effect, the United States had a unique device
for stifling enterprise and inhibiting industrial growth.
That such was the situation was generally conceded by
nearly all concerned, and the tax has been tolerated only
during wartime or similar emergencies for temporary
periods and quite frankly as a political expedient. Many
seem not to realize or else give little weight to the fact
that the shotgun type of income tax, which does not dis-
criminate between the financial reward for stimulating
industrial progress (also the means for stimulating more
progress) and the fruits of monopoly privileges, accom-
plishes much the same result as the excess-profits tax to
a somewhat lesser degree. Especially is this true with
corporate and individual income taxes at the high level
they are today.

Thus we have "loaded the dice" in a way that inhibits
the efforts of those who might literally be raising the
economy's growth rate by energetic tugging on their own
boot straps. Many businessmen express surprise that
the young men seeking jobs seem more interested in the
company's retirement plan than in the chances for per-
sonal advancement. Is not a partial reason for this situ-
ation to be found in the tax barriers to personal pro-
gress ?

All of us older citizens remember when the Horatio
Alger books were read with absorbing interest by thous-
ands whose imaginations were stimulated by tales of suc-
cess to go and do likewise. Who but a near idiot among
today's high-school youth would dream that he might
find a similar road to success and beat the Federal tax
collector to the reward. Those stories of past achieve-
ments must seem like fairy stories of a bygone world to
the youth of today. Such tales cannot preserve the magic
touch of stimulating reality without current examples to
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prove that they are not dreams. Where can one find
individual success burgeoning today as it did in the days
of Edison, Firestone, and Ford?

Why is there not more general recognition that the
men Who create goods and services that their fellow citi-
zens want or new ways of providing already existing
types of goods and services are, in greater or lesser de-
gree, artistic geniuses much as were the great composers
and the great artists. Stripping such men of the finan-
cial return from their efforts is akin to cutting the finger
muscles of a Mozart or operating on the eyes of a Leon-
ardo Da Vinci in order to reduce his vision.

The financial return to the individual or corporation
that cooperates best by providing what the public most
wants is important not only as a reward but also as the
means for expanding the successful efforts. In fact, the
reward aspect to most such creative geniuses may be
relatively insignificant. A Mozart or a Leonardo Da
Vinci appreciated applause, but the deeper satisfaction
of the inner urge to create came from the successful cre-
ation itself. And just as a crippled Mozart or partially
blinded Da Vinci -would have found his deepest sorrow
in the loss of opportunity to create, so also does the cre-
ative business genius, whose means go to the tax gath-
erer, find his greatest frustration and discouragement in
the loss of opportunities to create more and better things
or services that his fellow citizens want.

That the American economy has survived for a few
decades the application of tax procedures so destructive
of individual initiative seems more a tribute to deep-
seated American tradition than to the wisdom of our tax-
ing authorities. At first the tax rates were low, but in
recent years and perhaps for some time to come the rates
will be relatively high.

Therefore, this question arises: Is it not of crucial im-
portance that some way be found to differentiate between
the financial rewards of creative genius (both large and
small scale) and the incomes accruing to the holders of
all kinds of monopoly privileges when the tax gath-
erer makes his rounds? We think there is danger that
the future industrial growth of the United States will be
retarded for reasons so obvious that it would seem they
need only be pointed out tc receive intelligent consider-
ation.

The present Administration has made some statements
about taxes that suggest there is at least partial aware-
ness of the situation described above. The proposal to
lessen the burden of double taxation on corporate divi-
dends is a halting step toward reversing the trend of the
past four decades. Whether these portents are a suffi-
cient basis for hope in the wisdom of future tax legis-
lation remains to be seen. However, we believe that such
a turn in the trend, when and if it actually occurs, might
tend to restore the confident optimism and dynamic
healthy growth that characterized the American economy
in the days that some of us still remember, when most
young men were more interested in opportunities than in
retirement plans.

What the Indicators Say
Liabilities of business failures decreased further in

May, causing our seasonally adjusted inverted series of
liabilities to increase for the second consecutive month.
Revised figures reveal that new orders for durable goods
decreased slightly in April, after having increased dur-
ing the two preceding months. (Preliminary April fig-
ures indicated no change in the series.) The index of

industrial production increased in May for the first time
since last July. Retail sales decreased during the month,
according to preliminary data.

Steel-scrap prices, not included among the statistical
indicators, were unchanged in the week ended June 8.
Iron Age reports that steel-scrap markets appeared
weaker at the beginning of June than at any time during
the last 11 weeks.

The leading indicators continue to suggest that a se-
vere depression is not imminent, but there is little indi-
cation of a sustained recovery to boom levels.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 73.5 percent of

capacity for the week ended June 19, 1954, was slightly
more than that in the preceding week but was 19 percent
less than production in the corresponding week last year.

1929 1932 1937 1938 1953 1954
Percent of Capacityt 96 17 76 26 97 74p
Weekly Cap. (million tons) 1.38 1.52 1.51 1.54 2.25 2.38
Production (million tons) 1.33 .26 1.15 .40 2.18 1.76

Automobile and truck production in the United States
and Canada during the week ended June 12, 1954, was
estimated at 140,404 vehicles, compared with a revised
total of 119,688 vehicles during the previous week.

1929 1932 1937 1938 1953 1954

Vehicles (000 omitted)t 126 53 119 40 168 140p
Electric-power production in the week ended June 12,

1954, increased to 8,658,000,000 kilowatt-hours from
8,246,000,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1953 1954

Billion Kilowatt-Hourst 1.70 1.44 2.27 2.06 8.24 8.66
Lumber production in the week ended June 5, 1954,

increased. The New York Times seasonally adjusted in-
dex was 3 points above that for the preceding week and
was 6 points above that for the corresponding week last
year.

1929 1932 1937 1938 1953 1954
The New York Times Indexf 123 39* 96* 81* 109 115*
tLatest weekly data; corresponding weeks of earlier years
p=preliminary; * holiday

DEMAND
Department-Store Sales

Department-store sales for the week ended June 12,
1954, were 14 percent more than sales in the preceding
week but were 1 percent less than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale
1953 1954

(August 1939 = 100) June 17 June 10 June 17
Spot-Market Prices 265 284 281

(22 basic raw materials)
Commodity Futures Prices 329 377 374

(Dow-Jones Daily Index)

BUSINESS
Private Contracts for Engineering

Construction
The 3-month moving average of the dollar value of

private awards for engineering construction (plotted at
the third month) increased 25 percent further during
May after having increased 39 percent during April. At
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this level the average was 8 percent below its 1953 high
reached in March, and nearly 11 percent above that of
May a year earlier. Thus the downward trend of the
series which began in April 1953, after the establish-
ment of a tight-money policy early last year, and reached
a low in March 1954 appears to have been arrested if
not reversed.

The dollar value of contract awards for private engi-
neering construction during May (a 4-week month) was
$922,000,000, compared with $873,000,000 during April
(a 5-week month) and $635,000,000 during May 1953
(a 4-week month). On the basis of weekly average
awards, all three main groups increased during May.
The weekly average of awards for industrial building
was $68,000,000 in May, compared with $41,000,000 in
April; the corresponding figures for mass housing were
$127,000,000 and $101,000,000, respectively; those for
commercial building were $30,000,000 and $27,000,000,
respectively.

For the first 5 months of the year private engineering-
construction contracts awards totaled $5,343,000,000,
compared with $6,588,000,000 during the corresponding
period of 1953. For the first 4 months of this year
total contract awards had been 25 percent less than in
the corresponding period last year; for the first 3
months, they had been 34 percent less. Engineering
News-Record reports that in May "mass housing con-
tracts made a new record for any month, on the basis
of average weekly awards. This combined with the
April volume (which was the third highest for any
month), brings the 1954 weekly average of mass housing
contract awards 4 percent above the previous high set in
1953. Commercial-building awards continued to climb
for the sixth consecutive month, pushing the weekly aver-
age 11 percent ahead of the previous record for a five
month period set in 1953." However, awards for indus-
trial building and unclassified works during the first 5
months were 40 and 63 percent, respectively, below the
totals for the corresponding period of 1953.

The Engineering News-Record index of construction
costs increased a little more than 1 percent during April
and May. The May figure was 5 percent above that of
May 1953. According to preliminary reports, construc-
tion costs increased further in June. The 3-month mov-
ing average shown on the accompanying chart as "phys-
ical volume" is calculated by dividing the dollar value
of contract awards by the construction-cost index. Thus
changes in the average reflect relative changes in the
physical volume of construction for which contracts have
been awarded. This average increased 20 percent dur-
ing April and 22 percent further during May to a level 6
percent below that of May 1953 and 22 percent below
the 1953 high reached in March.

Engineering News-Record recently reported on the
amounts United States industry (manufacturers, utilities,
transportation, communication, and mining firms) plans
to spend on new plant and equipment. Total planned
expenditures for 1954 are estimated at $21,499,000,000,
compared with the actual spending of $22,305,000,000 in
1953 and with an earlier estimate of $18,204,000,000 for
1955, $17,214,000,000 for 1956, and $17,027,000,000 for
1957. On the basis of this survey expenditures are esti-
mated at an annual average of $17,500,000,000 from
1953 through 1957, only $2,000,000,000 less than the
average for the years 1950 through 1953.

June figures thus far are somewhat smaller than those
for the corresponding weeks of April and May. Conse-
quently, private engineering contract awards during June
may be less than those for April or May, but greater than
those of March; and, therefore, our 3-month moving
average for June probably will increase further. There-
after a leveling-off, or a decrease in, the average seems
probable.

Employment and Unemployment
1

All three series, average hours worked, nonagricultural
employment, and unemployment, indicate that business
activity still is receding, but that the rate of decrease in
employment and increase in unemployment has dimin-
ished during recent weeks.

According to Bureau of the Census estimates, based
on the Bureau's new sampling method, unemployment
decreased 160,000 during May to a level of 3,305,000,

iThe accompanying chart shows three series of employment and
unemployment. Each of the series is a statistical indicator used
by the National Bureau of Economic Research. Average hours
worked per week (seasonally adjusted) is one of the early indi-
cators of cyclical changes in business activity; the series has led
cyclical peaks by 3.8 months and cyclical troughs by 2.6 months.
Data shown on the chart are yearly averages from 1929 through
1931; thereafter, they are monthly averages. Seasonal changes
are relatively minor, and no seasonal adjustment has been made
in the data shown.

Employment in nonagricultural establishments (seasonally ad-
justed) is one of the roughly coincident indicators of cyclical
changes in business activity; the series usually has coincided
with cyclical peaks but has led cyclical troughs by an average of
3.3 months. The data are yearly averages from 1929 through
1938; thereafter, they are monthly averages.

Unemployment (seasonally adjusted) is also one of the roughly
coincident indicators of cyclical changes in business activity. The
average lead or lag of this series has not been determined. The
series is not inverted on the accompanying chart, whereas it is
inverted when shown among all the statistical indicators.

The unemployment series, from 1948 to date, is plotted on an en-
larged insert-scale in order to facilitate closer observation of
month-to-month changes in the level of unemployment and facili-
tate comparison of current data with those of the 1949 recession.
The data are those of the Bureau of the Census, developed by
means of its new sampling method.
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EMPLOYMENT AND UNEMPLOYMENT

compared with 1,306,000 unemployed in May 1953. How-
ever, according to the seasonally adjusted series com-
puted at the Institute, unemployment increased 130,000
during May to 3,560,000. At this level about 5 percent
of the labor force was unemployed, compared with about
7 percent at the peak of the 1949 recession.

Because unemployment increases seasonally during
June and July as students enter the labor market, an in-
crease in the seasonally unadjusted series of unemploy-
ment to 4,000,000 or more in June and July appears
probable. If the number of unemployed does not ex-
ceed 4,000,000 during June and July, unemployment
(seasonally adjusted) in those months will remain at
approximately its May level.

Employment in nonagricultural establishments, as
measured by preliminary estimates of the Federal Re-
serve Board's seasonally adjusted series, decreased nearly
300,000 during May to a total about 1,400,000, nearly 3
percent, less than that of May last year. Decreases in
manufacturing establishments exceeded gains in the non-
manufacturing establishments.

Average hours worked per week in manufacturing in-
dustries, unadjusted for seasonal variations, increased
0.3 during May to 39.3, compared with 40.7 in May
1953. As we mentioned a few weeks ago, this develop-
ment may mark a turning point for the better in one of
the more consistent leading indicators, but it is not yet
safe to assume that the cyclical trend has changed. In
the durable-goods industries average hours worked per
week decreased approximately 2 hours between April
1953 and April 1954; in the nondurable-goods industries
the decrease was approximately 1.4 hours.

A continuation of the downward trend of the nonagri-
cultural employment series at the rate prevailing since
the middle of 1953 does not seem probable at present.
Nevertheless, a return of the labor market to the con*
ditions of 1952-53 seems equally improbable in the near
future.

Manufacturers' Orders, Sales, and
(
 Inventories

Manufacturers' new orders (seasonally adjusted) in-
creased 1 percent during April, after having increased 4
percent (revised) during March. The total for April
was $24,400,000,000, compared with a revised total of
$24,100,000,000 in March. The April figure was 11 per-
cent below that of April 1953 and 12 percent below the
1953 record for the series reached in May.

New orders for durable goods (seasonally adjusted),
one of the eight leading statistical indicators, decreased
slightly less than 1 percent during April, after having
increased 6 percent (revised) during March. Thus, the

recovery shown in this series in February and March has
been interrupted. More time is needed to determine
whether the recovery was the beginning of a new cyclical
trend or whether it was only a temporary interruption of
the previous downward trend begun in July 1953. New
orders for durable goods in April were 20 percent less
than those of April last year and 23 percent less than the
1953 record total in May of that year.

New orders for nondurable goods (seasonally adjust-
ed), increased 2 percent in April, following an increase
of 2 percent in March, thereby continuing an upward
trend begun in February.

Unfilled orders (unadjusted seasonally) decreased 3
percent during April from the revised March figure.
This series has been decreasing since a record total was
reached in September 1952. Since then, unfilled orders
for both durable and nondurable goods have decreased
32 percent.

Manufacturers' sales (seasonally adjusted) increased
1 percent in April, after having increased 2 percent in
March. April sales were 8 percent less than those of
April 1953, when record sales were reached. Compared
with sales for April 1953, sales of durable-goods manu-
facturers in April decreased 14 percent; sales of nondur-
able-goods manufacturers decreased less than 1 percent.

The dollar value of manufacturers' inventories (sea-
sonally adjusted) decreased about 1 percent during
April to a level only slightly greater than that of April
1953. This series has been decreasing since September
1953, when a record level was reached.

Department of Commerce data by stage of fabrication
(not adjusted for seasonal variation) reveal that the de-
crease of total inventories since September 1953 was
wholly attributable to the decrease in inventories of pur-
chased materials, whereas inventories of goods in process
and finished goods remained virtually unchanged at or
near the record levels reached a few months ago. Be-
tween the end of September 1953, when a record was
reached, and the end of April 1954, total inventories de-
creased less than 3 percent. During this period, inven-
tories of purchased materials decreased 9 percent, those
of goods in process decreased less than 2 percent, and
those of finished goods increased 3 percent. The total
of all inventories of the durable-goods industries de-
creased 3 percent during the period September 1953 to
April 1954. Inventories of purchased materials de-
creased 16 percent, those of goods in process decreased
2 percent, and those of finished goods increased 8 per-
cent. Thus, it is apparent that the decrease in total man-
ufacturers' inventories is the result of decreases in in-
ventories of purchased materials rather than an adjust-
ment of goods-in-process and finished-goods inventories
to a lower level of general business.

The ratio of manufacturers' inventories to sales de-
creased 2 percent in April for the third consecutive
month. However, the ratio is still 8 percent above that
for April 1953, when the record low for the year was
reached.

The improvement in manufacturers
9
 sales and new or-

ders which started in March continued into April. How-
ever, the rate of improvement was less in April than it
was in March. Moreover, the April decrease in new or-
ders for durable goods suggests that, if a general recov-
ery has begun, it has not yet developed much momentum.
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