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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Statistical Indicators of Business-Cycle

Changes
The upward movement of the majority of the leading

indicators, as reflected in their latest monthly changes,
has been interrupted. However, the majority of the
roughly coincident indicators moved upward for the sec-
ond consecutive month, and a majority of the lagging in-
dicators have moved upward, giving their first confirma-
tory evidence of business recovery.

The Leading Indicators

Liabilities of business failures, which decreased 20
percent during October, increased nearly 21 percent dur-
ing November, although seasonally November is usually
the month of smallest failure liabilities. Consequently,
our seasonally adjusted inverted series of liabilities of
business failures decreased to a point about 30 percent
.above the trough reached in February and March.

The daily average of industrial stock prices increased
4 percent during the first 3 weeks of December, reaching
an amount 45 percent more than that of September 1953,
when the present upward trend began.

New orders for durable goods decreased less than 2
percent in October, after having increased 17 percent
(revised) in September. New orders for durable goods
in October totaled 35 percent more than those of Janu-
ary, when a trough of this series was reached.

Both construction series decreased more than season-
ally in November. Despite the decrease, residential-
building contract awards, adjusted for seasonal varia-
tions and price changes, totaled slightly less than the
record figures of the last few months. However, the total
of commercial and industrial contract awards, also sea-
sonally adjusted, decreased to the smallest amount since
December 1953.

Average hours worked per week increased more than
seasonally in November, continuing an irregular upward
trend commenced last April. With the addition of the
November average to the series, we have changed its cur-
rent cyclical status from indeterminate to up (?).

New incorporations decreased less than seasonally dur-
ing November, causing our seasonally adjusted series to
increase to its highest point since October 1946. The
average of the daily index of 22 commodities decreased
1 point during the first 3 weeks of December.

Except for average hours worked per week, no changes
have been made in the apparent recent trends or current
cyclical statuses of the leading indicators.

The Roughly Coincident Indicators
The upward movements reflected in the majority of

the roughly coincident indicators this month are not suffi-
cient to warrant changes in either their apparent recent
trends or current cyclical statuses.

Freight carloadings increased more than seasonally in
November for the second consecutive month but are
still about 2 percent fewer than they were at the begin-
ning of the year. Employment in nonagricultural es-
tablishments and unemployment inverted both increased
for the third consecutive month. The index of industrial
production, which increased 2 points (revised) in Oc-
tober, increased 3 points more in November to the level
of November last year. Bank debits outside New York
City increased about 10 percent in November; wholesale
prices of commodities other than food and farm products
for the first 3 weeks of November were unchanged; like-
wise gross national product for the third quarter remain-
ed unchanged. Corporate profits after taxes for the
third quarter is the only roughly coincident indicator
to decrease since our last monthly bulletin.

MOVEMENT AND STATUS OP

Apparent
Group and Series Recent

Trend
Leading

Liab. of business failures*
Industrial stock prices
New orders—durable goods
Residential building
Com. and industrial bldg.
Avg. hours worked
New incorporations
Whole, prices, 22 commod.

Roughly Coincident
Freight carloadings
Employment (nonagri.)
Bank debits outside NYC
Industrial production
Whole, prices excl. farm prod.

and foods
Gross national product
Unemployment*
Corp. prof, after taxes

Lagging
Personal income
Manufacturers' inventories
Retail sales
Bank rates
Consumer install, defot
fLatest period for which data
* Inverted because movements i

erally opposite in direction

Up
Up
Up
Up
Up
Up
Up

Level

Up
Up

Level
Up

Level
Level
Up

Down

Level
Down
Level
Down
Level

THE INDICATORS

Latest
Mo. or Quar.

Changed

Down (Nov.)
Up (Dec.)
Down (Oct.)
Down (Nov.)
Down (Nov.)
Up (Nov.)
Up (Nov.)
Down (Dec.)

Up (Nov.)
Up (Nov.)
Up (Nov.)
Up (Nov.)

None (Nov.)
None(3'54)
Up (Nov.)
Down(3'54)

Down (Oct.)
Up (Oct.)
Up (Nov.)
Down(3'54)
Up (Oct.)

Current
Cyclical
Status

Up
Up
Up
Up

Up(?)
Up(?)
Up

?

9

9

?
9

9

9

?

Down

9

Down
?

Down
9

are available or can be estimated
of these series uninverted are gen
to movements of the

?=statns cannot be determined.
(?) = status indicated remains doubtful.

other series
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The Lagging Indicators

Three of the five lagging indicators moved upward
during the month. Manufacturers' inventories increased
in October for the first time since October 1953; retail
sales increased for the second consecutive month, and
consumer installment debt increased slightly. Personal
income decreased in October, causing us to change the
apparent recent trend of this series from up to level.

Conclusion

Increases in three of the five lagging indicators are
the most important changes in the indicators since our
last monthly bulletin. If these changes develop into
trends, as appears probable, they will constitute final
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Note: We publish the chart of roughly coincident and lagging
indicators this month in lieu of the chart of leading indicators,
because the roughly coincident and lagging groups provide a con-
firmation of the signs of further business recovery suggested by
the leading indicators.

confirmation by the statistical indicators of an upturn in
general business activity. The upward movement of
five of the eight roughly coincident indicators, as com-
pared with four last month, also is a favorable develop-
ment. However, five of the leading indicators have
moved downward since our last monthly bulletin. For
the present, this change is interpreted as a random move-
ment of no basic significance to the longer term outlook.

In total, the latest monthly changes in the statistical
indicators add support to our belief that a cyclical re-
covery of general business activity is well under way.

SUPPLY

Industrial Production
The index of industrial production adjusted for sea-

sonal variation and long term trend is estimated for De-
cember to be 2 percent more than that for November
(revised) and 8 percent less than that of the three post
war record months April-June 1953.

The more than seasonal gain in the index estimated
at 3 percent for December is large for a single month.
This gain follows an increase of a comparable amount
in November, which was preceded by a 7-month period
during which the index fluctuated less than 1 percent.

The index for December, seasonally adjusted, but un-
adjusted for long-term trend (not shown on chart) is 2
percent greater than that for November and 5 percent
greater than that for December 1953.

All major types of production included in the eighteen
components of the index continued to increase in De-
cember and exceeded their earlier 1954 records.

Steel production in December is estimated at its max-
imum for the year and will be about 2 percent more than
that of December 1953. Steel-ingot production for De-
cember is estimated at 8,100,000 tons, compared with
8,074,000 tons in November and 7,946,000 tons in De-
cember of last year. The year 1954 will record a pro-
duction of about 88,000,000 tons as compared with
111,600,000 in 1953.

Although increased automobile production has been
reflected in increased steel production since mid-Octo-
ber, the New York Times points out that demand from
other steel users such as "construction, farm implements,
home appliances and miscellaneous industries have put
order back logs in the steel plants on the upgrade." And
further, "buying for inventory purposes has not gotten
under way as yet . . . in relation to a capacity that in-
cludes a 15 percent cushion for emergencies."

December production of cars and trucks is expected
to total 650,000, compared with 560,000 in November
and 482,920 in December 1953. The total production
of cars and trucks from January 1 to December 18 was
6,245,917 compared with a total of 7,328,040 for 1953.
Apparently, the earlier change in models will be a factor
in making 1954 the industry's fourth largest year, ex-
ceeded only by 1950, 1951, and 1953.

Lumber production has increased in December with
weekly output exceeding corresponding weeks in 1953
by about 8 percent.

"Allowable" production of 3,216,125 barrels of petro-
leum per day in January, the largest "allowable" since
April, promises increased petroleum production in Jan-
uary.

Present indications are that industrial production, sea-
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sonally adjusted, will increase further in the first quar-
ter of 1955.

Latest Weekly Data

Steel-ingot production of 1,756,000 tons during the
week ended December 25, as indicated by operations
scheduled at 73.6 percent of capacity, compares with
1,950,000 tons during the preceding week and 1,440,000
tons during the corresponding week last year.

The New York Times seasonally adjusted index of
lumber production was 140.6 for the week ended Decem-
ber 11, compared with 137.7 a week earlier and 128.6
for the corresponding week last year.

Electric-power production of 9,909,000,000 kilowatt-
hours during the week ended December 18 compared with
9,846,000,000 kilowatt-hours for the previous week and
8,900,000,000 kilowatt-hours for the corresponding week
last year.

Automobile and truck production in the United States
and Canada, estimated at 178,000 vehicles for the week
ended December 18, compares with a total of 176,100
for the previous week and 132,100 for the correspond-
ing week last year.

These data compare with those for corresponding
weeks of earlier years as follows:

12 89* 94 64* 74*p

.18 1.60 1.73 1.44 1.76

35 104 116 129 141

1.56 5.79 6.00 8.90 9.91

33 128 86 132 178p

1929 1932 1948 1949 1953 1954

Steel

Operating rate—percent cap. 39*
Ingot prodn.—million tons .54

Lumber
New York Times Index 124

Electric Power
Kilowatt-hours—billions 1.86

Automobiles
Vehicles—thousands 23
p Preliminary; * Holiday week

DEMAND

The Harwood Index of Production
We estimate the Harwood Index of Inflation for De-

cember at 186, compared with 185 (revised from 186)
for November and 176 for December 1953.

An indicated Treasury deficit for December in the
neighborhood of $300,000,000, resulting in the transfer
to others of a corresponding amount of bank deposits, is
expected to be primarily responsible for the December
increase in the index.1

1Demand deposits of the Treasury are considered to be potentially
inflationary purchasing media. When these deposits are trans-
ferred to others (by means of Treasury disbursements through
bank checks) the deposits are treated as inflationary purchasing
media.

INDUSTRIAL PRODUCTION

It*

I7C

169

'£C

MO

90

i

I 1 i
 :

 J.

——

1

i

| ft

«l

: |

m
1
i
\ y y

j j
\

HARW0OD INDEX

|

^ I

I

>/̂

OF NFLATION

\

\

\ f

J
/

I

f
/

A;' Vr

....

w

/
i /
V

J

V

tf

J
Y

i

22 '23 '24 '25 '26 '27 '26 '29 '30 '31 '32 *33 '34 '35 '36 '37 '38 '39 '40 '411914 '15 42 '43 '44 '45 '46 \'A7 '48 '40 '50 '51 '52
 r

53 '5*

227



Interim December figures reveal changes of normal
magnitude in the various items of the monetary balance
sheet. Investment-type assets and the amount of Gov-
ernment security holdings of commercial banks decreas-
ed; savings-type liabilities increased, reflecting slightly
larger amounts of time deposits.

General improvement in business conditions has
brought into question the Federal Reserve's easy-money
policy. The policy was adopted in mid-1953 and ex-
tended in 1954, principally through a reduction in the
discount rate for member banks in the spring and re-
ductions last summer in the reserve requirements of
member banks; the latter was the second such reduction
within a 13-month period.

No early reversal of the System's monetary policy is
expected as a result of the business recovery. Rather
what is expected is that the System will follow a less
aggressive easy-money policy. Changes of policy are
expected to be introduced gradually. They appear first
to have been manifested in the higher rate at which the
Treasury does its shortest term borrowing, namely the
rate on 91-day Treasury bills. The average annual rate
on these bills at mid-December was 1.247 percent, the
highest rate since that reported last January 11.

According to The Journal of Commerce, the modified
central-bank policy will result in somewhat reduced
available member-bank reserves. Because it is from
these funds that the banks increase their loans and in-
vestments, any reduction in excess reserves will tend to
restrict increases in bank loans and investments. The
monetary counterpart of more restricted loans and in-
vestments would be a smaller volume of newly created
purchasing media (in the form of bank deposits) deriv-
ing from such loans and investments.

Present indications are that the Federal Reserve's
monetary policy will be somewhat less "easy" during the
early months of 1955. If these indications are realized, the
deflationary influences of large Treasury tax collections
during the first quarter of 1955 may be reflected in a de-
crease of as much as 10 or 12 points in the index of in-
flation by the end of April.

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

18 were 7 percent more than sales in the preceding week
and were 3 percent more than sales in the corresponding
week last year.

PRICES

Commodities at Wholesale
The Bureau of Labor Statistics index of wholesale

prices, which has fluctuated within a narrow range since
'October 1952, is estimated to have decreased slightly in
December from its November level to a point about one-
half of 1 pe'rcent lower than the index for December
1953. The estimated index for December is 6 percent

lower than the post-World War II record which was
reached in February-March 1951.

Prices of farm products in December averaged about
3 percent lower than those of November; those of pro-
cessed foods averaged slightly lower. Prices of all other
commodities in December were slightly higher than
those of November.

In the farm-products component of the index, greatest
decreases were reported in the prices of cocoa beans,
hogs, coffee, and barley; small increases were reported in
the prices of steers and corn. In the processed-foods com-
ponent, decreases were reported in the prices of lard,
sugar, and meats. In the component all commodities
other than farm and foods, the price decreases reported
for hides were more than offset by price increases for
tallow, shellac, rubber, and wool tops.

The Bureau's daily index of spot-market prices of 22
basic commodities declined about 2 percent between mid-
November and mid-December.2 The Dow-Jones daily
index of commodity futures declined nearly 3 percent in
the month ended December 15.

Prices received by farmers increased less than 1 per-
cent during November; prices paid by farmers were un-
changed during November. The change is insufficient to
affect the parity-price ratio, which was reported un-
changed at 87 percent for November.

In the absence of basic changes in the overall supply-
demand situation, we continue to expect that the general
trend of the index of wholesale prices will be slightly
downward during the next few months.

Latest Weekly Data

1953 1954
Index Dec. 22 Dec. 15 Dec. 22

Spot-market, 22 commodities 271 274 276
Commodity futures 345 355 356
Note: The indexes are respectively those of the United States
Bureau of Labor Statistics and Dow Jones. Both indexes are con-
verted so that their August 1939 daily averages equal 100.

BOOK REVIEW
Employment and Wages in the United States by W. S.

Woytrnsky & Associates
The Twentieth Century Fund, 330 West 42 Street, New

York 36, New York ($7.50)
This book is the product of a research project dealing

with the history, structure, and trends of the Nation's
labor force and labor's earning rates. The presentation
is in four parts. Parts one and two are concerned with
wage bargaining and determination. Part three deals
with employment and unemployment; part four con-
siders problems of wage rates and earnings.

2The monthly average of this index is one of the eight leading sta-
tistical indicators.

American Institute for Economic Research is a non
political, non-commercial organization engaged in im-
partial economic research.

Industrial Production

Inflation (Ratio Form)

Commodity-Prices

Indexes
1953 r
Dec.
108

176*

242

of

Jan.
107

172*

244

Production, Inflation,

Feb.
106

168*

243

Mar.
105

164*

243

Apr. May
105 105

170* 172*

244 244

and

June
105

173*

242

Prices
±
July
104

179*

243

Aug.
104

182*

243

Sept.
104*

181*

242*

Oct.
105*

184*

241*

Nov.
108*

185*

242*

Dec.
110*

186*

241*

Commodity-prices § 143 144 144 144 144

§In terms of former gold dollars; *preliminary.
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