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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Can We Avoid Severe Business
Depressions?

In a recent address, Dr. Arthur F. Burns, Chairman,
The President's Council of Economic Advisers, discuss-
ed the Government's role in preventing severe business
depressions.* His comments are of special interest be-
cause they reveal the Administration's plans for coping
with a serious depression as well as the economic analy-
sis that has been applied. Although we concur in much
of Dr. Burns' analysis of recent economic developments,
we believe that certain questions should he raised.

After discussing the part that monetary policy appar-
ently played in minimizing the 1953-54 recession and
the stabilizing effects of unemployment compensation,
Dr. Burns described plans for large-scale new construc-
tion of public projects as follows:

"We have now developed an inventory of plans for
Federal public works projects which have been screened
from the viewpoint of their importance and usefulness.
The individual projects are distinguished according lo
their location, their cost, the period required for their
execution, the amount of employment they would pro-
vide, the status of their planning and financing, and the
number of months that must elapse before actual con-
struction can start—provided there are no obstacles on
the side of financing. With information of this sort at
hand, supplemented by similar but less detailed data for
States and localities, it would be possible to embark on
an accelerated public works program, if that became de-
sira'ble, with little delay and with the assurance that the
money would be usefully spent."

A few paragraphs later, after referring to the Presi-
dent's 10-year highway program and to other measures,
Dr. Burns said, "They reflect our improved understand-
ing of the processes of business cycles, an awareness that
governmental action to check recessionary influences
must be timely, and a recognition that these actions need
by no means encroach on the sphere of the private econ-
omy or inaugurate new spending programs, but may in-
stead increase the scope and vigor of private enterprise."
(Italics supplied.)

Earlier in his address Dr. Burns had emphasized the
desirability of reducing taxes during the early stages of
a recession. "We had learned through hard experience

*An address at a conference of Pennsylvania economists, Penn-
sylvania State University, June 16, 1955. This address was re-
produced in The Commercial and Financial Chronicle, Volume
181, Number 5440, Thursday, June 23, 1955, page 7.

that in a time of declining business activity it is wiser
to reduce taxes than to raise them, * * *."

As we understand these various portions of his dis-
cussion, Dr. Burns seems to be asserting that it is passible
during a recession:

1. To embark on a vast public works program.
2. By reducing taxes to reduce the Government's tax

receipts even more than such receipts would be
curtailed by unemployment, reduced individual pay
checks resulting from less overtime, and decreasing
business profits.

3. To avoid inaugurating "new spending programs."
In endeavoring to reconcile these seemingly conflicting

assertions, we have concluded that Dr. Burns does not
regard a public works program already planned as a
"new spending program." He apparently does contem-
plate that the Government would deliberately incur a
large deficit.

Such deficits can be financed in either of two ways:
1. By borrowing accumulated uninvested savings (if

any are then available) from individuals and busi-
nesses, or

2. By monetizing Government debt as was done on a
large scale during World War II.

If Dr. Burns is contemplating the first procedure, he
evidently has accepted some of the Keynesian notions
concerning the accumulation of uninvested savings as a
cause of recessions. On the other hand, if Dr. Burns is
contemplating the second procedure, he is suggesting
more inflation; that is, more of the same economic dis-
tortion that presumably will have been primarily re-
sponsible, as in the past, for the severe depression. We
question both the advisability of accepting the Keyne-
dan assumptions and the wisdom of more inflation as a
remedy for the aftermath of too much inflation.

Dr. Burns optimistically asserts, "In view of our im-
proved knowledge of business cycles and the general
acceptance of government's responsibility to help achieve
a stable prosperity it is reasonable to expect that we
shall be able to avoid deep and protracted depressions in
the future." Although he also points out that "The time
to begin combatting recessionary forces is during the
prosperity phase of the business cycle, when excesses
often develop in the sphere of prices, credit, and inven-
tories * * *," we believe that he has given inadequate
consideration to the situation that new exists.

As our index of inflation plainly shows (and many
other economic developments confirm), two successive
inflations have been superimposed on the great inflation
developed during World War II. Perhaps the Nation
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can "absorb" the existing inflationary purchasing media
by means of a gradual deflation comparable to that from
1878 to 1892 when the Civil War greenbacks and other
inflationary purchasing media were absorbed without a
major deflation. However, we fear that such a fortunate
outcome is not by any means assured. In our opinion,
the threat of a severe depression remains a possibility,
however remote, that should not be ignored. We think
it would be wiser to tell the public that, even if such a
depression does occur, prolonged stagnation as in the
1930's can be avoided by facilitating the adjustments of
prices and wages that would be necessary, albeit painful,
in order to expedite recovery.

What the Indicators Say
PERCENTAGE OF INDICATORS E X P A N D I N G
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The percentages of the leading, roughly coincident,

and lagging statistical indicators expanding during May,
as measured by the method developed by the Institute,
were unchanged from those of the previous month at
62!/^, 87i/£, and 60, respectively.

The Iron Age composite price of No. 1 heavy melting
steel scrap for the week ended June 21, was $35.33, com-
pared with $34 for the preceding week and $27.58 for
the corresponding week last year. The price of this
grade of steel scrap in Pittsburgh has been $35 a ton
since early May. However, The Wall Street Journal of
June 28 reported that Pittsburgh brokers had recently
paid $37 per ton for this grade of scrap "in anticipation
mills will soon pay more."

The accompanying chart suggests no further slacken'
ing in the rate of business recovery from that noted in
our bulletin of June 6. Accordingly, barring serious
labor interruptions, we expect that business will make
further progress this summer after allowing for a sea-
sonal slackening in activity.

SUPPLY
Industrial Production

Steel-ingot production of 2,320,000 tons during the
week ended July 2, as indicated by operations scheduled
at 96.1 percent of capacity, compares with 2,292,000
tons during the preceding week and 1,568,000 tons dur-
ing the corresponding week last year.

The New York Times seasonally adjusted index of
lumber production was 119.6 for the week ended June
18, compared with 120 a week earlier and 112.4 for the
corresponding week last year.

Electric-power production of 10,226,000,000 kilowatt-
hours during the week ended June 25 compares with
9,987,000,000 kilowatt-hours for the previous week and
8,980,000,000 kilowatt-hours for the corresponding week
last year.

Automobile and truck production in the United States
and Canada, estimated at 197,300 vehicles for the week
ended June 25, compares with a total of 178,400 for the
previous week and 140,700 for the corresponding week
last year.

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

1929 1932 1948 1949 1954 19SS
Steel

Operating rate—percent cap. 95 15 95 80 66 96p
Ingot prodn.—million tons 1.31 .23 1.71 1.47 1.57 2.32

Lumber
New York Times Index

Electric Power
Kilowatt-hours—billions

Automobiles
Vehicles—thousands
p Preliminary

131 39 85 92 112 120

1.70 1.44 5.26 5.47 8.98 10.23

127 55 95 153 141 197/.

DEMAND
Department-Store Sales

We estimate that department-store sales, seasonally ad-
justed, decreased 3 percent during June to an amount 1
percent more than that for June 1954 but nearly 2 per-
cent less than that for June 1953, when the level of gen-
eral business activity was more comparable with that of
1955.

Sales of the 325 department stores reporting to the
Federal Reserve Board in the first half of 1955 exceeded
sales in the first half of 1954 by about 6 percent, and
those in the first half of 1953 by about i 1 ^ percent.
Forty-four percent of department-store yearly sales are
usually made in the first half of the year.

"37 ;38 "59 '40 '41 . '42 '43 .'44 "45 '46 '47 '48 '49 'SO '51 '52 M S4 5»~

106



In the latter months of 1953 department-store sales
began a downward trend that continued through the first
6 months of 1954. Since then sales have followed an
upward course at levels well above those of 1954 and
have reached amounts exceeding those of corresponding
months of 1953. However, because of the upward trend
of sales in the second half of 1954, sales in the second
half of 1955 may be expected to compare less favorably
with those of corresponding months of 1954.

Prices in June of goods sold in department stores were
practically unchanged from those in May and were a
little more than 1 percent lower than prices of June
1954. Department-store prices have trended downward
since 1951, except for a short interruption in the fall of
1953. and are now about 4 percent lower than those of
1951.

The physical volume of department-store sales de-
creased 2!/2 percent in June but was still about 2 per-
cent larger than that in June 1954. Between 7 and 8
percent more merchandise moved through the depart-
ment stores into customers' hands during the first 6
months of 1955 than during the same period last year.

The potential volume of department-store sales in-
creased nearly 2y2 percent during May.f It is 10 per-
cent larger than that for May 1954, but slightly smaller
than that for May 1953. In the three previous months
physical volume of sales exceeded potential volume,
leading to smaller inventories. Thus the small decrease
in the physical volume of sales in June and the small in-
crease in the potential volume indicate that the rates of
production and sales are approaching each other.J

The 35th annual study of department stores' operat-
ing results, released in June, by the Harvard Business
School, has just been published. Department stores in

1954, according to the survey, gained slightly in their
percentage of all retail sales. Net profits after taxes
were 2.65 percent of sales, compared with 2.60 for 1954.
Stores having annual sales of $50,000,000 or more re-
ported the greatest increases in sales and profits; net
profits of department stores have been less in every year
since 1950 than those for any year 1939-50. The total
expense ratio increased fractionally while the payroll
ratio declined fractionally.

Some retailers believe that the current larger propor-
tion of consumer spending for homes and automobiles

tThis volume is measured by our index of production of goods
sold through department stores. The index is a 3-month moving
average plotted at the third month.
^Comparison of sales of one month with average monthly produc-
tion of the three preceding months seems justified in view of the
probable lag between production and sale at retail of goods sold
through department stores.

will decrease in the second half and that customers will
spend more for items sold through department stores.

The upward trend in department-store sales continues
but at a somewhat reduced rate. Despite the trend toward
a smaller rate of increase, we believe that department-
store sales in the second half of 1955 will exceed those in
the comparable period of 1954, making sales for the en-
time year the largest in department-store history.

Latest Weekly Data

Sales of the 325 department stores reporting to the
Federal Reserve Board compare with those of corres-
ponding periods a year ago as follows:

Period Percent Change

Week ended June 25 + 6
Four weeks ended June 25 + 4
Year to date + 6

PRICES
Consumer Prices

Prices of goods and services bought by moderate-in-
come city families, as measured by the United States
Bureau of Labor Statistics index of consumer prices,
were virtually unchanged during the month ended May
15. The May index was about one-half of 1 percent less
than that for May 1954.

At mid-May the following components of the index
had increased slightly: apparel, transportation, medical
care, personal care, other goods and services. The fol-
lowing components had decreased slightly: food, hous-
ing, reading and recreation.

Primarily responsible for the increase in the apparel
component were higher prices for men's shoes and higher
costs for shoe repair. Higher prices for used cars were
reflected in an increase of the transportation component.
Higher doctors' fees and hospital room rates were re-
flected in the medical-care component increase. The in-
crease in the personal-care component was accounted for
by higher costs for barber- and beauty-shop services.

The decrease in the food component reflected de-
creases in the average prices of poultry, eggs, and beef.
There were increases in the prices of pork and fresh
fruits and vegetables during the month. The decrease
in the housing component reflected price decreases for
housefurnishings, coal, and fuel oil. Rents were slight-
ly higher, and the costs of gas, electricity, and household
operations (reflecting higher water rates in several cities)
increased.

The Bureau reported that during May the weekly
"take home pay" of the average factory worker with
three dependents was $70.12, about $1 more than that
for April and nearly $4 more than that for May last
year.
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In spite of higher manufacturing costs, the prices of
some consumer durable and nondurable goods have been
reduced in order to meet competition in the retail mar-
ket. Apparently all of the price-cutting has not as yet
been reflected in the BLS index of consumer prices;
therefore, it seems reasonable to assume that the index
may trend gradually downward during the next several
months.

Commodities at Wholesale
1954 1955

Index June 29 June 22 June 29
Spot-market, 22 commodities 283 278 278
Commodity futures 378 326 326
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
Business Failures

Our 3-month moving average of business-failure lia-
bilities decreased to $37,300,000 for April, compared
with $39,700,000 for March and $46,100,000 for April
1954. §

The total of business-failure liabilities for the month
of May was $34,700,000, compared with nearly $36,-
000,000 for April and $38,500,000 for May 1954. There
were more failures during May than there were during
April, 955 compared with 903. Liabilities averaged
$36,300 per failure in May, compared with $39,800 in
April and $40,800 in May 1954.

The percentage of all failure liabilities accounted for
by industry groups changed from April to May as fol-
lows: mining and manufacturing, from 35 to 41 ; whole-
sale trade, from 11 to 8; retail trade, from 30 to 31;
construction, from 18 to 14; commercial services, un-
changed from 6.

Business failures in May were at a seasonally ad-
justed annual rate of 42 per 10,000 enterprises, compar-
ed with 37 in April.

The accompanying table reveals that in the first 5
months of this year, compared with the corresponding

jDeriod last year:
1. The total number of failures decreased 2 percent.
2. Only in wholesale trade did the number of failures

increase.
3. All failure liabilities decreased 11 percent.
4. Failure liabilities of firms engaged in retail trade

decreased proportionately the most; liabilities of
firms engaged in construction, the only classifica-
tion showing an increase in liabilities, increased
nearly 50 percent.

The number and liabilities of failures during the first

5 months of this year, classified by industry, compare
with those of the corresponding period of 1954 as fol-
lows:

Mining and mfg.
Wholesale trade
Retail trade
Construction
Commercial services

Number
First 5 Months
1954
997
462

2,445
541
368

1955
930
517

2,371
535
359

Liabilities^
First 5 Months
1954
86.0
22.0
70.2
21.9
15.6

1955
74.2
20.4
52.2
32.5
12.5

Total 4,813 4,712 215.7 191.8
UMillions of dollars

Although data on business failures are generally con-
sidered to be among the best single indicators of busi-
ness-cycle change, such data, just as all economic data,
should be considered in the light of structural changes
in the economy. The trend away from the small busi-
ness toward the large corporation is an economic change
that has, no doubt, affected the meaning of statistics of
business failures, particularly as comparisons are made
between periods of, say, 10 years or more apart.

J. A. Livingston wrote, illustrating the effect of the
trend toward the large business unit on failure statis-
tics :||

You have probably read that John Wanamaker's has
closed its New York store; that Alexander Smith &
Sons, carpet manufacturers, is shutting its Yonkers
plant, which was built during the Civil War; that
Gotham Hosiery has abandoned its knitting mill in
Philadelphia; that International Shoe shut a plant
in Manchester, N. H. In the twenties, each of these
plants would have been a corporation or a company
by itself. Each closing would have entered the
bankruptcy or business-failure totals. And as a re-
sult of such shutdowns, creditors would have uncol-
lectible accounts. That is not so today.

Whether the reported greater leniency of creditors
toward delinquent debtors, as mentioned in our bulletin
of May 23, is affecting the amount of failure liabilities is
difficult to say. However, after making some allowance
for the possibility of such a factor, the latest data of
business-failure liabilities give no suggestion of an in-
terruption in the present upward trend of business activ-
ity.

§This article is based on data reported by Dun & Bradstreet. Re-
ported liabilities exclude long-term debt publicly held; the 3-
month moving average is plotted at the second month.

||"Economic Research and Public Policy," by J. A. Livingston,
American Economic Review Vol. XLV, May 1955, Number 2,
P. 302.

^LIABILITIES OF BUSINESS FAILURES
3-MONTHA.MOVING AVERAGE"
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