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RESEARCH REPORTS

COMING EFFECTS OF CURRENT EVENTS

Economic Implications of an Easing of
International Tensions

Would an appreciable lessening of East-West tensions
have seriously disturbing effects on the United States'
economy? We believe that the opposite is true, that
a marked lessening of international tensions would be
favorable rather than unfavorable for business generally.

With Defense Department military spending at a cur-
rent annual rate of $36,000,000,000 and a projected rate
of $34,000,000,000 for these expenditures in fiscal 1956,
the importance of economic effort devoted for military
defense purposes in the total economic effort of the Na-
tion is apparent. At the projected 1956 figure such ex-
penditures are still equal to about 9 percent of the gross
national product.

The more immediate economic impact of any cutback
in military spending would depend not only upon the
amount of the reductions and the items and industries
most affected, but also upon the extent to which such cut-
backs were counterbalanced by tax reductions. In view
of the fact that 1956 will be a national election year it
seems highly possible that any savings in military ex-
penditures would immediately be passed along to the
taxpayer in the form of lower taxes. Thus it seems safe
to conclude that an immediate effect of such a cutback
would be a substitution of demand for consumers' goods
for demand for military goods. However, to the extent
that the substitution was for goods of other industries
than those producing military goods, whose production
had been curtailed, temporary dislocations would result
until the affected industries had adjusted to the new de-
mand pattern.

The industries most adversely affected by reductions
in armament expenditures probably would be aircraft
and electronics. The aircraft industry, which employs
nearly 800,000 persons, has been reported capable of
adjusting to a 20-percent cut in operations without seri-
ous adverse effects. The electronics industry is one that
stands to benefit directly and more or less immediately
by increased consumer purchasing power released
through tax reductions.

Although there would be immediately counterbalanc-
ing influences on the domestic economy, it seems prob-
able that any appreciable curtailment of the military
program, say a reduction of 10 percent or more, would,
on net balance of itself alone, have some temporary ad-
verse effect on the economy. Such was the experience
when military expenditures were reduced from their

post-Korean peak in 1953. However, the reductions of
that period totaled nearly $13,000,000,000, an amount
considerably in excess of any cutback in prospect as a
result of the forthcoming meeting of the Big Four. Al-
though the reduction in spending for armament is gen-
erally considered to have been a contributing factor to
the 1953-54 recession, it might have been offset by the
tax reductions of 1954 had there not been substantial
reductions of industrial and retail inventories that had
reached extraordinarily high levels in 1953.

In the event of a reduction in defense expenditures as
a result of lowered international tensions, there would
be real gain to the world and to our domestic economy
in the form of freer international trade This gain alone
might well counterbalance the adverse effects incidental
to the temporary dislocations attributable to a cutback
in defense spending. Although it is impossible to meas-
ure in advance such prospective gain, the gain is poten-
tially no less real. Russia is reportedly short on food-
stuffs, and widespread famine is reported in China.
It seems not at all improbable, therefore, that reduced
East-West tensions would open up markets capable of
absorbing large parts of the world surpluses of farm
products.

We assume that the greatest net gain would result
from the transfer of economic factors (natural resources,
capital, and labor) from economically wasteful projects
to those that can increase the standard of living for all.
Machines for war are destructive or sterile at best,
whereas machines for peacetime activities produce more
goods for all. Human effort in the armed forces con-
sumes without producing things for others to use. To
the extent that armed forces are essential they are a
necessary evil (in the sense of net economic loss or
waste). In the long run, the less this necessary eco-
nomic loss, the better for business and for the Nation.

What the Indicators Say
The latest data for the statistical indicators reveal

that:
1. Liabilities of business failures, seasonally adjusted,

decreased %y% percent during May, causing our in-
verted series to increase.

2. The average of the Dow-Jones daily index of com-
mon-stock prices of 30 industrials decreased slight-
ly during May.

3. The average number of hours worked per week in
manufacturing industries, seasonally adjusted, de-
creased slightly during May from the number (re-
vised) for April.
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4. The average of the Bureau of Labor Statistics daily
index of wholesale prices of 22 basic commodities
decreased 1 percent during May.

5. Unemployment, seasonally adjusted, decreased
nearly 9 percent during May, causing our inverted
series to increase.

6. The seasonally adjusted annual rate of personal in-
come increased nearly 1 percent during April.

7. Consumer installment debt, seasonally adjusted, in-
creased \^/2 percent during April.

8. Manufacturers' inventories at the end of April, sea-
sonally adjusted, were unchanged from those at the
end of March.

The Iron Age composite price of heavy-melting steel
scrap for the week ended June 7 was $34, compared with
$34 for the preceding week and $28.25 for the corres-
ponding week last year. According to The Wall Street
Journal, the automobile labor pacts account for "a $1
a ton rise in secondary grades of steel scrap at Chicago."

Conclusion

The latest available data for the statistical indicators
suggest that the recently observed decreases in the
percentage of leading indicators expanding are indicative
of nothing more than a decline in the rate of the busi-
ness advance.

SUPPLY

Automobile Production
Although the recent record rate of automobile output

seems to have begun the expected seasonal decrease, it is
still substantially greater than that of 1954 or 1953. As
of June 11, automobiles assembled since January 1,1955,
totaled 3,849,843, compared with 2,651,259 in the simi-
lar 1954 period, an increase of 44 percent. The esti-
mated production in the first half of 1955 exceeds the
previous first-half production record attained in 1953.

A spokesman for a major steel producer is quoted to
the effect that steel deliveries to the automobile com-
panies in July will be at only a slightly smaller rate than
at present, but that as usual steel deliveries to the indus-
try in August and September, when model changes are
in process, are expected to be small.

The Wall Street Journal reports that next year's mod-
els will be brought out earlier this year than last. More
than a million 1955 models were sold in late 1954, and,
by making the 1956 cars equally appealing, makers hope
to sell later this year at least as many if not more of the
next year's models.

Dealers like to have their stocks at a minimum when
new models are introduced, and to achieve this position
dealers will need to continue sales nearly at recent levels
for some weeks. As of June 1 there were 705,000 pas-

First
1,343
1,507
1,432
2,025

Second
1,751
1,734
1,539

2,000*

Third
1,895
1,587
1,198
1,300*

Fourth
1,677
1,297
1,390
1,500*

Year
Total
6,666
6,122
5,509
6,800*
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senger cars in the showrooms of or enroute to the Na-
tion's 42,340 car dealers. This number is 10 percent
more than that on June 1, 1954, but apparently is not
excessive even if the rate of increase in sales to date this
year as compared with the corresponding period last year
declines as much as 50 percent. The numerous color
combinations and the diversity of models and keener
competition require a somewhat larger inventory.

The accompanying table compares the production of
passenger cars by quarters in 1955 with that of corres-
ponding quarters of 1954, 1953, and 1950. The years
1953 and 1950 respectively were the second largest and
largest production years.

Passenger Car Production
by Quarters 1950-1955

(Thousands)
Quarters

Year
1950
1953
1954
1955
* Estimated

Although easier credit has stimulated automobile sales,
delinquencies (installment payments 30 days or more
overdue) average less than at any other time during the
last 2 years. Not all customers want the most liberal
terms, and one large dealer reports that downpayments
average 44 percent, against 46 percent a year ago, and
that the average term of repayment is 22 months. Sixty-
five percent of the increase in installment debt since last
November is attributed to automobile sales.

It is estimated that in 1954 more than 3,700,000 auto-
mobiles were scrapped. This factor, along with a trend
of population to the suburbs, an increase in the number
of 2-car families, and faster obsolescence, contributes to
the demand for new cars.

Although it is too early to know whether the recently
won wage 'benefits of automobile workers will be reflect-
ed in higher prices of 1956 models, no price increases
are expected for 1955 models.

Production of 8,000,000 cars and trucks during 1955
appears probable. Production for the third quarter will
be comparatively small, but a favorable acceptance of the
1956 models in 1955 could readily bring the year's total
to that mentioned, of which it is estimated that 6,800,000
will be passenger cars.

Industrial Production
Steel-ingot production of 2,330,000 tons during the

week ended June 18, as indicated by operations scfoed-
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uled at 96.5 percent of capacity, compares with 2,286,000
tons during the preceding week and 1,171,000 tons dur-
ing the corresponding week last year.

The New York Times seasonally adjusted index of
lumber production was 113.7 for the week ended June
4, compared with 115.5 a week earlier and 115.3 for the
corresponding week last year.

Electric-power production of 10,041,000,000 kilowatt-
hours during the week ended June 11, compares with
9,537,000,000 kilowatt-hours for the previous week and
8,660,000,000 kilowatt-hours for the corresponding week
last year.

Automobile and truck production in the United States
and Canada, estimated at 188,400 vehicles for the week
ended June 11, compares with a total of 163,700 for the
previous week and 139,300 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 17
Ingot prodn.—million tons 1.34 .26

96
1.73

87
1.60

72
1.71

96/>
2.33

120* 39* 71* 107* 115* 114*

1.69 1.44 5.13 5.30 8.66 10.0

125 53 110 137 139 188p

Lumber
New York Times Index

Electric Power
Kilowatt-hours—billions

Automobiles
Vehicles—thousands
p Preliminary; * Holiday week

DEMAND
Mail-Order and Chain-Store Sales

Sales of 41 reporting mail-order and chain-store com-
panies, representing a cross section of this kind of outlet,
were 9 percent larger in May 1955 than in May 1954.
Sales in the first 5 months of 1955 were likewise 9 per-
cent larger than sales in the corresponding months of

1954.
The data reported in the accompanying table indicate

the general sales trends only, no adjustment being made
for increases in the num'ber of store outlets nor for the
sales of large concerns whose figures are not included
among those reported.

For example, one of the auto-supply chains included
in the group has recently absorbed another chain not
heretofore included among the reporting stores and whose
sales were substantial. Sales of the grocery group do
not include those of three of the largest grocery chains.

Percent Increase in Sales from Sales of
Corresponding Period Last Year

Type of Outlet May 1955 First 5 Months 1955
All types reporting 9
Mail order 10
Variety 7
Grocery 8
General merchandise 10
Apparel 8
Shoe 14
Drug 2
Automotive variety 41
Men's wear 11
Source: The Wall Street Journal

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

Federal Reserve Board compare with those of corres-
ponding periods a year ago as follows:

9
12
5
8
8
7
8
3

13
4

Week
Four
Year

Period
ended June
weeks ended
to date

11
June 11

Percent

+ 3
+6
+ 6

Change

PRICES
Commodities at Wholesale

1954 1955
Index June 15 June 8 June 15

Spot-market, 22 commodities 281 275 278
Commodity futures 373 324 330
Note: The indexes are respectively those of the United

States Bureau of Labor Statistics and Dow-Jones.
Both indexes are converted so that their August 1939
daily averages equal 100.

BUSINESS

Manufacturers' Orders, Sales, and
Inventories

The Department of Commerce is revising the data for
manufacturers' new orders and unfilled orders, and has
not yet reported the figures for April. However, the
Department has estimated that new orders in April were
appreciably more than those in April last year and that
inventories were about 1 percent smaller than they were
a year earlier.

Manufacturers' sales (shipments), seasonally adjust-
ed, increased during April for the sixth successive month.
However, the increase was small compared with that dur-
ing March. Sales of all manufacturers in April were
$26,100,000,000, 10 and 5 percent larger than those of
April 1954 and April 1953 respectively. Sales of dur-
able goods in April were unchanged from those of March
but were 15 percent more than those of April 1954. Sales
of nondurable goods increased 1 percent in April and
were 6 percent larger than sales in April 1954.

Manufacturers' inventories, seasonally adjusted, re-
mained unchanged for the third consecutive month and
totaled $43,300,000,000. (The preliminary figure for
March was revised downward.) At the end of April in-
ventories were 5 percent smaller than they were a year
earlier. Durable-goods inventories were slightly smaller
and nondurable-goods inventories were slightly larger
than they were a month earlier at the end of March.

The ratio of manufacturers' inventories to sales (both
seasonally adjusted) has declined steadily since last Oc-
tober and now is 1.66, the smallest since early 1951-
(The March ratio was revised upwards two points.) In;
April 1954 the ratio was 1.85. This ratio for the dur-
able-goods industries was 1.88 at the end of April, com-
pared with 2.20 a year earlier; for the nondurable-
goods industries at corresponding dates this ratio was
1.44 and 1.54.

MANUfaCTURERS' ORDERS, SALES. ANP INVENTORIES
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The small ratio of inventories to sales indicates that
goods previously supplied to the wholesaler and retailer
from manufacturers' stocks on hand are being obtained
by increased current production. There appears to be
no accumulation of stocks by manufacturers generally,
with a faster flow of raw and finished materials through
the channels of distribution.

The continuing small inventory-to-sales ratio reflects
the favorable inventory position of manufacturers. In
view of this situation, we believe that the prospective
favorable level of consumer and industrial buying dur-
ing the next several months will be reflected in corres-
pondingly favorable levels of manufacturing activity.

Private Contracts for Engineering
Construction

Our 3-month moving average of the dollar value of
private awards for engineering construction (plotted at
the third month) increased nearly 17 percent during
May, a 4-week month, to an alltime record. The value
of May awards was 70 percent more than that of Feb-
ruary, the month replaced in the 3-month moving aver-
age, making the May average 43 percent more than that
of May 1954*

The weekly averages of the dollar value of contract
awards for private engineering construction during the
first 5 months of 1955 and 1954 !break down as follows:

First 5 Months
1955 1954

(Millions of dollars)
133 82
31 24
49 37
15 6

Mass housing
Commercial buildings
Industrial buildings
All other

The weekly average dollar value of contract awards
for private engineering construction during May was
$286,900,000, compared with $208,000,000 during April.
The weekly averages for the corresponding months a
year earlier were $230,600,000 and $174,500,000, re-
spectively. Contract awards for mass housing averaged
$161,700,000 per week during May, compared with $99,-
500,000 during April and $125,700,000 during May
1954. Contract awards for commercial building aver-
aged $34,600,000 per week during May, compared with
$28,500,000 during April and $30,300,000 during May

*The average is based on data compiled and published by En-
gineering News-Record. It is estimated that the data account
for about three-fifths of the total of private new-construction con-
tract awards, excluding those for residential construction other
than mass housing. Monthly figures are calculated by adding
weekly reports, and a pronounced seasonal variation occurs.
However, our 3-month moving average reduces the magnitude of
the seasonal changes and almost eliminates variations resulting
from 4- and 5-week months.

1954; those for industrial (building averaged $63,900,-
000 per week during May, compared with $65,000,000
during April and $64,200,000 during May 1954.

The Engineering News-Record index of construction
costs increased slightly in June to an amount 5 ^ percent
more than that of July 1954.

Our 3-month moving average of the physical volume
of private engineering construction (plotted at the third
month), which is derived by dividing the dollar value of
contract awards by the construction cost index, increased
one-half of 1 percent and 16 percent during April and
May respectively. The May average was 36 percent
more than that for May 1954 and 10 percent more than
the previous alltime record reached by this series in
March 1951.

A recent joint report of the Securities and Exchange
Commission and the Department of Commerce reveals
that industry plans to spend about $2,000,000,000 or
about iy<£ percent more for plant and equipment in the
third quarter of this year than was spent in the corres-
ponding quarter of last year. If the projected expendi-
tures are made, they will increase total expenditures
(which in the first two quarters of this year have been

less than in corresponding quarters of last year) for the
first 3 quarters of this year to an amount larger than
those of the corresponding period of 1954.

The scheduled increases, reported in the accompany-
ing table, are fairly widely distributed among the various
industrial categories. Industries reporting the largest
relative increases are public utilities, commercial and
others, and durable-goods manufacturers.

Planned Capital Expenditures of Industry
Third Quarters of 1954 and 1955

(Billions of dollars)
Third Quarter

Industry
Manufacturing

Durable goods
Nondurable goods

Mining
Railroad
Transportation, other than rail
Public utilities
Commercial and other

All industry 26.84 28.83

Source: Securities Exchange Commission and Depart-
ment of Commerce.
The recent increases in construction contract awards

are reflected in a sharp upward trend in the average that
can hardly be maintained. Accordingly, we expect that
the three-month average of contract awards will level
off during the next 3 or 4 months.

1954
10.98
5.06
5.93
1.00

.80
1.51
4.12
8.42

1955
11.30
5.38
5.92

.95

.86
1.62
4.77
9.34
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