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COMING EFFECTS OF CURRENT EVENTS

Peace in Industry
It is obvious from Mr. Lewis' recent assertion that

the CIO proposes to take an active part in the forth-
coming political campaign, but he has apparently not
yet determined whether the CIO will support the Demo-
crats, the Republicans, or a third-party movement.
However, the significant fact, insofar as the outlook for
peace in industry during 1940 is concerned, is that the
CIO does intend to seek greater political influence.

Now, it is obvious that the CIO cannot expect to
make a mutually satisfactory bargain with any political
party unless the support of the CIO is an asset, rather
than a liability. Some of Mr. Garner's friends, for
example, have already asserted that the antagonism of
the CIO is one of his greatest political assets. Therefore,
unless the leaders of the CIO can develop more effective
methods of gaining the good will of the general public,
they can hardly hope to benefit by any political bargain
that they may find it possible to make.

Presumably even Mr. Lewis realizes that costly and
unreasonable strikes in industries which have long paid
satisfactory wages do not tend to "win friends and
influence people." This line of thought suggests that
the CIO will probably be less militant during the next
several months than it has been during the past three
years. Certainly, any repetition of the strikes which
marked the spring of 1937 would reduce the CIO's
political influence nearly to the vanishing point. The
prospects for peace in industry therefore seem better
than they have for several years.

Presidential Arithmetic
It is obvious that Mr. Roosevelt has no head for

figures and that he depends on advisers so anxious to
support their theories that they carelessly disregard
imposing facts. It is unfortunately true that virtually
every important statement made by the President
during the past three or four years has included gross
misstatements of fact; and these errors or blunders
have been especially unfortunate because the resulting
concealment of the truth has invariably made it possible
for Mr. Roosevelt to present a more plausible argument
in support of unwise experimentation.

The President's most recent misrepresentation of
important facts occurred in his reported statement that,
"Whereas the Federal debt had increased somewhat
during his administration, there had been a correspond-
ing falling off of the debt of states, cities, and political

subdivisions." Several observers, including Mr. Thomas
E. Dewey, were quick to point out that this statement
involved a $20,000,000,000 error. Of course, an error
of only one or two billion dollars would be a negligible
amount in these days of astronomical budget figures,
but a $20,000,000,000 error ought to be worthy of
serious consideration even by Mr. Roosevelt.

It is especially interesting to note that, had Mr.
Roosevelt's arithmetic been correct, his other argu-
ments would necessarily be unsound. The remarks
quoted above were made in connection with his recent
defense of the Administration's financial policy during
the past several years. In general, he argued that the
recovery since 1933 was directly attributable to the
Government's spending program; but, if there had been
no net increase of debt on the part of public agencies,
how could it be argued that government spending had
pumped "new purchasing power" into the channels of
business?

As the New York Times points out,1 the only escape
from this dilemma would be for the President to con-
tend that Federal borrowing and spending made
recovery possible by counterbalancing the debt repay-
ment that he alleged had occurred among the state and
local governments. However, this raises the question,
Why shouldn't the state and local governments be
permitted to spend the taxes raised in their localities,
while the Federal Government takes a turn at balancing
its budget? Probably Mr. Roosevelt will prefer the
horn of the dilemma that involves admission of his
$20,000,000,000 error.

Capital Goods Stock Prices and
Durable Goods Employment

The chart on page 26 presents two series of
monthly data which have been significant indicators of
economic trends. The two statistical series reflect the
activity of the durable goods' and capital goods' indus-
tries. (The two groups of industries are not identical,
but most of the heavy-type industries are included in
both classifications.)

The index of capital goods' stock prices, which
includes fourteen groups of stocks, is compiled by the
Standard Statistics Company. Although the earnings
record and the prospects for future earnings are not the
only factors in determining the level of corporate stock
prices, they are by far the most important ones, and the

1 Editorial, The New York Times, February 8, 1940.
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CAPITAL GOODS STOCK PRICES AND
DURABLE GOODS EMPLOYMENT
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wide fluctuations in the chart of capital goods' stock
prices reflect the appraisals of investors and speculators
of the volume of business on which earnings depend.
Fluctuations in the capital goods' stock price index have
usually more or less paralleled the Institute's Index of
Industrial Production, but have ordinarily been greater.

In common with the index of durable goods' employ-
ment, the capital goods' stock price index failed to
reach the 1937 high during the 1938-1939 recovery. In
fact, the latter has made relatively little progress
towards that goal. The answer is probably to be found
in the greater degree of inflation that existed early in
1937, compared with that existing today. The differ-
ence is plainly shown on the Harwood Index of Inflation
chart on page 18 of the January 29 monthly bulletin.

The index of employment in durable goods' indus-
tries is compiled by the Board of Governors of the
Federal Reserve System, and the industries included are
iron and steel products, machinery, transportation
equipment, nonferrous-metal products, lumber prod-
ucts, and stone, clay, and glass products. The index of
factory employment in durable goods' industries has
followed a course somewhat similar to the Institute's
Index of Industrial Production (shown in chart form
on page 19, January 29 monthly bulletin), but fluctua-
tions have been less pronounced.

The recovery movement in the durable goods'
employment index since June 1938 has been similar to
the upward movement of the Institute's Industrial
Production Index, but it has been less marked. Although
the Industrial Production Index exceeded its 1937 high
in December 1939, durable goods' employment failed
to make an equally favorable showing even though it is
not adjusted for long-term trend as is the Institute's
Industrial Production Index. The obvious conclusion
from the comparative behavior of the two indexes is
that activity in the heavy industries was a more impor-
tant factor in the 1937 recovery than in the more recent
one. This does not necessarily indicate a lack of balance
in the current recovery, because the proportion of
durable goods production to production of nondurable
goods normally tends to increase as the recovery cycle
progresses. We believe that last December did not

mark the peak of the 1938-1939 recovery movement,
and that greater expansion in the activity of the dur-
able goods' industries may be expected.

What Next?
The Continuing Record

The latest available information regarding the more
significant indicators of future trends is summarized
in the following table. A plus sign indicates an advance
in the indicator; a minus sign, a decline; and a zero, an
unchanged position.

Latest
Indication

Private Engineering Contracts (February preliminary) +
Machine-Tool Orders (January estimated) +
Orders for Steel Boilers (November) —
Capital Goods' Stock Prices (last week) +
Durable Goods' Employment (January estimated) —
Steel-Ingot Production (last week) —
Prices of Metals and Metal Production (last week) —
New Capital Issues of Corporate Securities (December) +
Velocity of Purchasing Media (January estimated) +
Carloadings of Heavy Products (last week) -j-
Lumber Production (last week) —
Harwood Index of Inflation (January) —

The proportion of favorable to unfavorable indi-
cators of the cyclical trend has not changed materially,
since the summary was published a month ago. Then
there were five pluses, five minuses, and two zeros.
In this summary there are six pluses, six minuses, and
no zeros.

BUSINESS

Index of Living Standards
The Institute's Index of Living Standards advanced

for the fourth successive month in January, when it
attained a level seven per cent above normal. During
the 1938-1939 recovery movement the index has
improved to 107 from 82.

The index shown in the chart on page 27 reflects
the volume of consumer goods produced per capita in
the United States and is adjusted for seasonal influences
and long-term trend.
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(ADJUSTED FOR LONG TERM TREND)
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Postal Receipts
Postal receipts in fifty of the largest city postal

districts during December 1939 exceeded the volume for
December 1938 by a small margin. The gain in Decem-
ber receipts over those for the corresponding period of
the preceding year was less than the average gain for
the twelve-month period. However, receipts of $42,-
938,000 during the month of December exceeded
receipts for any month since the series has been compiled.

POSTAL RECEIPTS IN FIFTY LARGE CITIES

Month

January
February
March
April
M a y

June
July
August
September
October
November
December

(In millions of dollars)

1936
27.4
26.1
28.8
28.9
27.9
28.3
26.7
26.0
29.3
32.9
29.2
41.3

1937
27.9
27.8
33.8
31.1
29.8
29.6
26.6
26.3
30.0
31.7
30.7
42.0

1938
27.5
27.0
31.8
29.6
28.2
28.0
24.6
26.6
29.5
30.9
31.4
42.5

1939
28.5
27.7
33.5
29.8
30.9
29.8
25.5
28.2
30.0
32.0
32.5
42.9

Commercial Confidence
No appreciable change in commercial confidence

during December 1939 was revealed by newspaper
advertising carried during the month in comparison
with that carried during November. The aggregate
lineage was the same as that carried during the cor-
responding month of the preceding year. Net changes
in the separate classifications were minor. The only
feature of the comparison that appears to be significant
is the fact that the retail stores were able to increase
their volume of business approximately eight per cent
from the total in December 1938 to that in December
1939 without additional advertising efforts.

Newspaper
Advertising
Lineage

Classified
Display

Automotive
Financial
General
Retail

Total
* Increase

December
1938

December
1939

(Millions of Lines)

20.4

3.6
1.6

14.0
78.5

118.1

20.2

3.5
1.6

14.2
78.6

118.1

Per Cent Decrease
December 1939

From December 1938

1.0

2.8

1.4*
0.1*

Newspaper advertising lineage in the dailies of
fifty-two cities during December 1938 and 1939 with
the percentage decline of the latter in comparison with
the earlier period is shown herewith.

THE FUNDAMENTALS

Supply
The steel-ingot rate last week declined from 77 to

713^ per cent of theoretical capacity. The present cur-
tailment of steel operations is a natural aftermath of the
abnormally high activity of the preceding four months,
when ingot production in each month exceeded 5,000,-
000 tons. Commenting on the immediate future for the
steel industry, the Iron Age stated: "A continuance of
the decline is probable until production and incoming
tonnage are in close alinement. New orders in the past
week are estimated as approximately equal to not more
than 45 per cent of capacity. The excess of current
production over new business is, of course, accounted
for by backlog tonnage, which is still quite large in
some products, notably rails and track accessories,
while in some other products it has almost entirely
disappeared."

1921 1929 1932 1938 1939 19^0
Per Cent of Capacity 79.0 86.0 26.5 31.0 54.0 71.5

(Latest 1940 data; corresponding week earlier years)

Electric-power production last week compared
somewhat less favorably with output a year ago than
it did in the preceding week; the gain decreased from
12 to 11 per cent.

1927 1929 1932 1938 1939 194.0
Billion Kilowatt Hours 1.60 1.73 1.59 2.08 2.29 2.54

Automobile production was reduced to 101,240
units last week from output of 106,400 in the preceding
week. Considering the fact that the industry estab-
lished an all-time high record for the month of January,
when 465,000 units were produced, the present gradual
tapering off in schedules appears to be a normal develop-
ment. Dealer stocks are now reported to have reached
a point such that further dealer demand will be closely
geared to retail sales.

1929 1932 1938 1939 1940
Units (000 omitted) 120 27 51 78 101

Although a seasonal increase in cotton-mill activity
was expected last week, the gain in actual operations
was even greater, and the adjusted index advanced



from 144.6 to 146.0. This increase in activity may be
temporary, because the rate of incoming orders has not
increased.

1929 1932 1938 1939 19Jfi
New York Times Index * 90.1 86.7 119.6 146.0

* Not available until third week in March.

Lumber production decreased slightly more than
seasonally last week and the adjusted index declined
from 82.7 to 82.3.

1929 1932 1938 1939 191&

New York Times Index 137.1 37.1 56.6 77.8 82.3

Demand
At the start of the second month in the year, the

volume of retail trade began to increase from the
January level. The improvement was apparently the
result of warmer weather throughout the South, which
later spread to other sections of the country. Statistical
evidence reflects a moderately declining demand for
most of the products of the heavy industries. Excep-
tions are reported from manufacturers of industrial
chemicals, commercial vehicles, shipbuilding, and, of
course, the airplane manufacturers. Sears Roebuck
and Montgomery Ward reported gains of about 20
per cent in their January sales totals in comparison with
last year's records. Although many industries are
suffering from an absence of incoming orders on a scale
large enough to sustain present operating rates, there is
nothing comparable to the decisive setback that
occurred in late 1937. In some instances, the automo-
bile industry in particular, sales are holding up better
than is seasonally expected. (The decline in new car
sales was especially marked in late 1937 and early 1938.)

Prices
The sensitive wholesale commodity price indexes

advanced moderately last week. Price movements of
the various commodities were not uniform; there was
strength in the leading agricultural products, such as
cotton and grains, but prices of steel scrap and of the
nonferrous metals were slightly lower. Moody's Spot
Commodity Price Index was 159.1 on February 1 and
159.4 on February 8. The Dow-Jones Index of Com-
modity Futures closed at 58.21 on February 1 and at
59.52 on February 8.

FINANCE
Loans on Securities

During the last quarter of 1939, the expansion of
bank loans to brokers, dealers, and others for the pur-
pose of purchasing or carrying securities aroused fears
that another stock-market spree was developing. This
type of loans extended by the reporting member banks
of the Federal Reserve System, which aggregated
$847,000,000 on September 20, 1939, had increased to
$1,362,000,000 on December 20, a gain of more than
60 per cent.

Although security loans increased so rapidly during
the short period of active market speculation after the
outbreak of war in Europe, most of the expansion
came in December and was not the result of speculation
in stocks but was merely incidental to the distribution
of new Government securities. Since December, the
reporting member banks' loans to brokers, dealers, and
others have decreased $260,000,000, thereby eliminating
more than half of the increase reported during the final
quarter of 1939.

It is probable that most of the Government issues
which dealers bought on credit have now been dis-
tributed to customers and that the remaining increase
in security loans from the September level represents
speculative borrowings. However, the gain was from a
security-loan total less than it had been at any time
since the era preceding the World War; and, in spite of
the recent increase, the aggregate of such loans by the
reporting member banks is $230,000,000 less than it
was a year ago.

Obviously, the security markets are not at present
being supported extensively by bank credit. This does
not insure the stock market against a decline, but it
constitutes an important element of strength in the
situation.

SECURITIES
Bonds

The bond market was stronger last week than it has
been in recent previous weeks. The Dow-Jones Average
of Forty Bonds, which was 89.28 at the close of trading
on February 1 was 89.59 on February 8.

Stocks
Extreme dullness has characterized trading on the

New York Stock Exchange during the last three months.
Such a period of greatly diminished activity has fre-
quently preceded important market movements. We
shall be greatly surprised if the market turns downward
without first substantially extending the major upward
movement.

RECOMMENDED BOOKS
"Rebirth of Monopoly," by William J. Kemnitzer.

Harper & Brothers. ($2.50)
Although the trend toward Socialism has been far

more pronounced in various nations of Europe, there
seems to be a turning back from that direction here in
the United States. The failure of the NRA, which was
apparent several months before the Supreme Court
threw the carcass "out the window," and the obvious
failure of a kind of Socialism to better the lot of the
average man in Russia and Germany have revived
interest in the competitive enterprise order.

It is becoming more generally realized that monop-
oly in any form, and regardless of the economic group
responsible, interferes with the proper functioning of
our economic system. In fact, it is clear that the burden
of special privilege granted to various economic groups
has been largely responsible for the insistence of other
economic groups that they be given preferential treat-
ment.

Although it has been generally supposed that
monopoly in the oil industry died with the dissolution
of the Standard Oil trust in the early years of this cen-
tury, Mr. Kemnitzer persuasively argues that this
monopoly has experienced a rebirth during recent
years. On the whole, the evidence which he submits is
convincing, and it will probably prove interesting to
the so-called Monopoly Committee in Washington.

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


