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Possible Export Trade Losses
German successes have already eliminated a portion

of our export trade, and it is possible that further losses
may be sustained. An analysis of the value of exports
by destinations for the first three months of 1940
indicates that nearly 10 per cent of our foreign markets
will be lost as a result of recent conquests. These
markets included Belgium, the Netherlands, and the
Scandinavian and Baltic States.

If Italy enters the war the Mediterranean will be
closed to our trade, and exports to Italy, the Balkan
States, Asia Minor, and Mediterranean Africa will
cease. This would involve an additional loss of about
five per cent of our exports.

A more serious, though less probable, contingency
would be the loss of our trade with France and the
United Kingdom. A complete Allied disaster that would
shut off all exports to our two best customers would
deprive us of nearly 30 per cent of our total export
trade. A still more remote possibility, the seizure of all
colonial possessions (and Dominions, except Canada) of
England, France, Belgium, and Holland might result in
the loss of an additional nine per cent of foreign exports.

The following summary indicates that more than
half of our export trade would be lost if the worst
possibility discussed became a reality.

UNITED STATES EXPORTS: First Three Months 1940

Destination

Countries recently cut off
Mediterranean Countries
France and United Kingdom
Allied possessions and Dominions

(except Canada)
Other Countries

A 1 Countries

Value
{Millions of Dollars)

103.2
52.0

297.4

95.5
520.7

1.068.8

Per Cent
of Total

9.7
4.9

27.8

8.9
48.7

100.0

Economic Aspects of National Defense
Monetary Policies

The United States now has $19,000,000,000 in gold.
It is probable that this great hoard of the yellow metal
will be increased to $25,000,000,000 or more within the
next few years. Gold is the foundation of our monetary
system and is the source of nearly half the purchasing
media available for use here in the United States.

It is generally supposed that a substantial portion
of the gold hoard is in the Government vaults at Fort

Knox, Kentucky. If that assumption is correct, the
situation adversely affects our national defense. The
existence of a concentrated mass of liquid wealth in one
locality is a standing invitation to the master racketeer
of this blitzkrieged world. The air armada from Europe,
if one ever comes, might choose Fort Knox, Kentucky as
a principal objective. Every ton of gold loaded on the
enemy's bombers after their bombs had been dropped
on Fort Knox's defenders would be worth about
$840,000. Inasmuch as such transocean planes would
presumably be able to carry several tons of bombs here
and an equal weight of gold back, the project would
offer a tempting return on the money invested.

However, much as we might be handicapped in
obtaining supplies from the rest of the world without
gold to offer when our war effort made it impracticable
for us to export other goods, there is an even more
important and more probable difficulty. The presence
of such a vast gold hoard in one locality would force us
to take special precautions to defend it. An important
section of our regular army, including both air force
and mechanized troops, would be tied to the immediate
vicinity of Fort Knox, and our mobile reserves would be
correspondingly reduced. This would be most unde-
sirable and might even have a disastrous effect on our
military effort.

Fortunately, there is a simple and logical solution
for the problem. Nearly $17,000,000,000 worth of
the gold belongs to the twelve Federal Reserve Banks,
which hold gold certificates (essentially warehouse
receipts), representing the gold. These banks have ade-
quate vaults available and can readily arrange to store
the gold that they own. (If considered advisable, part
of the Boston and New York Banks' gold might be
held at interior cities.) Much of the gold could be
further distributed to several thousand banks through-
out the Nation by requiring them to hold part of their
reserves in the form of gold in their vaults rather than,
as deposits with the local Federal Reserve Banks. A
substantial amount of the gold could be placed in the
pockets and safe-deposit boxes of the general public if
gold coins were restored to circulation. By depositing
its share of the gold in the vaults of many banks, the
United States Treasury could complete the effectual
dispersion of our gold; thereby removing temptation
from one whose moral resistance might be inadequate
and freeing our defense forces for operations where
those forces might be vitally needed.

Free coinage of gold presupposes an end of our
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CARL0ADIN6S OF HEAVY PRODUCTS AND LUMBER PRODUCTION
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twenty-four-hour-basis substitute gold standard. It
also implies abandonment of the silver-purchase pro-
gram, one of the most vicious features of the New Deal's
monetary ventures. These and related experiments
have now sufficiently proved their worthlessness, and
even the Administration should welcome the oppor-
tunity to dispose of the continuing series of problems
that have arisen as a result of our monetary follies.

At present, much of the nearly $8,000,000,000 of
currency in circulation depends on the credit of the
United States. (For example, the silver backing for the
silver certificates in circulation is really worth only
about thirty cents on the dollar.) Much of the checking
accounts available to the general public are likewise
based, in some degree, on the credit of the United States,
because Government bonds are now a major portion of
bank assets. This is a dangerous and undesirable
situation.

A blitzkrieg attack on Washington, D. C. is con-
ceivable. The British successfully made such an attack
long before rapid air transport was available and in the
days when every male citizen knew which was the busi-
ness end of a rifle. Such an attack within the next few
years might not have permanently adverse military con-
sequences, but the credit of the United States would
certainly be endangered thereby. It is also conceivable
that the armed forces of the United States might suffer
serious reverses, at least during the early stages of a
war with a master of all Europe. Such developments,
likewise, would jeopardize the value of money (pur-
chasing media) based in substantial part on the credit
of the United States.

The possible circumstances just described invite a
pertinent question: Is it wise to place the individuals
and businesses of the Nation in a position such that the
fluctuating fortunes of war may cause alternating dis-
trust and acceptance of the purchasing media available?
An unstable money, the value of which varied with every
battle, as Confederate currency and Federal greenbacks
did during the Civil War, would seriously disrupt eco-
nomic activity. Such circumstances might rob our
forces of possible victory by breaking down the eco-
nomic system on which the Army and Navy must
depend for equipment and supplies. To incur this
unnecessary risk would be among the worst of reckless
follies.

We should also recognize the possibility that much
of the Eastern Seaboard may be occupied by the
enemy. Therefore, it is essential that there be available
to all other regions of the country an adequate supply

of the one nearly universal money, gold. Dispersion of
our gold hoard, in the manner previously suggested,
would accomplish this desirable purpose also. No
matter what happened to one part of the country, the
remainder would have a sufficient quantity of gold to
serve as a medium of exchange and as a base for local
bank credit. This would insure the independence and
capacity for survival of our economic system. Without
these attributes, it is difficult to see how initial reverses
could be overcome and the way paved for ultimate
victory.

Carloadings and Lumber Production
The solid line on the accompanying chart shows

carloadings of heavy products. These comprise ship-
ments by rail of coal and coke, forest products, and ore.

The Carloadings Record

The trend of the carloading series has been down-
ward since October 1939. This series is not adjusted for
seasonal variations, and the increase in May (based on
data for the first three weeks of May 1940) was about
that seasonally expected.

Lumber Production

The trend of lumber production has been less
unfavorable than the trend of carloadings of heavy
products during recent months. After a decline in
January, the index recovered in February and March
nearly to the best levels recorded since 1937. The index
for April and the preliminary index for May are some-
what less satisfactory but are relatively in a more
favorable position than the Institute's Index of Indus-
trial Production. The long term trend still appears to
be upward.

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 (May preliminary)
Machine-tool Activity (May preliminary)
Orders for Steel Boilers (March)
Capital Goods' Stock Prices (Last Week)
Durable Goods' Employment (May preliminary)
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INDEX OF LIVING STANDARDS
(ADJUSTED FOR LONG TERM TREND)
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Latest
Indication

Steel-Ingot Production (Last Week) +
Prices of Metals and Metal Products (Last Week) +
New Capital Issues of Corporate Securities (April) +
Velocity of Purchasing Media (April) +
Carloadings of Heavy Products (Last Week) +
Lumber Production (Last Week) —
Harwood Index of Inflation (May preliminary) —

The proportion of favorable to unfavorable indi-
cators of cyclical trend has increased since the summary
was published a month ago. Then there were 7 pluses,
3 minuses and 2 zeros. In this summary, there are
9 pluses, 3 minuses, and no zeros.

BUSINESS
Index of Living Standards

The Index of Living Standards shown in the accom-
panying chart indicates a gradual decline from the high
point reached in February 1940, but the Index for May
was approximately 4 3^ per cent above normal (adjusted
for seasonal variations and long-term trend). If produc-
tion of consumer goods increases moderately or holds at
existing levels during the remainder of the year, the
Nation's living standards will be maintained above
normal in spite of the curtailment in consumer goods'
production early this year.

Postal Receipts
The volume of business in fifty of the largest city

postal districts during the first four months of 1940
exceeded the volume for the corresponding period of 1939
by four per cent and was the largest reported for this
calendar period in recent years. The volume in April

POSTAL RECEIPTS IN FIFTY LARGE CITIES

Month

January
February
March
April
May
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

19Ifi

30.4
29.7
32.7
31.6

this year was six per cent greater than that in April 1939.
The dollar volume of postal receipts is primarily an
indicator of commercial activity. The monthly series
for the preceding four years and for the first four
months of 1940 are shown in the accompanying table.

Exports in April
In spite of the loss of our export trade to the Scan-

dinavian countries, which was primarily responsible for
a decrease of $27,000,000 in the value of exports in
April from those in March, the gain for the month in
comparison with exports in the corresponding month of
1939 was 39 per cent; the March year-to-year gain was
31 per cent. The accompanying table compares the
dollar volume of exports of leading commodities in April
1940 with the corresponding data for April 1939. Our
usual table showing exports by destinations for April
will be published in a later bulletin.

UNITED STATES EXPORTS

Commodity

Unmanufactured Cotton
Unmanufactured Tobacco
Manufactured Foodstuffs

April
1939 19A0

(In Millions of Dollars)

9.1
4.0

13.8
Iron and Steel Semimanufactures 10.9
Steel-Mill Manufactures
Copper Ingots, Plates, Rods
Lubricating Oil
Industrial Machinery
Electrical Machinery
Metal-Working Machinery
Motor Trucks
Passenger Cars
Aircraft
All Other

Total
* Decrease.

5.0
5.4
6.2

24.6
8.7
9.4

7.0
10.0

7.5
106.0

227.6

21.1
3.1

15.7
23.3

9.3
5.0

10.3
40.6

9.7
22.1

5.5
5.2

21.8
123.8

316.5

Per Cent
Increase

131.9
22.5*
13.8

113.8
86.0
74*

66.1
65.0

11.5
135.1
214*
b8.0*

190.7
16.8

39.1

In spite of the elimination of important neutral
countries as markets for our exports, the trend of foreign
trade during the first seven months of the war has in
general followed the course predicted in our study
"Wartime Economic Trends."

The Trend of Commercial Failures
The record of Commercial Failures compiled by Dun

& Bradstreet has recently been revised to obtain more
complete coverage. The revised record includes, in
addition to voluntary and involuntary bankruptcies,
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voluntary discontinuances with loss to creditors and
statistics of concerns forced out of business through
such actions as foreclosure, attachment, or execution
with insufficient assets to cover all claims. The number
of failures included in the new series is about 30 per
cent greater than the old, and the liabilities involved are
about eight per cent greater. The new series began in
January 1939.

Throughout the first four months of 1940, the num-
ber and liabilities of insolvencies have been substan-
tially less than they were during the first four months
of 1939. The new series for the twelve months of 1939
and for the first four months of 1940 are shown in the
accompanying table.

COMMERCIAL FAILURES, NUMBER AND LIABILITY

Number of Failures

January
February
March
April
May
June
July
August
September
October
November
December

Total

1939
1,567
1,202
1,322
1,331
1,334
1,119
1,153
1,126
1,043
1,234
1,184
1,153

14,768

1940
1,237
1,042
1,197
1,291

Liabilities of Failures
(In Millions of Dollars)

1939 19W
20,790 15,279
13,582 13,472
19,002 11,681
18,579 16,247
15,897
12,581
14,999
12,637
10,545
17,464
13,201
13,243

182,520

THE FUNDAMENTALS
Supply

The steel-ingot production rate advanced from 74 to
78 per cent of theoretical capacity. The Iron Age
reported that manufacturers that use steel as a raw
material are building up inventories in anticipation of
shortages that may develop later in the year. Govern-
ment orders for steel are already being placed although
the armament program is still in the formative stage.

1929 1932 1937 1938 1939 19Jfi
Per Cent of Capacity 95.0 22.0 83.0 28.5 52.0 78.0

A contraseasonal increase in electric power produc-
tion last week reflected expansion in industrial consump-
tion. The largest gain in production compared with
output in the corresponding week of 1939 was reported
from the Central Industrial region.

1929 1932 1937 1938 1939 19Jfi
Billion Kilowatt Hours 1.62 1.43 2.21 1.97 2.20 2.45

Automobile production decreased moderately last
week. The industry produced 96,810 units compared
with output of 99,030 in the preceding week. More
drastic curtailment in activity is usual at this season.

1929 1932 1937 1938 1939 1940
Units (000 omitted) 111 45 138 45 68 97

There was a greater-than-seasonal decrease in
cotton-mill activity last week, and the adjusted index
declined from 129.0 to 125.4. It is reported that orders
are being postponed until raw-cotton prices become
stabilized.

1929 1932 1937 1938 1939 1940
New York Times Index 117.7 64.0 141.9 80.8 116.9 125.4

Demand
The volume of retail trade was further curtailed

last week when public confidence was impaired by
ominous European developments and declines in the
security and commodity markets. On the other hand,

demand for products of the heavy industries was
increasing in anticipation of our armament expansion
program and possibly augmented Allied purchases of
war materials. Private engineering construction awards
increased 21 per cent over the total for the correspond-
ing 1939 week, thereby continuing a trend that was
temporarily interrupted the week before.

Prices
The sensitive wholesale commodity price indexes

fluctuated within a narrow range last week. Moody's
Spot Commodity Price Index was 151.9 on May 23 and
153.1 on May 29. The Dow-Jones Index of Commodity
Futures closed at 51.35 on May 23 and at 52.51 on
May 29.

The accompanying table, which was omitted from
the May 27, 1940 bulletin because of space limitations,
is shown in this issue for subscribers who wish to com-
pare current prices of the wholesale commodity groups
with the prices in the corresponding month of preced-
ing significant years.

UNITED STATES BUREAU OF LABOR STATISTICS
WHOLESALE COMMODITY PRICE INDEX

(Monthly Average 1913=100)
May May May

1932
65.2
92.4

106.5
94.8

115.4
88.2

126.1

1929
143.0
152.6
156.7
158.3
134.6
111.4
168.5
117.4
167.0
117.5
138.5
124.1
136.4
135.7

Farm Products
Foods
Hides and Leather
Textile Products
Fuel and Light
Metals and Products
Building Materials
Chemicals and Drugs 117.4 91.8
House Furnishings 167.0 132.8
Miscellaneous 117.5 92.3
Raw Materials 138.5 78.4
Semimanufactures 124.1 77.6
Finished Goods 136.4 101.3
All Commodities 135.7 92.2
* Preliminary estimate.

There was a fractional increase in the cost of living
from the March to the April level, according to the
National Industrial Conference Board's index published
last week. There were slight increases in each of the
separate items except clothing, which was unchanged.

1939
89.1

106.2
134.5
117.8
120.6
103.0
157.8
94.6

151.9
106.3
100.1
99.2

113.7
111.9

April
1940
99.0

110.6
150.1
125.0
118.1
104.8
163.8
96.4

159.1
110.0
105.1
105.9
117.1
111.9

May*
191,0
96.8

111.5
150.1
126.2
118.1
104.1
162.3
95.8

159.7
110.0
105.4
104.4
117.4
112.3

April
1929

All Items Combined 99.0

Food 103.0
Housing 92.1
Clothing 98.8
Fuel and Light 93.2
Sundries 100.3

April
1932
79.3

71.8
74.6
68.4
87.0
93.9

April
1939
86.8

81.1
87.2
75.1
85.7
97.6

SECURITIES
Bonds

March
1940
85.5

78.8
86.6
73.2
85.0
96.9

April
1940
85.9

79.9
86.7
73.2
85.4
97.0

The general level of bond prices was not appreciably
altered last week. The Dow-Jones Average of Forty
Bonds was 83.10 on May 23 and 83.34 on May 29.

Stocks
Although the surrender of the Belgian Army pre-

cipitated another wave of selling on the New York
Stock Exchange, declines were less precipitate than they
were in the preceding week, and the market appears to
be developing greater resistance to bad news.

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