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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Tomorrow's Inventory Problem in the
Consumer's Hands?

Comforting conclusions have been drawn by some ob-
servers from the latest figures for inventory accumula-
tions in the hands of manufacturers, wholesalers, and re-
tailers. Since the general reductions in such inventories
began late in 1953, manufacturers' inventories have
been reduced about $4,000,000,000, and inventories held
by wholesalers and retailers have been reduced approxi-
mately $1,000,000,000, the combined figure making an
over-all reduction of about 6 percent.

At first thought these figures do seem to suggest that
the economy has no major inventory problem at present
and probably will not have any unless and until busi-
nessmen again accumulate larger inventories. In fact,
there have even been reports that some manufacturers
and others are having difficulty in accumulating suffi-
cient inventories to care for the present large volume of
sales. That there is no inventory problem sufficient to
block the channels of trade, become frozen assets, and
cause large losses in the event of a severe recession
seems to he generally believed.

We suspect, however, that such complacent views fail
to recognize a shift in the location of inventories that
has already reached large proportions. The danger-
ously large inventories now seem to be accumulating in
the hands of consumers. Such is the effect of the- rapid
increase in the items not yet paid for that are being
bought on the installment plan.

A similar situation developed in the years from 1927
through 1929. Then, as now, retailers, wholesalers,
and manufacturers were operating on a "hand-to-mouth"
basis. In the absence of war scares and with wartime
shortages and subsequent production "bottlenecks"
broken, there was little reason for businessmen to accu-
mulate inventories, and the situation is nearly the same
in this respect today.

The extent of the increase in consumers' inventories
of goods not yet paid for is revealed in part by the
record of consumer installment credit. In the six months
beginning November of 1954 through April of this year,
such credit extensions have increased (after repayments)
more than $2,000,000,000. Since the lowest level of
1954 was reached in February of that year, short- and
intermediate-term consumer credit outstanding has in-
creased nearly $5,000,000,000, thereby approximately
counterbalancing the reduction in business inventories.

In contrast with the situation a quarter century ago,
installment buying of homes on a long-term basis has
become widespread. Down payments have been small,
in many instances nonexistent. Moreover, included with
most new houses today is a considerable inventory of ap-
pliances. Unlike the houses themselves, electric ranges,
refrigerators, and other appliances have useful lives
much shorter than the period of the usual mortgage
loan. Consequently, an unusually large portion of the
value of such items constitutes, in effect, undigested in-
ventory in the hands of consumers.

Defaults Probable?

Prior to the Great Depression, the soundness of in-
stallment credit was often questioned. In fact, few com-
mercial banks would make consumer loans on a large
scale in those days, partly because there was an inade-
quate basis of experience for judging whether or not
such loans probably would be repaid during a depres-
sion period.

Experience from 1929 to 1932, in 1937-38, and again
as recently as last year has shown that by far the most
of the consumers have met their installment obligations,
even during severe business depressions. At least, such
has been the experience to date. Whether or not that
will 'be the experience during the next severe depression
if the expansion of installment credit continues for
another year or two as it has in recent months must re-
main for the future to disclose.

Conclusion

In the meantime, we already know about some aspects
of the problem as follows:

1. To the extent that the increase in consumer debt
has been made possible by the expansion of commercial
bank credit, there has been monetization of private debt
similar in principle and in effect to the monetization of
Government debt during the war years. Last year, in
particular, the substantial increase in our index of in-
flation reflected primarily the monetization of consumer
debt. Present indications are that much of the vigor of
the present cyclical Recovery of business activity is di-
rectly traceable to this stimulant, which obviously cannot
continue forever at the recent rate of expansion al-
though it may continue for some time to come.

2. The approximately $15,000,000,000 increase in
consumer debt (short-, intermediate-, and long-term)
during the past twelve months probably has added much
more "undigested" inventory than was eliminated
through the reductions in business inventories that have
occurred.
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3. If and when a severe business recession occurs,
even the present volume of consumer inventories may
clog the channels of trade for many months, and a con-
tinuation of recent trends presumably would make the
situation potentially more dangerous.

What the Indicators Say
The latest seasonally adjusted data for the statistical

indicators reveal that:
1. The average number of hours worked per week in

manufacturing industries decreased one-half of 1
percent during April.

2. Unemployment increased 2 ^ percent during April,
causing our inverted unemployment series to de-
crease for the second consecutive month.

3. The annual rate of personal income increased near-
ly 1 percent during March.

The Iron Age composite price of No. 1 heavy-melting
steel scrap for the week ended May 3 was $35.00, com-
pared with $35.67 for the preceding week. A decrease
of $1 per ton in the Pittsburgh area was reported on
May 9.

Conclusion
At this stage of a cyclical expansion, one suspects that

any downturn of a leading indicator (such as average
hours worked per week as mentioned above) may mark
the beginning of a specific downturn for that indicator.
Consequently, each such development emphasizes the
desirability of caution, although there is as yet no con-
sensus of indications pointing toward any other develop-
ment than further expansion of the present boom.

DEMAND
Purchasing Media

The total amount of purchasing media at the end of
April, estimated at nearly $132,000,000,000, compares
with $128,000,000,000 (revised) at the end of March
and $125,600,000,000 at the end of April 1954.

Noninflationary
Noninflationary purchasing media, those derived from

gold and from commercial, industrial, and agricultural
loans, totaled approximately $52,800,000,000 at the end
of April. This amount compares with $53,100,000,000
at the end of March and $52,900,000,000 at the end of
April 1954.

The amount of purchasing media derived from gold,
nearly $21,700,000,000, was virtually unchanged from
that at the end of March and compares with $22,000,-
000,000 at the end of April 1954. The amount derived
from commercial, industrial, and agricultural loans,
a'bout $31,100,000,000, was slightly less than that at the
end of March and compares with about $30,900,000,000
at the end of March 1954.

Inflationary
Inflationary purchasing media, those derived from sil-

ver or from credit extensions other than commercial,
industrial, and agricultural loans, totaled about $79,200,-
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000,000 at the end of April. This amount compares
with $75,100,000,000 (revised) at the end of March and
$73,400,000,000 at the end of April 1954.

Purchasing media derived from silver and the general
credit of the United States and circulating as Treasury
currency totaled about $4,100,000,000 at the end of
April, compared with about $4,060,000,000 at the end of
April 1954. Monetization of Government securities by
the commercial banks and the Federal Reserve banks (in
the forms of checking accounts and Federal Reserve
notes, respectively) accounted for $53,100,000,000 of in-
flationary purchasing media at the end of April, com-
pared with $50,700,000,000 (revised) at the end of
March and $46,000,000,000 at the end of April 1954.

Monetization of real-estate and installment loans ac-
counted for much of the remaining $22,000,000,000 of
inflationary purchasing media at the end of April, com-
pared with $20,300,000,000 (revised) at the end of
March and $22,900,000,000 at the end of April 1954.

Consumer installment credit, much of which is used
in the purchase of automobiles, has been an important
source of inflationary purchasing media in recent
months. This form of credit comprises a large part of
the "other loans" of commercial banks. During most
of 1954 the total amount of these loans fluctuated around
$15,800,000,000 and did not exceed $16,000,000,000 un-
til the middle of November. Since that date these loans
have followed an irregular upward course, reaching
$17,800,000,000.



Conclusion

The purchasing-media total probably will fluctuate
within a range of about $2,000,000,000 during the next
2 to 3 months. Thereafter, the total is expected to in-
crease, reflecting: (1) a regular seasonal expansion of
commercial loans in the second half of the year; (2)
borrowing of new money by the Government in the first
half of fiscal 1956, when Federal expenditures are ex-
pected to exceed receipts; (3) further marked increases
in real-estate and installment loans. The inflationary
impact of the borrowing will be affected not only by the
amounts classified in (2) and (3) above but also by the
amount that is borrowed from the commercial banks.

Department-Store Sales
Sales of the 325 reporting department stores compare

with those of corresponding periods a year ago as fol-
lows:

Period Percent Change
Week ended May 7 + 9
Four weeks ended May 7 + 3
Year to date + 7

PRICES
Commodities at Wholesale

1954 1955
Index May 11 May 4 May 11

Spot-market, 22 commodities 283 274 274
Commodity futures 369 324 326
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.

SUPPLY

Industrial Production
Steel-ingot production of 2,334,000 tons during the

week ended May 14, as indicated by operations scheduled
at 96.7 percent of capacity, compares with 2,331,000
tons during the preceding week and 1,690,000 tons dur-
ing the corresponding week last year.

The New York Times seasonally adjusted index of
lumber production was 108.0 for the week ended April
30, compared with 115.4 a week earlier and 111.4 for
the corresponding week last year.

Electric-power production of 9,586,000,000 kilowatt-
hours during the week ended May 7 compares with
9,699,000,000 kilowatt-hours for the previous week and
8,440,000,000 kilowatt-hours for the corresponding week
last year.

Automobile and truck production in the United States
and Canada, estimated at 224,400 vehicles for the week
ended May 7, compare with a total of 231,000 for the
previous week and 154,500 for the corresponding week
last year.

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

1929 1932 1948 1949 1954 1955
Steel

Operating rate—percent cap. 97 24 94 96 71 97/J
Ingot prodn.—million tons 1.34 .36 1.69 1.77 1.69 2.33

Lumber

New York Times Index 135
Electric Power

Kilowatt-hours—"billions 1.69
Automobiles

Vehicles—thousands
p Preliminary

140

41 81 93 111 108

1.43 5.09 5.28 8.44 9.59

44 85 130 154 224p

BUSINESS

Ratio of Retail Inventories to Sales
The inventory-to-sales ratio of the 325 department

stores reporting to the Federal Reserve Board is esti-
mated to have remained unchanged during April at 2.84,
compared with 2.82 a year ago.

April sales of these stores, seasonally adjusted, are
estimated to have been about 5 percent larger than the
$392,000,000 reported for March and nearly 3 percent
larger than the sales for April last year. Inventories of
these stores, also seasonally adjusted, are estimated at
the end of April to have been 3 ^ percent more than the
$1,189,000,000 reported for the end of March and 4
percent more than inventories a year earlier.

Easter came earlier this year than last, with the result
that a greater replenishment of stocks was effected with-
in the month of April this year than last. Furthermore,
because of the earlier Easter, more of this year's Easter
sales occurred in March and less in April than was the
situation last year.

The dollar amount of mechandise received by depart-
ment stores in March was about 7 percent more than
that received in March 1954, and it is estimated that the
amount received in April was 10 percent more than that
received in April 1954. The larger receipts this year
appear to be justified. The greater increase in receipts
than in sales, as compared with April last year, may be
partly, at least, the result of the emphasis currently be-
ing placed by the stores on complete stocks. At the be-
ginning of 1955 the National Retail Dry Goods Associa-
tion sent their members a questionnaire asking the "most
important step to insure maximum volume in 1955?'*

RATIO OF RETAIL ̂ INVENTORIES TO SAjLES
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Eighty-seven percent of the store executives replied,
"keeping basic stocks complete".

New orders placed 'by the reporting stores in March
are estimated to have been 13 percent larger than those
placed in February and nearly 10 percent larger than
those placed in March 1954. Outstanding orders of
these stores decreased 12 percent during March but were
4 percent larger than they were on April 1, 1954.

Merchandise is moving from manufacturer to retailer
to consumer faster. Moreover, surveys made by stores
indicate that customers are buying seasonal goods closer
to the time of need. The more rapid movement of goods
through the stores is apparent in the turnover of store
inventories in the first 4 months of 1955. This ratio
(computed with sales for April estimated) is 1.31, com-
pared with 1.24 for the first 4 months of 1954.

The low inventory-sales ratio at the end of April con-
sidered in connection with the continued large volume of
sales suggests that orders for goods sold in department
stores are being placed in large volume. This provides
added assurance that the present rate of manufacturing
such goods will be maintained or possibly increased dur-
ing the next several weeks, at least.

Manufacturers' Orders, Sales, and
Inventories

New orders received iby manufacturers during March,
seasonally adjusted, increased 8 percent to $27,700,000,-
000, compared with $22,900,000,000 at the end of March
1954. The total is an alltime record except for the
scareJbuying month of January 1951.

New orders for dura'ble goods, seasonally adjusted,
one of the eight leading indicators, increased 10 percent
during March to $14,000,000,000, 35 percent larger than
those for March 1954. New orders for nondurable
goods increased 6 percent during March to $13,700,000,-
000, at which amount they were 8 percent larger than
those a year earlier.

Manufacturers' sales (shipments), seasonally adjust-
ed, increased 5 percent during March to $26,400,000,-
000, 10 percent more than those of March 1954. Sales
of durable goods in March were 6 percent larger than
they were in February and 15 percent larger than those
a year earlier. Sales of nondurable goods increased 4
percent during the month and were 5 percent larger
than those in March 1954.

Manufacturers' unfilled orders increased 2 percent in
March to $49,500,000,000 but were 7 percent less than
those in March 1954, when a large backlog of defense
orders existed. Unfilled orders for durable goods, al-
though 2 percent larger than in February, were 8 per-
cent less than the total a year earlier. Unfilled orders
for nondurable goods, the largest in the postwar period,
increased 5 percent during March to an amount 33 per-
cent larger than that in March 1954. Unfilled orders for
•durable goods accounted for 94 percent of all unfilled
orders.

Manufacturers' inventories, seasonally adjusted, which
have fluctuated within a range of less than one-quarter
of 1 percent since last August, totaled $43,700,000,000
at the end of March. This amount is $2,100,000,000
less than that at the end of 1954 and $1,100,000,000 less
than that at the end of March 1953. Manufacturers' in-
ventories are one of the five lagging indicators.

The ratio of manufacturers' inventories to sales, both
seasonally adjusted, was 1.65 at the end of March, com-
pared with 1.73 at the end of February and 1.90 at the

MANUFACTURERS' ORDERS, SftLES, AN8) INVENTORIES
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end of March 1954. This ratio for the durable-goods
industries was 1.97 and 1.86 at the end of February and
March, respectively; for the nodurable-goods industries
at corresponding dates the ratio was 1.52 and 1.46.

A recent survey conducted by Dun and Bradstreet re-
veals that 68 percent of the manufacturers of durable
goods surveyed expect further increases in new orders.
This ratio was 64 percent for manufacturers of nondur-
able goods. Only 8 percent of the manufacturers of
durable goods and 3 percent of the manufacturers of
nondurable goods expected their third-quarter sales to be
less than their third-quarter sales of last year.

An April survey of the National Association of Pur-
chasing Agents reveals no evidence of speculative buy-
ing, with a large majority of purchasing agents report-
ing that they continued to order on a 30-to-90-day basis.

The increase in both manufacturers' new orders and
unfilled orders in March and the relatively low level of
manufacturers' inventories suggest that further gains in
manufacturing activity are probable.

BOOK REVIEWS
Statistical Yearbook 1954, prepared by the Statistical

Office of the United Nations ($6 paper bound)
Columbia University Press, 2960 Broadway, New York

27, New York
This is the sixth issue of a comprehensive collection

of authoritative international statistics presented in 179
ta'bles, most of which cover a 20-year period ending
1953, with some brought up to the middle of 1954.

Included among the data are statistics relating to
mining and manufacturing; textile and transport equip-
ment ; production of over 100 commodities; consumption
of food, energy, and raw materials; railways, s'hipping,
civil aviation, and tourist travel; postal, telephone, and
telegraph services; external trade of virtually all trading
countries; national budget accounts; index numbers of
wholesale prices and cost of living; social security;
housing; medical personnel; educational institutions;
newsprint and newspapers; books, films, and 'broadcast-
ing.
Economic Survey of Europe in 1954, Department of Eco-

nomic and Social Affairs of the United Nations ($2.50)
Columbia University Press, 2960 Broadway, New York

27, New York
This Survey is the eighth in a series of reports pre-

pared by the Secretariat of the Economic Commission
for Europe to serve the Commission and to report on
world economic conditions. It combines analysis of im-
portant economic developments of the past year with
consideration of more long-term issues. The first five
chapters are devoted to current economic events and
their immediate background in the past 3 or 4 years.
Chapters 6 and 7 discuss special economic problems of
Europe. ,
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